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opponents and the media to label such outcomes as ‘failures’. A more constructive 
approach would recognise that some policy experiments of this type are worthwhile. 
Just as business doesn’t expect to hit pay-dirt with each new product developed or 
innovative process trialled, nor should we expect a 100 per cent strike rate from 
policy-makers, even though taxpayers’ money is involved. 

Some key design features 

That said, there are a number of features that are central to effective industry policy 
design which, if met, would significantly limit the risk of policy misfires. These 
have been detailed by the Commission elsewhere (PC 2008b; 2007b).  

The most fundamental, though it should be self-evident, is the need to target 
measures at the problem. I say “should” because it is surprising how often this 
doesn’t happen. Even where there is a genuine rationale for intervention, policy 
measures often fail to achieve a positive result because either the problem is poorly 
defined, or the measure does not adequately address it, or both.  

Where a program is targeted at increasing a particular activity — such as R&D, 
investment, staff training or the use of energy-saving technologies — another 
critical hurdle for program designers is to ensure that the scheme really does add to 
the total amount of the targeted activity that is undertaken, rather than simply 
transferring public funds to the businesses for little or no public benefit. 

The key risk here is that some firms will get to pocket assistance for things that, on 
commercial grounds, they would have done anyway. This has been a well known 
problem with the basic R&D tax concession (PC 2007a). But there are other 
documented instances. For example: 

€ around half of the subsidies for R&D and value added activity under the 
(former) Pharmaceutical Industry Investment Program (PIIP) were estimated to 
have represented a ‘free lunch’ for the recipients (PC 2003); and 

€ two thirds of Export Market Development Grants (EMDG) recipients surveyed 
by the CIE indicated that the scheme had little or no influence on their export 
marketing. 

The project-by-project selection and tailoring of assistance provides no guarantee 
against such wastage either. With subsidies in the offing, applicants have obvious 
incentives to seek to hoodwink administrators as to their real intentions, or hold out 
for larger incentives than they really need. There is also a risk that some firms will 
alter their reporting practices in order to qualify for assistance. A celebrated 
example of this was the attempts by firms to have non-R&D activity passed off as 
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genuine R&D in the syndicated R&D programs of the 1990s, with such ‘other’ 
R&D expenditure amounting to close to half of total R&D claims.  

Of course, some payments for things that would have happened anyway are 
inevitable. The challenge is to design schemes in a way that achieves a sufficient 
rate of inducement to yield a net social benefit, remembering that this also can give 
rise to additional costs through increased program complexity and monitoring of 
firms. (Also there is a risk of ‘crowding out’ some of the targeted activity already 
being undertaken by other firms). 

Properly reviewing the outcomes 

Withholding policy initiatives in the face of uncertainty would amount to policy 
paralysis. However, the fact that a degree of uncertainty is inevitable, and that 
circumstances will often change over time, make it imperative that industry policy 
initiatives are periodically reviewed. In practice, this has not been seen as an 
integral feature of industry policy (or, indeed, of most policy areas). Reviews tend 
to be partial, spasmodic and often not very rigorous. 

They are not assisted where the rationale for action or the program’s goals have not 
been well specified, since there are then no clear benchmarks against which 
outcomes can be measured. The EMDG scheme is one where the fundamental 
rationale for the scheme appears never to have been satisfactorily resolved, making 
it difficult to target assistance under the scheme and to evaluate it. Programs should 
make explicit provision at the outset for progressive evaluation and review, 
including ensuring that the data needed for assessment purposes are generated as a 
by-product of the programs, if not otherwise attainable. 

For reviews of major programs, with significant distributional and efficiency 
implications, it is highly desirable that those conducting the review (including their 
secretariats) be independent of the program administrator and key stakeholders. 
This approach may not be favoured by governments on issues where they have a 
strong sense of the policy direction they want to take and would find contrary 
recommendations inconvenient. But reviews that are generally accepted as being 
independent and rigorous have two compensating political advantages (apart from 
the relative robustness of their findings and recommendations). One is that they are 
more likely to be ‘parsimonious’, leaving governments more room to bring political 
calculations into play. And, secondly, they can strengthen government’s hand in 
dealing with industry interests inclined to want too much, by providing credible 
public evidence of the costs. 
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Summing up                

Australia’s approach to industry policy has evolved considerably from the 
protectionist regime that so concerned Colin Clark, and our economic performance 
has been much the better for it. With strong pressures emerging for new industry 
policy initiatives, it is important that these too undergo rigorous evaluation. As the 
Minister for Innovation has observed: 

It’s easy to assemble a shopping list of initiatives…, but not quite so easy to produce a 
program of support which is both affordable and internally coherent (Carr 2008b). 

Translating this insight into good policy requires governments to be active in areas 
where there are genuine market failures that intervention has good prospects of 
correcting. It requires careful attention to the design of programs up front, and 
evaluation after the fact. And it requires that governments rebuff any claims for 
assistance that, while couched as being in the interests of the economy or 
environment, result principally in transfers from taxpayers to the recipients, with 
little or no public benefit. These requirements can be technically demanding and 
politically challenging. But they are integral to achieving the productivity 
performance that this country must aspire to if it is to meet the challenges that lie 
ahead. 

 



   

 INDUSTRY POLICY 
FOR A PRODUCTIVE 
AUSTRALIA 

21

 

References 
AIG (Australian Industry Group) 2008, Driving on Innovation and Competitiveness. 

Submission to the Review of the Australian Automotive Industry, Sydney. 

Banks, G. 2000, Productive R&D Assistance, Presentation to Melbourne Institute 
Public Economics Forum, Old Parliament House, Canberra, November. 

—— 2007, Great Expectations: Management (and other) Lessons from the 
Regulation Taskforce, Address to the L21 Public Sector Leadership Conference, 
Sydney, May. 

—— 2008 Riding the Third Wave: some challenges in national reform, Productivity 
Commission, Melbourne, March. 

Carr, K. (Minister for Industry, Innovation, Science and Research) 2008a, 
Innovation future for Australian Industry, Media release 21 November 2007. 

—— 2008b, Innovation: industry’s call to action, Address to the Australian Industry 
Group, Brisbane, 1 May. 

—— 2008c, Government announces review of national innovation system, Media 
release 22 January 2008. 

Clark, C. 1957, The Conditions of Economic Progress, 3rd ed., Macmillan & Co, 
London. 

—— 1962, ‘Economic growth’, in Wilkes, J. (ed), Economic Growth in Australia 
(Papers read at the 28th Summer School of the Australian Institute of Political 
Science, Canberra, 27–29 January 1962), Angus & Robertson, Sydney. 

Econtech 2008, Economy-wide Impacts of Future Assistance Options for 
Australia’s Automotive Industry, Canberra. 

Higgins, C. 1989, ‘Colin Clark: an interview’, The Economic Record, vol. 65, no. 3, 
pp. 296–310. 

IAC (Industries Assistance Commission) 1989, Annual Report 1988-89, Canberra. 

IC (Industry Commission) 1991, Costs and Benefits of Reducing Greenhouse Gas 
Emissions, Report no. 15. 

Johnson, H.G. (1970), ‘The efficiency and welfare implications of the international 
corporation’ in McDougall, I.A. and Snape, R.H. (eds), Studies in International 
Economics, North-Holland, Amsterdam. 

Kurzweil, R and Meyer, C. 2003, ‘Understanding the Accelerating Rate of Change’, 
Originally published in Perspectives on Business Innovation. 
www.kurzweilai.net/articles/art0563.html (accessed July 2008), May 2003. 

Lateral Economics 2008, Should We Cut Automotive Tariffs?, Melbourne, June. 



   

22 INDUSTRY POLICY 
FOR A PRODUCTIVE 
AUSTRALIA 

 

 

PC (Productivity Commission) 2003, Evaluation of the Pharmaceutical Industry 
Investment Program, Research Report, Canberra. 

——2005, From Industry Assistance to Productivity: 30 years of ‘the Commission’, 
Melbourne. 

—— 2007a, Public Support for Science and Innovation, Research Report, Canberra. 

—— 2007b, Trade & Assistance Review 2005-06, Annual Report Series, Canberra. 

—— 2008a, Modelling Economy-wide Effects of Future Automotive Assistance, 
Melbourne. 

—— 2008b, Trade & Assistance Review 2006-07, Annual Report Series, Canberra. 

—— 2008c, What Role for Policies to Supplement an Emissions Trading Scheme?: 
Productivity Commission Submission to the Garnaut Climate Change Review, 
May. 

Rudd, K. 2006, Transcript of Press Conference – New Labour leadership team, 
Parliament House, Canberra, 4 December 2006. 

OECD (Organisation for Economic Co-operation and Development) 2007, 
Innovation and Growth: Rationale for an Innovation Strategy, Paris. 
 

 




