




















opponents and the media to label such @utes as ‘failures’A more constructive
approach would recognise that some podiggeriments of this type are worthwhile.
Just as business doesn’t expect to hyt-ghiet with each ne product developed or
innovative process trialled, nor should wepect a 100 per cent strike rate from
policy-makers, even thoughd@ayers’ money is involved.

Some key design features

That said, there are a number of featuras &ne central tofective industry policy
design which, if met, would significantlymit the risk of policy misfires. These
have been detailed by the Comnusselsewhere (PC 2008b; 2007b).

The most fundamentakthough it shouldbe self-evident, is the need to target
measures at the problem. | say “shoul#cause it is surprising how often this
doesn’t happen. Even where there is augge rationale fointervention, policy
measures often fail to achieve a positiveutebecause either the problem is poorly
defined, or the measure does nat@uhately address it, or both.

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

The key risk here is that some firms vgkt to pocket assistea for things that, on
commercial grounds, theyowuld have done anyway. iBhhas been a well known
problem with the basic R&D tax coession (PC 2007a). But there are other
documented instances. For example:

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

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

The project-by-projdcselection and taking of assistance provides no guarantee
against such wastagather. With subsidies in the fofg, applicantshave obvious
incentives to seek to hoodwink administratassto their real intentions, or hold out
for larger incentives @n they really need here is also a risthat some firms will
alter their reporting practices in ordés qualify for assistance. A celebrated
example of this was the attempts by e 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 1s 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.
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