chapter EIGHT


The case for a national approach


The Way Forward


This chapter reviews three major issues:


first, based largely on the evidence presented in earlier chapters, it summarises the case against exclusive reliance on market oriented or cost-based approaches;


second, it discusses the arguments advanced for a positive government role; and


third, it explores the precise scope this role might have.


Why Present Approaches Need to be Supplemented


There is general agreement between all political parties (and amongst those witnesses giving evidence to this Committee) that the Australian economy needs to be open and that Australian firms, or firms operating from an Australian base, need to be more engaged in world trade. Two basic reasons are advanced:


given the small relative size of the Australian domestic economy, engagement with larger global markets is an essential foundation for sustained economic growth; and


Australians’ taste for imported high-value products and services and the diminishing terms of trade for primary products and commodities, make it prudent to seek new sources of high-value export revenue.


It is further assumed that industries or services which thrive in global markets will create high-value employment - and that these firms will generate direct or indirect local demand, which, in turn, will increase the level of employment in other sectors.


The question remains how these broad, almost unanimously supported, strategic purposes and assumptions might be implemented. Overall, the evidence gathered in earlier chapters suggests that there are two acceptable approaches:


what might be broadly described as the market-oriented or cost-based approach; and


the alternative, which blends collaboration with a market oriented approach, described here as an opportunity-based approach.


The choice between these approaches cannot be resolved by some abstract theoretical method or discipline. There is no way of ‘proving’ one approach is inherently superior to the other. A variety of factors mitigate against this otherwise easy solution to the problem of policy choice. These factors include the ‘open’ character of social systems; the necessity for contentious simplifying assumptions; the problematic impact of institutions; the unavoidable relevance of historic experience; the inevitable intrusion of normative premises and perspectives; the impossibility of conducting counter-factual experiments and the ever-present element of chance.


This does not mean that theory provides no guide to practice. Good theory survives a variety of methodological and empirical tests. Its success can buttress its claim to relevance, sometimes even its ability to predict outcomes. But when, as in the present case, theories which are not directly comparable vary significantly in their practical recommendations, the task of deciding what to do in a particular case becomes a judgment based on an evaluation of the relevant evidence.


The Committee believes that four factors are pertinent to deciding whether present approaches need to be supplemented:


the acknowledged limitations of a protectionist approach (paragraphs 8:8-8:20);


theoretical and practical limitations of a market or cost-based approach;


the performance, and future promise, of present policy frameworks; and


the existence of alternative approaches, their performance and feasibility.


Limitations of the Neo-Classical Approach


Sole reliance on a neo-classical approach is considered to be undesirable because of its limitations; four are based on theoretical grounds and two on practical grounds.


The theoretical basis of the neo-classical approach is a model based on highly simplified assumptions - perfect knowledge, diminishing returns to scale, etc. Business firms are treated as price takers and independent managerial discretions are completely discounted. This is limited in practice in many sectors, particularly those where regulation or market structure and practice deviate significantly from these assumptions.


In this model, attitudes and expectations are taken as given. Transaction costs� and ignorance of opportunities, are assumed to have no inhibiting impact on business as it frames its strategic decisions. These critical assumptions have been challenged in a newer body of work - institutional economics�. In this perspective, the idea of a rational economic individual considerably misrepresents the actual processes through which ideas, choices and motives are established. In the process, significant potential points of public policy influence are occluded. In particular, the role of political institutions in these processes is masked. The exclusive focus on transformation costs� in the neo-classical model is also challenged. Transaction costs are no less important than transformation costs in shaping choices, but their influence is simply assumed away.


Neo-classical, cost-based, theory models the allocation of resources, not economic growth. The theoretical focus leads to a heavy emphasis on cost-reduction as the key to competitiveness - to the exclusion of value creation. Further, if growth theories were influential in shaping public policy, public debate about industry policy would be much more broadly based. This is because there are various theoretical approaches currently recognised: e.g. evolutionary economics�, endogenous growth theory�, etc. The practical implications of these theories vary significantly.


Public choice theory� suggests that government is an inherently inefficient or ineffective decision-maker and that the private sector will always distort government programs to serve private interests. Some argue that this judgment is palpably at odds with the evidence: e.g. the rollback of tariff and expenditure frameworks since the early 1980s. They would suggest that Government failure is perhaps no more nor less likely than market failure. Empirical analysis, not abstract theory, is the right basis for judgment. Particular instances of failure can be analysed and corrective action taken. Alternatively, particular areas where government action has proved inappropriate can be identified and avoided.


Australia’s established industrial structure represents a special case that involves particular risks and uncertainties for firms seeking to compete in global markets. There are only a few large companies and a very large number of smaller enterprises. The few large companies are, for the most part, already deeply involved in international production. They prefer to expand overseas production rather than export from Australia.� The impact of information gaps, transaction costs and other risks and uncertainties, create a wholly different situation for small to medium enterprises and sharply increase risks and uncertainties.


As globalisation spreads and individual economies become more closely linked through multinational industry networks, attracting investment from such companies and the regulation of their activities, becomes an increasingly significant area of industry policy. These companies are often in industries which are subject to government regulation or where oligopoly conditions prevail. These are circumstances contrary to those envisaged by the neo-classical model and make it difficult to apply that model to the operations of the multinationals.


Professor Stephen Bell, Deputy Head, Department of Government, University of Tasmania, expressed a view to the Committee that Australia was still on the route envisaged by the Productivity Commission - the ‘cost reduction strategy’ which reinforces trends more appropriate to the past. He said that this route leads essentially to a low wage, low skilled industry structure. Professor Bell confirmed that the reliance on low value-added commodities corresponds with industry based on low-level skills and low innovation rates:


That is a big problem in this country. We are far too dependent on low value added commodity sectors. That is our problem, essentially. This is why we are talking about industry restructuring in some ways. If we push that policy agenda, we will reinforce those trends towards low value added industry. That means low skill, low innovation, low R&D, and so forth. There is an argument about where the causation is coming from because we are generating those outcomes now,is it industry structure driving those outcomes or is it those outcomes reinforcing a bad industry structure? It is a bit circular, but there is certainly causation running both ways.�


Professor Bell also said that the problem with application of the level playing field approach to an economy such as Australia’s with its existing comparative advantages, is that it will merely exacerbate Australia’s current sectoral discrepancies. The level playing field theory works by attempting to get the fundamentals right, removing distortions which exist and then allowing the market to dictate. Australia is a commodity driven economy characterised by low wages, low skills, and sectors with low productivity. Professor Bell said that allowing the economy to be market driven will provide more of the same. This is not the structure needed to meet the expectations of Australians:


That sort of economy essentially means a lower wage structure. The commodities sector is no longer a particularly strong or powerful sector in the world economy. That is Australia's basic problem. We used to do well on the sheep's back and now we do not. The world economy wrong footed Australia because the growth sectors in the world economy and the sector able to pay and support high wage structures is the manufacturing services sector.�


Manufacturers increasingly will vote with their feet, which is what they are doing increasingly now. They would say, ‘Why on earth would I manufacture in a country that gives no recognition of manufacturing or high wage value of manufacturing or high wage innovation driven industry? I’m off to Malaysia.’�


These reservations do not necessarily undermine the usefulness of neo-classical perspectives as a body of theory, or their practical application in particular cases. The practical question is this: is the neo-classical approach sufficient as a guide to wise policy in Australia’s emerging industry policy environment? We believe that while a neo-classical approach may be a guide, there are sufficient theoretical qualifications to undermine the wisdom of making cost-based approaches the sole guide to practice.


Argument arising from neo-classical theory has played a critical role in making the case for moving from our inward-looking and protected domestic economy towards more open engagement with the global trading and financial system. The confident rhetoric and predictions that it encouraged and the expectations of economic gain that it produced, were doubtless necessary to mobilise the political will to change long-established policy frameworks that were strongly defended by those private interests favoured by them.


However, there are arguable assumptions and contentious causal propositions in these cost-based industry policies. Sufficient, in fact, to lead us to question whether the policies arising from these theoretical perspectives will be sufficient, by themselves, to position Australian (or Australian based) firms to successfully participate in global trade. That is, to participate so as to achieve sufficient export revenues and to fulfil the legitimate aspirations of Australians for employment and for quality jobs.


Present Approaches are Unlikely to Close Employment Gaps and Lift Export Revenues. 


The inquiry clearly established that Australian industry policy must deliver appropriate economic and social outcomes for all Australians. The Committee is concerned that full-time employment growth in the Australian economy remains sluggish, despite macro-economic conditions being theoretically ripe for such growth. The number of full time jobs recorded by the Australian Bureau of Statistics in June 1990 was 6,232,300; by June 1997 little had changed, with the number recorded then being 6,234,800.� In addition, evidence put to the Committee referred to other matters indicative of the lack of real economic growth, such as the rarity of new “big value added investment happening in Australia”.�


It is even arguable whether Australians have maintained their living standards at a level comparable to other Western industrialised nations.


Mr. Gosman, Executive Director, AEEMA, argued before the Committee that over the previous eighteen months, the policy environment for manufacturing has regressed dramatically. Specifically, Mr. Gosman described it as having “lost focus, it has imposed additional costs and it has removed, overnight, industry support.”� He argued that the combined effect of decisions like the R&D changes, reductions in export support, changes in government procurement and outsourcing, the loss of the computer bounty and the changes to tariff arrangements, have negative effects which impact more widely than simply the industry directly disadvantaged:


The implications for Australia will be a growing trade deficit, and the Allen report forecast a potential trade deficit of $40 billion in IT&T products by the year 2025. There will be a continuing reliance on agricultural and mining as a means of safeguarding our economic future, which simply will not be possible. There will also be a trend towards the employment of low-skilled people, ...�


The outlook for the trade deficit also remains troubling. Whereas manufacturing has made a significant contribution to the growth in Australia’s exports, this has not prevented the trade deficit in manufactured products from doubling. Clearly, on these figures, improving Australia’s international competitiveness should be an essential objective and outcome of industry policy.� The following table produced by the Economist Intelligence Unit,� demonstrates Australia’s growing trade deficit in manufactured goods:
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The Committee heard much evidence concerning the relative position of Australia in the global market. In a world where industry is globally integrated, Australia has yet to produce an equivalent to obviously recognised international brand names such as ‘Nokia’ or ‘Nestl(’. While there have been a number of multinational corporations founded in Australia, except perhaps for ‘Fosters’, this country has not produced globally recognisable products. The Committee believes that industry policy should address these concerns. Ms Rideout, MTIA, gave the example that if you put together the three whitegoods manufacturers in Australia, you would still not have one that is world-scale. The introduction of policies which allow the emergence and development of world-scale conglomerates in Australia is very important: 


I know a lot of our members have a very strong view about that issue and it is something that if we are going to be globally competitive, we have to enable globally competitive scale manufacturers and companies to develop in Australia, and competition laws and the attitude of authorities has not been necessarily helpful in that regard.�


The Committee accepts that Australia needs to become more internationally competitive. Auto components, food and beverages, tobacco, machinery and equipment, comprise 73 per cent of Australia's manufactured exports. Mr Bill Mansfield, Assistant Secretary, ACTU, noted that of these, auto components alone represent 30 per cent. The question posed is: how can Australia maintain its position in relation to the supply of these products when there are, for example, numerous firms around the world which can supply the same auto components? How can Australia improve its international competitiveness to ensure that it not only maintains but also strengthens its position in relation to exports?


The Committee believes that the national approach to industry policy should include the adoption of an export objective and a commitment to strengthening Australia’s competitiveness in the international environment. Mr Mansfield suggested that Australia can achieve this goal by optimising the value of human and financial resources, through adopting best practice principles and by the development of leading edge manufacturing techniques. The supporting economy must be efficient and the infrastructure sound, requiring among other things, a competitive taxation system.� In addition, Mr Mansfield noted the importance of competent management in achieving international competitiveness.� The Committee accepts that all of these issues will have a bearing on the ability of Australian industry to successfully compete in the world market. Many of them are dealt with in greater detail below.


With respect to the development of effective industry policy for Australia, Ms Heather Rideout of the MTIA said that “... we seem to be fiddling a bit while Rome is burning”. She noted that enormous changes have occurred in the manufacturing sector over the last five years and that bigger changes are yet to come.� Ms Rideout told the Committee that the critical stage of competition was around 1992, when tariffs were about 15 per cent, the trade weighted index was about 53 and the dollar about 70c to the US$. Recently, manufacturing industry has been, for the first time in its history, facing world competition with a high exchange rate and low tariff protection and it has felt the effects. The present slump in the Australian dollar has eased the situation but a long term plan is essential.


Ms Rideout said that there are massive worldwide shifts occurring in manufacturing and that the debate concerning the relative importance of that sector and its place in the economic structure is arising in many countries, such as France, Germany and the UK. These countries are concerned about the fate of their manufacturing sectors. The MIT study in Hong Kong has identified the importance of the manufacturing sector and rejected the idea of an economy solely based on services.


In the face of these changes in the world scene and perceived weaknesses in their own economic situations, the US and the UK Governments have adopted a new policy path. Dubbed the ‘third way’, it had its origins in serious concerns which arose during the Reagan and Thatcher administrations about a decline in manufacturing employment, a loss of international competitiveness and problems with the current account of the balance of payments.


The new policy is directed towards achieving competitive strength in key industrial sectors, through government intervention in close cooperation with business. The government role in this arrangement consists mainly of the provision of training, technology, R&D and capital modernisation. The policy is designed to ensure that government’s role is planned and coordinated so as to fit with industry’s needs, both current and emerging.


�
A Positive Government Role


In deciding what to do, various alternatives warrant consideration. The alternatives outlined in the preceding Chapters share five characteristics:


a focus on opportunities, not simply the elimination of impediments or reduction of costs: this mimics the established private sector practice of enhancing performance through a blend of competition and collaboration. Successful business firms typically mobilise organisational commitment through the identification of positive outcomes or longer term goals that realise shared purposes and interests. These approaches can co-exist with other strategies (e.g. contracting out non-core activities) that seek cost-based performance. The circumstances surrounding the development and implementation of public policy are, of course, significantly different from those prevailing at the level of the firm;


collaboration between government, business and other relevant groups: each has perspectives that are useful for the others (i.e. win/win) in forming comprehensive strategic judgments - which are, in turn, the foundation for operational decisions;


strategic perspectives as the foundation for collaborative action: these frame information gathering and dissemination and the development of attitudes, expectations and motives among key players;


clear performance benchmarks to ensure public interests are preserved: these need to be established and their achievement monitored; and


implementation through dedicated agencies, focused primarily on strategic tasks and distanced from day-to day political engagement.


An opportunity-based approach assumes that government can make a positive contribution. This can occur in at least four immediate areas:


first, it can contribute to the formation of appropriate ideas, choice sets and motives amongst relevant participants;


second, its actions can ameliorate specific instances of market failure;


third, its actions can moderate, or otherwise blunt, the impact of particular transaction costs; and 


fourth, its actions can assist research and development and innovation.


While all of these are presently acknowledged to some degree as bases for industry policy, only the fourth presently plays a significant role.





�
In relation to ideas, choice sets and motives, government’s positive, catalytic contribution arises from three sources:


the distinctive information available to, and the distinctive perspectives framed by, relevant parties;


the essentially partial or limited character of this information; and


the potential synergies between these groups in formulating comprehensive strategic judgments.


Government has overall concerns for levels of employment, quality of employment opportunities, income distribution and the balance of payments. These concerns give it perspectives and interests that are different from, but complementary to, those of business firms. Both parties have limited, partial but complementary, strategic information. Only at the international technological frontier do governments and firms face equivalent information uncertainties. Government’s strategic concerns (and the interests and perspectives to which they give rise) are one ground for adopting an initiating role in industry policy. The potential advantages justify the continuing development of collaborative arrangements to realise this role.


While there were views to the contrary, a substantial number of inquiry participants supported an industry policy mix, with government’s utilising a catalytic capacity and adopting a long-term perspective, to highlight the way of a collaborative government-industry approach. While there was overall support for the view that government should adopt a more active approach in providing the setting for industry growth in general, the view was also prevalent that government should be prepared to make sectoral strategy decisions where necessary. Industry policy should be outward looking, export oriented and be squarely focused on industries, both established and emerging, which will determine Australia’s position in the global marketplace.


The Committee identified common themes in much of the inquiry evidence. Collectively, the evidence suggested that the structure of industry policy rests upon three successive levels. Macro-economic settings (including low inflation, employment related economic growth and increased national savings) form the foundation for industry policy. It was agreed that these settings must be sound to support and encourage industry growth. The second level, the micro-economic level, includes a number of areas where government should initiate reforms designed to produce an environment conducive to industry growth. The micro-economic areas to be addressed include industrial relations, taxation, infrastructure, the regulatory environment, investment strategies, education, training, management and industry’s access to sources of capital and the elimination of Federal/State inhibitors.


The third level of industry policy involves the policies and programs focused specifically on industry development. There is scope for an approach based on collaborative identification of opportunities. The Committee has concluded that some sectoral programs may be necessary to provide at least initial assistance for Australian industries to become successfully established in international markets. However, such sectoral programs should be subject to strict cost-benefit analysis and should not undermine our international competitiveness.


The Committee believes that a balance should be struck between the various philosophical approaches to industry policy. The evidence is clear that past protectionist policies will not ensure the success of Australian industries in the next century. Rather, industry policy must be adapted to fundamental changes, including: the emergence of the global economy; consequent shifts in the site of the marketplace and the reality that expectations of the international market are different from those in the domestic sphere. The relocation of the marketplace is all important. The global integration of industry is a present day reality.


The Mortimer Review examined existing industry assistance programs. The Age newspaper described its recommendations as a “hefty dose of intervention”.� The Review rejected the notion that Australia should be market led and respond accordingly. Rather, the Review favoured the ‘whole of government’ industry approach stating that it:


... goes beyond the narrow view that Australia should accept simply what the market determines. That is, it recognises that the role of government is already too important for such an approach.�


The weight of evidence to the Committee was that contemporary industry policy should not embrace exclusive reliance on cost-based or market-oriented approaches, but should involve a positive and growth-oriented focus. The present approach to industry policy involves government focusing on the pursuit of stable macro-economic settings and fundamental micro-economic reform in areas such as taxation. The Industry Commission’s evidence ranked selective or sectoral assistance and national plans and targets as second or third order issues.


In contrast, some recent academic literature advocates that these issues should rank as a first priority.� The Mortimer Review, relying on the premise that government action constantly affects wealth creation, accepted that government has a lead role to play in the growth objective. In terms of Australia’s economic and industrial history, this approach has been described as a natural progression:


The idea that the Government should “be doing something for business” in order to address the question of unemployment is one which evokes a visceral support from many Australian voters. That this should be the case is not altogether surprising because our political culture, since federation, has assumed an active role by governments in directing the composition of business activity.


This was done by redistributing the income of prosperous exporters (first the woolgrowers and then the miners) through the tariff and taxation systems. That free lunch of living well off our natural endowments ended a couple of decades ago.�


Industry assistance programs can be a practical and sound component of industry policy, which, in some instances, the Committee considers to be not only highly desirable, but essential. There are identifiable instances where the benefits of assistance can be linked to genuine economic growth, as, for example, with the licensing of R&D products. The Committee acknowledges that business programs may create a state of welfare reliance in some instances, where the business receiving the assistance is not developing, where there is no growth and where the business manipulates its growth to be eligible for such assistance. However, this problem may be avoided if proposed programs are subjected to rigorous criteria that ensure they are cost effective. Accordingly, the Committee stresses the importance of accountability in respect of industry assistance programs.


The Department of Primary Industries and Energy stated that the principal objective of industry policy is to sustain and improve the living standards of the Australian community. The Department accepted that industry policy might also have a social impact, but noted that its chief operational objective is to improve economic efficiency and permit sustainable economic growth, on which living standards largely depend. The Department suggested the adoption of the following mission statement to underlie industry policy generally and to direct the associated application of business programs:


Within the context of an increasingly global and internationally competitive economy, to improve the welfare and living standards of the Australian community through improved economic efficiency and sustainable economic growth which is consistent with the community's social values.�


In the main, inquiry evidence supports a policy of strategic government action. The Committee was told that the rural sector, in particular, had, through Government assistance, been able to overcome barriers that threatened to hinder the international success of some rural industries. Mr. Martin Feil, of the legal and tax consultancy, Firmstone and Feil, said that:


I think that those industries are starting to find out that, without intervention, the world is a much colder place than perhaps they imagined it to be. I think that relates particularly to some of our rural industries, such as the beef industry. The beef industry is involved in a situation, in my view, at the moment where, without government intervention, we will not have an Australian beef industry.�


Mr. Feil told the Committee that the beef industry is in difficulty because the multinationals who control the primary production chain determine where they will take their profits, and they have decided against Australia. The cycle therefore, is that those multinational chains depress prices without reinvesting and domestic producers are, in the end, forced to sell out to those responsible for depressing the price.�


The ACTU supports appropriate levels of government action to encourage the development of manufacturing industry in Australia. The ACTU believes that there has been a neglect of manufacturing. The Council and some sections of industry, share the perception that the current government attaches little importance to the manufacturing sector and, in policy terms, is neglecting its development and growth.� The ACTU supports certain forms of government assistance such as the Export Market Development Grants program, but insists that such assistance should be designed to achieve higher levels of competitiveness, especially international competitiveness, in Australian industry.�


The appropriate level of the Government’s role in Australian industry policy is widely debated. In relation to the effectiveness of tariffs, the ACTU queried whether there is clear evidence to show that tariff reductions in areas such as vehicle manufacturing have led to lower prices in Australia, and, if so, whether the reduction is a worthwhile amount.� Mr. Ogden, Industrial Officer with the ACTU, told the Committee that the union movement’s approach to tariffs is broader than merely financial:


Our approach has been that we do not just take monetary returns as being the sole determinant of our position on tariffs. There are a whole lot of social issues involved, and the economy is there to serve the good of the society, not the other way around. So, in looking at these issues, we look at the cost of cutting back tariffs, which of course in the recent textiles, clothing and footwear industry debate was seen to be the loss of upwards of 100,000 jobs. It was also interesting to see that in the period leading up to that decision we had quite significant polling showing that the bulk of Australian people were satisfied to pay the extra, which was not a great deal taken over a year, for their textiles, clothing and footwear products if it meant maintaining and developing a worthwhile industry and the jobs. So we would see this on a much broader basis.�


A Choice of Metaphors: Picking winners or Opening Windows of Opportunity


The Committee recognises that there are real risks associated with a focus on opportunity sectors. For instance, it may have the unintended or indirect consequence of also ‘picking losers’. It is a function of this approach, that the cost of assistance will be borne by other sectors. Further, efforts to boost the trade performance of particular sectors without proper consideration of the broader effects of those efforts, can distort the economy or the status of particular industries within it.


It should be noted, however, that some commentators considered the Mortimer Review’s rejection of the ‘picking winners’ approach to be inconsistent with its recommendation for the establishment of a one billion dollar investment fund to provide incentives for foreign investment. That proposed fund has been criticised as the ‘crudest variety’ of the ‘picking winners’ concept.�


Attendees at the ACCI National Industry Policy Conference of August 1997 were warned away from the ‘picking winners’ approach. A Telstra representative said:


I have a suspicion that there is a desire to encourage Government and regulators to pick winners. Personally I would caution against it. Our experience is that when governments and regulators make assumptions about a market and distort market forces, the result is rarely good. Government and regulators are best when they allow the freest competition, then let individual companies and the market dictate the successful direction. Government should wisely decide timing, but beyond that get little involved in “proactive” policies.�


While acknowledging the argument that the marketplace is the best determinant, the Committee remains committed to an active role for government in industry policy. The Committee recognises that there are industries with high prospects for development which promise to deliver enormous benefits to the Australian community. The Committee’s approach envisages that such industries be identified and given access to government programs which are subject to the conditions described elsewhere in this Chapter and which are not so extensive that they remove the initiative from the industry concerned.


Austrade endorses this approach, clearly distinguishing it from the practice of ‘picking winners’. Austrade submitted that the thrust of industry policy should be to improve competitiveness economy wide. Consistent with this view, Austrade services firms from all sectors. However, resources are allocated to areas which are identified as growth areas, or where there is a match between overseas market opportunities and the capacity of Australian industry to fill that niche.� Dr. Marsh made a similar point in relation to the concept of ‘picking winners’. Describing it as a matter of a choice of metaphor and citing the work of World Bank economist Professor Joseph Stieglitz, he said:


Stieglitz says that picking winners is a metaphor that implies you are dealing with a static equilibrium - it is a game and there are winners and losers and you are dealing with a static situation that is not dynamic or growing. The whole metaphor of picking winners has that kind of connotation.


Stieglitz in this article takes another metaphor - chemistry - where you can have a catalyst, and then it is a completely different way of thinking about the nature of an injection of influence into an environment. Or another metaphor from biology would be the economy as a kind of adaptive system. And in this context you are facilitating the adaptability of the system. We have allowed this game metaphor to dominate the debate in this country. ...�


The Committee favours an approach in which opportunity sectors identify themselves and nominate their own export, employment and other targets. Governments would then be in the position of evaluating the industry targets and monitoring performance to ensure achievements matched plans.


In this context, it is important to ensure that such an approach does not convert the Australian economy to a “rent seeking society rather than a productive business community”.� Another commentator summed up the worst legacy of the practice, noting that it carries “the odium of favouritism for business mates and the opprobrium of blame if the winners turned out to be losers.”�


The Committee’s examination of industry policy in other countries clearly indicates that government involvement can improve an economy. Sometimes that involvement has included picking winners, such as the IT industry in Ireland. The Committee regards the emergence of a more competitive Irish economy as an example of successful assistance to industry.


The Irish approach to the IT industry is, of course, acclaimed by the Australian counterpart industry. Mr. Magee, of SCITEC, described the emergence of the Irish IT industry:


Firstly, they had very strong leadership in this area. They just determined that they were going to be winners. They picked a winner in the industry and determined that this was what they were going to be strong in, where they were going to spend their efforts and energies, and they have succeeded. They picked a future industry to be proud of, to be strong in, and to be a leader in. I think that in Australia we have a tendency to look at our agricultural and mining areas as being the areas where we are going to win in the future. I am sure that our agriculture and mining people will think that I am just sectional bashing here, but if we are going to pick the future industries, then we have got to start to think about where we are going to be in 50 years and a hundred years, not where we were in the last 50 and 100 years.� 


The Committee recognises however, that Ireland’s economic emergence has not been entirely due to its own strategies. As part of the European Community’s arrangements, Ireland qualifies for industry and regional development subsidies. While Ireland might have identified the industries which were of major significance to its future prosperity, without those external subsidies it would not have had the resources to develop them to the extent it has.


Net Economic Benefit


Questions have been raised about the efficacy of funding business with taxpayers’ money. Some commentators have suggested that business has become too reliant on government assistance and that business is too ready to ask for handouts:


Few of the recent calls for government support for specific sectors have been rigorously justified. In fact, many appear to have much more to do with scaremongering and self-interest rather than any real concern for the public interest, no matter how they are dressed up and certainly no concern for the interests of consumers and workers elsewhere in the economy.


In this context, it is worth realising that we could sell sand to the Sahara, ice-blocks to the Eskimos or vessels to the Vikings with enough government support. If the subsidies were big enough, the businesses involved might even turn a good profit. But Australia would be a poorer country as a result.�


Evidence presented to the Committee almost unanimously rejected the suggestion that assistance to business is welfare. The Committee heard evidence about the positive contribution of particular business programs which have enabled firms to be established and to grow and prosper. The Committee concluded that the benefits may flow to the community from the success of the recipient firms, in terms of employment and the return of that income to the community, which outweigh the cost of the assistance. However, a formula or methodology that tests and demonstrates the presence of net community benefit needs to be developed. This will provide legitimacy to government programs and establish benchmarks for firm or industry performance.


This is consistent with the Mortimer Review finding that the current array of business programs is not strategically managed to produce the benefits and outcomes desired by the community, and there is insufficient, if any, accountability in relation to the provision of that assistance. Programs do not operate within a clear policy framework, objectives are poorly specified and programs are ad hoc or too small for the specified task.�


The experience of Australian Electronic Manufacturing Services (AEMS) illustrates the provision of successful assistance to industry. Mr. Hugh Kelly, the Managing Director, described the role which such assistance played in the emergence of AEMS. The company commenced operations in 1992 with 16 staff. In 1996, it was able to establish a second facility in Melbourne. At the end of the last financial year, AEMS employed 385 staff and had a growing turnover of more than $25 million. The company’s growth rate is expected to continue at 30 to 40 per cent for the next two to three years at least.


Mr. Kelly cited the factors which contributed to AEMS’ success. These included: a partnership with Keycorp; access to a Commonwealth Bank development loan at the commencement of the business; government support, notably, the computer bounty payments for five years; and, most significantly, the sacrifices of AEMS staff.�


The computer bounty payment was a good example of specific government assistance. Mr. Kelly referred to the level of assistance which AEMS received through this scheme: over the five-year period, AEMS received bounty payments totalling $2,388,000. That payment enabled AEMS to spend over $1 million on training during the same period and $12 million on capital equipment. In the last financial year alone, the company paid tax of $3.5 million. Mr. Kelly said:


The computer bounty received by AEMS was invested in training and capital equipment. I believe that AEMS now has the largest independent electronics manufacturing capability in Australia. We are providing a service to indigenous Australian companies with a combined sales turnover of approximately $1 billion per annum. A lot of these companies are becoming more and more involved in export. They are succeeding, due not only to their advanced designs but also to their competitive pricing, which is in part due to the service provided by us.� 


Industry described the computer bounty as a measure which provided essential support to firms, and was strongly criticial of the scheme’s termination. Mr. George Edwards, Chief Executive, Morris Productions, appeared before the Senate Economics Legislation Committee in November 1996 to defend the bounty. At that time Mr. Edwards predicted that industry closures would result from the combined impact of the loss of the bounty and the charging of duty on imports (the Tariff Concession Scheme (TCS) decision). Subsequently, in relation to the Senate Economics References Committee’s current inquiry, he reported the impact which the loss of the bounty had on the industry: 


I am disappointed to report that, as a direct result of the government's bounty and TCS decisions, three facilities representing 25 per cent of the industry's capacity will close or be subject to fire sale by the end of this year. My own company has been charged a massive five per cent of sales or $6,000 per employee per year to contribute to balancing the budget. I am no economist but I worked out if there is five million people employed, that is $30 billion a year, so that I suspect that we are being unfairly targeted.�


Given the treatment of the industry in Australia, it is completely predictable that investment is being withdrawn and that employment is falling. I appeal to the Committee to take all possible action to at least relieve the negative assistance environment that the industry is under before more damage is done.�


Other inquiry evidence, including a study by the Tasmanian Chamber of Commerce and Industry, argued that the provision of industry assistance should not been seen as corporate or business welfare. In the Tasmanian study, industry ranked desired reforms in order of priority. The results demonstrate that industry views the provision of direct assistance as a low priority compared with other issues. The lack of taxation reform, for example, ranked first out of a possible fifty-eight, while other rankings included: complexity of legislation (fifth); frequency and complexity of federal taxation (sixth); complexity of regulation (seventh); employee on-costs (eighth); and government regulation (tenth). These compared with the low ranking of the level of government business assistance at twenty-second place:


Direct assistance to industry is, at best, only a minor part of the government's role and responsibility in creating the best climate for economic growth and business development. It is far more important for government to get its overall economic policy management and fiscal strategies right.�


The Elements of an Opportunity-Focussed Approach


The purpose of this section is to review the key elements of an approach based on a focus on opportunities. There are at least three core elements:


establishing goals and purposes and identifying promising sectors;


facilitating collaboration and the establishment of appropriate interest networks; and


monitoring performance and commitments.


Goals and Purposes


The first step in developing a more collaborative approach to industry policy, involves identifying appropriate goals and purposes. Extended collaboration needs to be anchored in the discovery of shared or overlapping strategic purposes. These will establish the extent to which there is common ground between participants. Further, each party has information which is essential to the development of comprehensive strategic judgments.


This process might occur at two levels: first, in relation to a national framework of a desired economic and social future; and second, in relation to the export opportunities in particular sectors.


National Framework


A national framework establishing desirable social and economic goals over a five to ten year time-frame, is a possible anchor for an active industry policy approach. This is a feature of all the East Asian states that have based industry development on more collaborative approaches.


Such a process might delineate potential national goals in broad terms. It could be more or less comprehensive (i.e. more or less concerned with economic and industry goals, by comparison with, for example, social and environmental goals). Major economic outcomes would need to be evaluated and the principal uncertainty factors shaping their realisation identified (e.g. employment, quality of jobs, export revenues, balance of payments and perhaps, income distribution in the broadest sense). The process would also seek to identify some of the major policy options and their implications. It would thus aim to shift the focus amongst key stakeholders, from the immediate term to shared longer term purposes and to spread awareness of the requirements for their realisation.


Preferably, such a process would be consensual - where possible embodying goals acceptable to major political parties.


The present budget process illustrates the possibilities for focusing public and interest group attention and for building public awareness. It seeds awareness and discussion of short and medium term economic goals and exigencies. A parallel, if less comprehensive, process might focus public, business, union and other stakeholders on longer term outcomes.


There is general agreement within Australia that forward planning, political leadership and a shared national industry goal are the essential ingredients of contemporary industry policy.� The interaction of the mass of policies and programs which impact on business, necessitates the development of a nationally coordinated approach with clear leadership. Leadership must provide long-term planning for industry and facilitate the collaboration of industry and government in formulating and reaching shared goals. Indeed, an absence of leadership may lead to the damaging perception of government inaction and failure to address pressing problems:


There is a clear warning for political leaders in this growing disenchantment with a political process that seems incapable of finding solutions to the endemic social problems of unemployment, poverty and lowered living standards. There may be a need to rethink the economic policies of the past decade or so in search of more practical and effective solutions. If our mainstream political parties cannot find solutions that work, the public may be tempted to turn to those who offer more deceptively appealing but socially poisonous remedies.�


The Committee was told that the signals being received by business through its own channels, as well as the media, suggest that there is uncertainty and insecurity within the business community, and a lack of national direction in government economic policy: 


From where we sit in our business we see many government policies being driven by Treasury. Those decisions, in particular decisions like ... the tariff concession removal and the removal of the computer bounty, do not appear to have any direct relevance to the pursuance of a vibrant and vital Australian manufacturing industry. In fact, they appear to give an impression to Australian manufacturers, ... that the country is no longer interested in having a manufacturing base.�


Recognising that industry was unified in its call for leadership, the Committee considered the meaning of the term in its relationship to industry policy. The Committee believes that because leadership is so significant to the industry policy approach it endorses, it should be described as definitively as possible. Certainly, where industry representatives referred to leadership, common themes dominated discussion, including the need for a long-term national framework and the formulation of a shared agenda for its implementation.� The leadership role for government is to act as a catalyst in the development of that framework, assist with the identification of the precise goals and objectives and to work with industry to formulate the agenda to achieve those ends.


The ‘national approach’ to industry policy was articulated to the Committee in a variety of ways during the course of its inquiry.� We were told the following:


the concept involves drawing together various industry participants, with government, to further the national interest;


if industry is to be sustainably competitive into the next century, it needs the support of government and the Australian community;


in the past, the equation to achieve economic prosperity was simpler. Firms had little need for representative bodies and strategies to harness resources. Compared with the kind of strategic approach required to challenge the global market of today, those arrangements were underdeveloped. Today, industry and government together must adopt a mature and coordinated response to the wide ranging factors bearing on industry success.


Consensus of leadership in relation to long term goals is a fundamental element of the ‘national approach’ concept. Other critical elements include the formulation of national objectives and a strategy to achieve those objectives. Particularly at the implementation level, there must be supportive institutional arrangements capable of planning and delivering industry policy to further the national objective.


Clear objectives should be formulated at the national level and an industry framework developed in accordance with the overall objectives. Leadership consensus is important so that politically motivated decisions do not undermine the process. An independent agency, accountable for performance, should be established and should be kept at arm’s length from government and its agencies. Business programs and strategic incentives should also be formulated and implemented in accordance with national and sectoral frameworks. The overriding feature of the process should be industry and government collaboration.


Recommendation: Within the context of a consensual national policy framework, government should accept a role, within and across key industry sectors, where intervention is deemed appropriate. This may include government, in conjunction with industry, developing action agendas and formulating specific goals at industry sector level, under which both parties can clearly identify their obligations.





Recommendation: Possible models could include the Wine 2025 plan, the Supermarket to Asia plan, the TCF and Auto industry plans and the forthcoming plans for the Information and Tourism Industries. Particular focus should be given to industries that provide the greatest potential for growth in high skilled jobs and in employment opportunities.





One of the essential advantages of the national approach is the ability to focus on strategic goals. The Mortimer Review referred to the products of such collaboration as “action agendas” and recommended:


That ‘action agendas’ be formulated jointly by industry leaders and government, adopting the Prime Minister’s “Supermarket to Asia” approach as a model for tourism, resource processing and telecommunications, followed by other priority areas on a rolling basis, which would:


a) address opportunities for industry expansion;


b) focus structural reform efforts on the most critical impediments to growth; and


c) clearly identify the respective responsibility of each party. �


An important part of the national approach to industry policy is the commitment of the general community to supporting the development of internationally competitive Australian industry. There are many strategies which can be devised to harness this support. For example, consumers should be encouraged to buy Australian made products, and strategies such as the Australian Made Logo Campaign, launched in 1986, are useful in raising consumer awareness. National Labelling Schemes� can be available for use by manufacturers on products that meet certain criteria concerning Australian content and ‘essential character’. Use of a distinctive hallmark has proven effective in raising community consciousness of Australian made products, and also in promoting Australian industry internationally.


Sectoral/Industry Frameworks


Examples of support for industry frameworks was given in evidence by the ACM, which nominated the following key potential growth and export industries: automotive; electronics; communications; pharmaceuticals; multimedia; medical technology; the basic chemical sector; the structure of raw products; aviation; food processing and the textile, clothing and footwear sectors. In addition, Mr. Pensabene supported the formulation of a range of coordinated and interlinking policies including taxation and export facilitation.�


Ms Heather Rideout, NSW Director, MTIA, agreed with the view that Australia needs a coherent and cohesive set of policies across all levels of government; Japan was cited as a good example of cohesiveness, with educationalists, scientists, and bankers all enunciating the same view of industry policy. Other countries, such as Singapore, unite all the relevant institutions to drive a particular industry development strategy. Ms Rideout emphasised this point, asserting that if Australia is going to have industry policy as a third tier of economic policy in Australia, all sections must be committed to it and articulate it in the same way. Further, the MTIA supports the view that the manufacturing sector should occupy an important place in the structure of Australia's economy. It is significant that 50 per cent of service exports are embedded in manufactures; according to the MTIA, this indicates that if Australia wants a strong services sector, it requires a strong manufacturing sector.�


Mr. Piccinin, Assistant Director, Economics, Business Council of Australia (BCA), agreed with many of the points made by the MTIA, in particular that Australia needs vision and a ‘whole of government’ approach. Mr. Piccinin identified the key elements of competitiveness as a competitive taxation system and a world class business regulatory regime. The economy requires a flexible and productive workforce, an efficient and world class infrastructure, plus world class education, training and management, scientific and technological bases. The BCA believes there always will be a need for government involvement in order to achieve benchmarking targets and to account both for market growth and failure. Mr. Piccinin referred to schemes such as the R&D tax concession as “extra positives in the economy”, but noted that the recent changes have dissuaded companies from accessing it.�


Promising Sectors


The second level at which collaborative action might be sought involves particular sectors. The wine industry is an example of an area where collaboration has worked powerfully to raise industry performance. The criteria adopted by Taiwan for selecting promising industries illustrate a possible basis for choice. Those criteria require that industries:


cause little pollution;


have strong market potential;


are technologically demanding;


are not energy dependent;


result in a high value-added product; and


have a pivotal position amongst other industries.


Consideration of the relevance of these criteria to Australia needs to take account of our abundance of natural resources and other differences in comparative advantage between our two economies.





The Mortimer Review stated that the Supermarket to Asia strategy provides a useful model for the action agendas proposed in relation to tourism, resource processing and telecommunications.� Support for this sectoral approach to industry policy was reinforced by the Government’s industry policy statement of December 1997 – Investing for Growth – which endorsed ‘action agendas’ in specific industries, as a means of addressing impediments to growth and identifying opportunities for market expansion.�


Mr. Pensabene of the ACM contrasted Australia’s current policy approach with the US, where the Clinton administration has made decisions about which industries they are going to promote: industries related to information technology; micro-electronics; high density TVs; flat screen panels; biotechnology and new materials for the human body. The ACM view is that the US Government has recognised the need “... to set industries for the future and to shape the economy and policies to promote those industries”.�


Mr. Martin, of ACCI, submitted that the role of sectoral programs is important because it allows government and industry to focus on ways of developing certain industries, particularly those which are going through transition processes or are seen to have growth potential. The information industry is a prime example.�


There have been initiatives which have demonstrated that a partnership between government and industry can have positive outcomes for all. The Incat project is an example of one such initiative. In 1988-89, Incat Australia commenced production of a large passenger ferry with an aluminium hull and superstructure with a catamaran design.� The government committed $8 million to establish and operate a TAFE College specialising in aluminium ship building training next to the Incat’s site in Tasmania. The purpose of this was to support the local industry and assist the company in training its staff. In return Incat agreed to employ the graduates, resolving the future employment uncertainty of the trainees.�


Mr. Mitchell Hooke, Chief Executive Officer, Australian Food Council, referred to the need for a partnership between government and industry to identify and remedy impediments to growth and promote opportunities so that ultimately the community can benefit:


We consider that industry policy should be a confluence of the objectives and strategies of individuals, businesses, industry sectors and governments establishing a consistent, coherent and integrated policy framework for the improved competitiveness and development of industry to the net benefit of the Australian community.�


Mr. Hooke also discussed the need for a ‘complementary overall approach’ which, among other things, will deliver an environment conducive to investment, jobs and profit growth. The framework should restore balance where it is lacking by the removal of unnecessary impediments, and by the correction of economic fundamentals. To do this properly, it is imperative that Australia embrace the national approach concept, because good industry policy sweeps across all sectors and, with proper consultation and dialogue with industry, can prepare the settings for growth and the creation of investment opportunities.


There are examples within the current industrial framework of a ‘sectoral/industry approach’ to industry policy, such as the wine industry model. In addition, the Supermarket to Asia strategy reflects another possible form of the sectoral/industry approach concept. Whereas the wine industry has enjoyed apparent success, the outcomes of the Supermarket to Asia strategy are still comparatively unknown. The strategy, however, has unified the food industry. The linkages between government and industry, especially the personal involvement of the Prime Minister and other leading members of the Government, appear to be having a driving influence on the industry.


Examples of programs illustrating the usefulness of strategic industry assistance include: the recent tariff decisions on the local automotive and textiles, clothing and footwear industries; the pharmaceutical industry’s factor f scheme and the proposed replacement scheme which has a compensatory effect for profits lost through participation in the Pharmaceutical Benefits Scheme. The R&D Tax Concession and the Export Market Development Grants scheme are examples of industry assistance programs available to industries as required. The Committee stresses the importance of clear targets and accountability mechanisms within such programs. Furthermore, the concern that some sectorally based decisions may be seen as short-sighted would be diminished through establishment of an agency to formulate policy independently from the government and associated bureaucracy. Such an agency would limit opportunities for politically motivated decision making.


The question of tariff protection has been an ongoing issue of some contention. Tariffs will remain a live issue while they continue to exist in some sectors. They will therefore need to be reviewed as part of industry policy.


External Focus


The Committee considers that much more needs to be done to promote Australian industries in significant export markets. Similarly, industry needs to develop a greater focus on the Asian region as a potential market for its goods and services. Geographical proximity is a key attraction of Asia, as is the growth potential of its markets. As with other global markets, there are current opportunities which Australia should tap into now, as once these opportunities pass, they may not be available in the longer term. Ms Heather Rideout, MTIA, said that Australia must have an unambiguous orientation to Asia and that this is one of the five critical issues which will underpin growth:


We have to be unambiguous in our commitment to Asia because that is where the chances are. Frankly, when tariffs were reduced in Australia, if we had not had the coincident growth of the Asian markets how many of us would have gone down the gurgler?�


The Australian Food Council noted that the Asian food market is anticipated to grow at a rate which local sources will not be able to supply. Despite the financial crisis, this situation may represent a great opportunity for Australian industry:


On the most conservative estimates, the Asian market will grow by $US160 billion from $US525 billion in 1990 to $US685 billion in the year 2000. .... Most of this demand will be met by Asian food, but the potential market growth available for Western food may still be $US16 billion.�


The Committee acknowledges that in many of the industries it has examined, there is sound recognition of the potential markets in Asia. The wine industry, for example, noted that there is much work to be done to access Asian markets. Currently, Australia exports only limited quantities of wine to Japan compared with other major markets. In 1995/96, Australia exported about 2.5 million litres to Japan compared with 61.2 million litres to the UK, 6.0 million litres to Canada, 15.9 million litres to the USA and 13.8 million litres to New Zealand.


The Committee envisages that the national approach for each industry would identify market opportunities in the Asian region as a priority.


Recommendation: Promotion of Australian industrial products be given a high priority. This could be achieved by diversification of promotion targets and export markets and by identification of growth markets for Australian products. The Export Facilitation Scheme should be retained in a form acceptable to the WTO, with consideration to be given to improved flexibility, eligibility and limits. Duplication in the regulations applied to industry at the various levels of government should be eliminated. A central source of information should be established which will give Australian industry access to current information about the policies of Australia’s trading partners which could affect the export potential of Australian products.





Sectoral Assistance


The Committee favours an approach which does not preclude the making of sectoral based decisions if and when they are shown to be necessary. The Committee believes that the global marketplace, in part dominated by the shifting policies of other countries, is unpredictable. Accordingly, there will always be a need for decisions of this kind. Such decisions may be seen as the result of successful lobbying by an industry to ensure competitiveness against a particular situation - a government response to a request for direct support where it is needed. On the other hand, sectoral based decisions will often be simply interpreted as politically motivated:


... I usually find that sectoral assistance is provided to those industries which have the biggest proportion of marginal seats.�


The Tasmanian Chamber of Commerce and Industry recorded the importance of regional and sectoral measures to Tasmania. The objective of the Tasmanian freight equalisation scheme is to remove the disadvantage imposed on Tasmanian industries by Bass Strait. The Chamber noted that the disadvantage exists simply because Tasmanian industry does not have the options of road or rail transport. The scheme costs the taxpayer about $40 million a year and is essential to Tasmanian industry. However, the Chamber estimated that the spin-off benefits to Tasmanians were in the hundreds of millions.�


Mr. Pensabene, of the ACM, also indicated support for a sectoral approach to industry policy. He asserted that industry policy would be missing the call if it ignored what industries want, and which industries ‘industry’ wants to prosper and grow for the future Australian economy. He said:


Until we get a clear definition of which of those sectors we want to see as vital to the future of the Australian economy, we do not have an industry policy that can provide the full balance between the micro and macro of industry policies.�


The cost of sectoral assistance


The cost of assistance to one sector will, in one way or another, be borne by another. This point may be illustrated by any one of the government sectoral assistance programs, such as: the tariff support to the automotive and TCF sectors, the export credit scheme, the diesel fuel rebate scheme and the pharmaceutical Factor f Scheme. While the Factor f Scheme, for example, gives the industry a net benefit, the cost of that benefit is transferred to the taxpayer. There is, of course, a wider argument that the assistance to the industry renders a benefit to the whole community by enabling greater access to medicines and therefore, perhaps even reducing the ultimate health bill for Australia. Mr. Feil, of the legal and tax consultants, Firmstone and Feil, submitted to the Committee that there will always be a cost factor involved but that such costs are subsumed by the greater interest of the community:


I believe that if the community gets a net benefit, then that is almost the best you can do. I suppose the thing I am coming down to is that in all aspects of our life and in all aspects of our community there are people who bear costs. There is no way that you can smooth the whole thing out and make it totally neutral.�


The Committee is of the view that it is important to ensure that assistance programs are formulated and implemented to deliver a significant net benefit to the nation.





Mr. Feil argued that governments should not be deterred by the argument that the cost of sectoral assistance is deflected to another sector. He said:


I think the notion that you should never create a measure because it is going to impose a cost on a particular group within society is a completely sterile notion.�


�
Guidelines for sectoral programs


The Committee notes that there has been much community debate recently concerning apparent misuse of government expenditure. Rather than sectoral assistance schemes, the debate has centred on business programs such as the R&D syndication scheme which defeated the purpose and objective of the infrastructure borrowing scheme. However, the arguments concerning the need for transparency of government expenditure programs are applicable to sectoral programs also. It would be foolish for the actions of a few to cause the withdrawal of a scheme which benefited many, particularly when the economy is in need of the employment opportunities and innovation which are likely to emerge from the assistance.


The Committee concludes that sectoral assistance programs will continue to be part of Australian industry policy, if for no other reason than that long term industry plans cannot always foresee market trends and the policy changes of other countries which may impact negatively on Australian industries. There is a cost to be borne and it is important to ensure that it is subsumed in the interest of the wider community. While the evidence indicates that sectoral assistance programs should remain, the Committee also supports the notion of stricter controls on the provision of such assistance. The Committee is consequently in favour of testing business programs and sectoral assistance schemes against set criteria and monitoring their impact to ensure that the desired outcomes are delivered.


Leadership through Collaboration with Business


The Australian Food Council, as with many other inquiry participants, described the role for government as spanning the industry spectrum. Their message to the Committee was that only government can provide the leadership and decision-making which is required to encourage industry growth. Decisions are needed which affect both macro and micro economic matters in terms of industry and international trade issues, and include: taxation reform; micro-economic reform to industry infrastructure; a more flexible industrial relations system; sound competition policy; and reform of the regulatory burden on industry.� The Committee acknowledges that government is the only institution with the capacity to effectively lead reform in these areas. However, the Committee believes that it is a partnership approach, involving all significant participants, that will deliver the best results.


Mr. Pensabene described the kind of leadership which the Chamber considers appropriate:


We feel that in the area of leadership there is still a need to do more in the area to communicate between business and government. We had suggested the establishment of a business round table. We still believe there is an important role for a business round table to perform in providing that bridge between what industry is doing and thinking and what the governments may be doing and planning. We think that a cabinet committee is a necessary and important step in the right direction. But I think the cabinet committee could be reinforced by the establishment of a business round table.�


Evaluation


The Mortimer Review concluded that the vast array of business programs were insufficiently focused, lacked clear direction and were generally administered without reference to sound performance indicators.� The Review recommended that business programs be implemented against a set policy framework which envisaged five steps:


programs should be tested against alternative forms of government intervention;


programs should provide net economic benefits, address market imperfections and be consistent with Australia's WTO obligations;


the delivery of programs should be separated from the program development area;


outsourcing opportunities should be investigated where appropriate;


programs must meet certain specific criteria; and programs should be evaluated within a framework which allows for the regular assessment of performance against specific and measurable performance indicators.


The criteria which programs should meet include, amongst other things: the setting of measurable objectives; the avoidance of program duplication; and the setting of clear eligibility and entitlement criteria.�





The framework specified in the Mortimer Review reflects the Committee's expectations of the evaluation process. In particular, the Committee believes that proper costings and comparisons of alternative programs should be conducted. The evaluation process should be aimed at making the program design and delivery process transparent. Obviously this approach requires the experience of highly trained and educated experts competent to research and evaluate industry policy and programs and make relevant comparisons with the experience of other countries.� Singapore exemplifies the concept of continual evaluation and research. By virtue of the strategies outlined in Chapter 7 of this report, Singapore was ranked by the World Economic Forum: Global Competitiveness Report, as the most competitive economy in the world in both 1996 and 1997.� Yet Singapore's response was to appoint a panel to devise ways in which to “sharpen Singapore's edge for the next decade”.�  This is the kind of evaluation which the Committee envisages within its preferred approach to industry policy.


Conclusion


This Chapter has examined the need for a positive Government role in the establishment, implementation and review of industry policy. It considered also the need for present policy initiatives to be supplemented by a wider Government involvement.


The Committee found that there was a need for a balanced approach to industry policy. The evidence made it clear that neither a protectionist approach, nor a completely non-interventionist approach, would work for Australia.


The Committee has therefore proposed a policy mix which involves aspects of intervention and would involve extensive collaboration between industry and government. This approach would take into account the current realities of the world trade scene, such as moves towards free trade in the APEC group, Australia’s commitments to the World Trade Organization and the global integration of substantial parts of manufacturing industry.


In considering the evidence, the Committee found that industry assistance programs have their place in the necessary policy mix, but that they should:


be subject to stringent cost-benefit analysis, to ensure that a net economic benefit is produced; and


be regularly reviewed, to ensure that the benefits are maintained.


Regarding the direction of intervention, the Committee favoured an approach which would assist industries which had been able to demonstrate their potential. This would involve the Government evaluating and monitoring plans and goals established by the industries themselves.


These proposals would answer the strong call in the evidence presented to the inquiry, for strong government leadership in industry development. The collaborative approach to industry policy proposed by the Committee, would involve all relevant parties with a significant role in the process. It is therefore referred to in this Chapter as a ‘national approach’.


Finally, the Committee has seen the need for considerable effort to be made in opening up significant export markets to assist the continued expansion of Australia’s exports, particularly manufactured exports.


� 	Transaction costs: refers to those costs other than price, which are incurred in trading goods and services.


� 	Institutional economics: a type of economic analysis which emphasises the role of social, political and economic organisations in determining economic events.


� 	Transformation Costs: the costs involved in converting raw materials into final products.


� 	Evolutionary Economics: a theory based on the belief that economics should incorporate evolutionary and other principles from biological science and stressing the role of technological change. The theory is centred around three ideas: that innovation drives the growth of nations; that the free market alone will not maximise innovation performance and that policy needs to focus on generating knowledge and promoting the efficacy of flows of knowledge. Evolutionary theory sees technological change as creating constant structural change in an economy. In particular, it recognises that the behaviour of firms in the highly uncertain world in which they must operate, is highly variable and strategies are heterogeneous, generating innovations on many fronts which in turn generate further innovations. In these situations, successful firms use knowledge to generate new products, adapted to differentiated markets rather than competing solely on price. [The High Road or the Low Road?, Australian Business Foundation Ltd, August 1997, pp 2.4-2.5]


� 	Endogenous Growth Theory: this theory arose from the failure of early growth models (which looked at exogenous, i.e. external, factors) to explain more than a small part of economic growth. Recently researchers have examined closely the endogenous factors, i.e. those determined or influenced by economic activity itself. For example, increasing returns to scale may mean that the higher is an industry’s growth, the more efficient a scale is reached by the industry and the more competitive it becomes; which then implies even higher growth for that industry. Growth then is endogenous and cannot be explained just by looking at the industry or the economy’s exogenous factors.


� 	Public Choice Theory: a theory which attempts to apply economic tools to problems in political science. In this theory voters, politicians and bureaucrats are assumed to be self-interested and to behave in ways which maximise their own well-being. On this basis, public choice theorists would explain such things as industry protection by looking at the incentives for manufacturers to seek ‘rents’ (i.e. additional income earned by the protection measure above what a market determined outcome would have provided) or politicians to grant favours with substantial benefits for the rent-seekers but un-noticeable costs to the rest of the voters.
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