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Foreword

The Productivity Commission is required to report annually on industry assistance
and its effects on the economy. This review of developments over the past year
examines the broad range of measures used by governments to impart assistance.

The review contains not only the Commission’s latest estimates of Commonwealth
assistance to industry, but also updated estimates of budgetary assistance provided
by the States and Territories. The Commission consulted with officials from all
State and Territory governments in compiling those estimates, and is grateful for
their assistance.

This review also discusses recent developments in assistance in some key sectors of
the economy, as well as support measures for individual firms. And it outlines some
recent international policy developments affecting Australia’s trade.

Trade & Assistance Review 2001-02 forms part of the Commission’s annual report
series. Its companion volumes are the Commission’s Annual Report 2001-02, and
Regulation and its Review 2001-02.

Gary Banks
Chairman

December 2002
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The Government also indicated that it will ask the Commission to undertake a
further inquiry in 2008 to determine whether changes are warranted to the legislated
tariff reductions in view of conditions in the international trade environment.

4.5 Textiles, clothing and footwear

The textiles, clothing and footwear (TCF) industry has the highest level of tariff
protection among all manufacturing industries, even though its assistance from
tariffs (and quotas) has declined significantly since the mid-1980s. All TCF tariffs
(apart from those already at rates of 5 per cent or less) were reduced to rates of
25 per cent, 15 per cent or 10 per cent in July 2000. TCF tariffs are to remain at
these levels until January 2005, when tariffs on apparel and certain finished textiles,
footwear and fabrics have been legislated to decline to 17.5, 10 and 7.5 per cent,
respectively.

A new package of budgetary assistance measures for the TCF industry — the main
component of which is the TCF Strategic Investment Program (SIP) — commenced
in July 2000 and is scheduled to run until 2005. The SIP is projected to cost
$700 million over the five years. The main activities eligible for SIP funding are
investment in new TCF plant and equipment, R&D and product development. Total
benefits under the scheme are subject to a limit of 5 per cent of sales of eligible
products in the previous year. The SIP also provides regional adjustment assistance
in the form of payments to assist the purchase of ‘state of the art” second hand plant
and equipment where existing firms have consolidated or merged.

The Government made several changes to the operation of the SIP during 2001.
Among other things, the changes expanded the coverage of the SIP to °...provide
earlier and more flexible access to grant funding’ for eligible firms. Details of the
changes were reported in last year’s Review (PC 2001).

In 2001-02, TCF attracted combined tariff and budgetary assistance of around $800
million. Its effective rate of combined assistance was around 25 per cent — several
times the average of the manufacturing sector (chapter 3).

In November 2002, the Commonwealth Government asked the Productivity
Commission to conduct a public inquiry on a range of related matters that will
affect the sector’s long term viability, and policy options for post-2005 assistance
arrangements for the TCF sector. The Commission is required to finalise its report
to Government by 3 July 2003.
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46 Tourism

Background

The tourism ‘industry’, as defined by the ABS, comprises parts of several other
industries, such as Accommodation, cafes & restaurants and Transport services. It
reflects expenditure by both domestic travellers and visitors from abroad. So
defined, tourism is an important part of the Australian economy, accounting for 4.7
per cent of GDP in 2000-01.

Tourism in Australia has grown significantly over recent years, and the Tourism
Forecasting Council expects the current annual number of international visitors to
increase by two-thirds by 2012 (TFC 2002).

However, tourism faces significant challenges at present, due largely to recent
terrorist attacks, the global downturn in air travel, the collapse of Ansett in late
2001, and rising public liability insurance premiums.

Early in 2002, the Commonwealth Government announced that it would develop a
strategy for the tourism industry with input from a wide range of government and
industry stakeholders. This medium to long-term strategy is due for release in 2003.

In the immediate aftermath of September 11 and Ansett’s demise the next day, a
Tourism Industry Working Group was established in late September 2001 to report
on the effects of these events on the tourism industry. The group identified three
areas that it considered required attention to ensure that the industry remained
viable over the short to medium term:

« the maintenance of consumer confidence and demand;
« employment and cashflow concerns; and

o the restoration of domestic air capacity and discounted airfares (Burnes 2001).

The working group recommended several initiatives to address these matters,
including additional funding for the Australian Tourist Commission to promote
Australia as a ‘safe haven’ and direct consumer initiatives to promote domestic
tourism, particularly to regional Australia. It also recommended initiatives to
address the immediate cashflow problems facing the industry, such as deferral of
the December 2001 company tax payment and the provision of concessional
business loans to tourist operators.
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Assistance measures’

In response to the working group’s report, the Commonwealth Government
announced the expansion of a number of existing tourism programs, including:

Australian Tourist Commission — an additional $24 million will be provided
over the four years to 2005-06 to refocus the promotion of Australia as a ‘safe
haven’;

the Regional Tourism Program (RTP) — an additional $8 million has been
allocated to 2005-06; and

the See Australia campaign — an additional $8 million will be provided to
2005-06 to foster tactical marketing and domestic tourism in regional areas.

A number of new assistance programs, including two specifically related to the
collapse of Ansett, were introduced to maintain the short-term viability of the
industry:

Travel Compensation Fund — $5 million was allocated to the Fund in 2001-02.
The Fund compensates consumers who had purchased a holiday package, but
who had not taken the holiday and lost the value of that package because of the
Ansett collapse. The Commonwealth Government offered the assistance to cover
the expected increase in claims on the Fund. This assistance was matched by
State governments.

Ansett Holiday Package Relief Scheme — $15 million was allocated in 2001-02
to assist small businesses affected by the Ansett collapse. Small to medium sized

The Commission has not previously published estimates of assistance to tourism in Trade &
Assistance Review or, until recently, elsewhere. However, in its current study of the Industries
in the Great Barrier Reef Catchment and Measures to Address Declining Water Quality (PC
2002c), the Commission developed preliminary estimates for the industry. The estimates
incorporate funding for the Australian Tourist Commission, the Regional Tourist Program, the
Domestic Tourist Campaign and the Regional On-line Tourism Program. The estimates also
include a proportion of the net tariff and budgetary assistance received by other tourism-related
industries, as defined by the ABS. While the estimates suggest that net assistance to tourism
may be negligible, the Commission emphasised, among other things, that it has yet to
investigate all measures that may benefit or penalise tourism. Among other things, the
Commission’s estimates did not include State and Territory assistance to tourism — the
estimates in appendices C to J suggest that the sector receives more dedicated assistance from
State and Territory Governments (around $300 million in 2001-02) than from the
Commonwealth (around $120 million that year). The Commission intends to undertake a more
detailed study of assistance to tourism in the year ahead.
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businesses which had provided a service that was part of an Ansett Holidays
Package and had not received payment were eligible for funding.6

o Holiday Incentive Program — $5 million was allocated in 2001-02 to encourage
Australians to take a domestic holiday. The program offered a rebate of $150 for
eligible domestic travellers and was administered by AusIndustry through
licensed travel agents.

Government measures to assist the airline industry itself, in the aftermath of the
Ansett collapse, will also have affected tourism. On the one hand, it will have
benefited from the government assistance provided to keep Ansett and its regional
affiliates flying after its initial collapse. On the other hand, the ‘Ansett ticket levy’
imposed on domestic flights increased ticket prices and may have reduced air travel
by tourists within Australia (see section 4.7 below).

The Government also announced several new initiatives in 2001-02 to enhance
tourism infrastructure in regional areas:

o Cairns Foreshore Promenade Development — $9 million is to be allocated over
4 years to provide a foreshore precinct, including an environmental centre, a
heritage centre and a ‘Pacific Rim forum’;

e Stockman’s Hall of Fame — $4 million provided to 2002-03;
o Fishing Hall of Fame — $3 million allocated to 2004-05;

o Tasmanian Regional Tourism Infrastructure Package — $1.4 million allocated
to 2004-05 to add to regional Tasmania’s range of tourist attractions; and

o Back of Bourke Exhibition — $1 million allocated to 2002-03.

4.7 Airlines

Background

Prior to 1990, Australia maintained a highly regulated airline industry. There were
two domestic carriers — the government-owned Australian Airlines and the
privately-owned Ansett. Qantas, the one designated international carrier, was also
owned by the Government, as were the major airports. Qantas served a limited
number of domestic trunk routes as part of its international services.

6 The Commission understand that, in the event, only $3.2 million in assistance was required by
this target group, and the Government subsequently allocated $1 million of the under-subscribed
funding for tourism initiatives in regions affected by the NSW bushfires
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In October 1990, the Government deregulated the domestic aviation market
allowing the incumbents to determine capacity, fare levels and route structures.
New airlines were permitted to enter the domestic market, although foreign
ownership restrictions were retained and Qantas was restricted from expanding
further into the domestic market.

Later in the same year, Compass Airlines entered the domestic market but the
venture failed within 12 months. A second venture — Compass II — failed 18
months later. The Trade Practices Commission concluded that, aside from the
competitive responses of the two incumbents, the most significant factor
contributing to the failure of the Compass ventures was shortcomings in the
companies’ entry strategy and management (Lazar 2001).”

By the end of the 1990s, the aviation landscape had changed considerably:
« Qantas was privatised in 1993 and acquired Australian Airlines in 1994.

o The Australian Government removed Qantas’s rights to be the sole international
operator from Australia in 1992 and, subsequently, Ansett was designated
Australia’s second carrier for service on international routes.

o In June 1999, after Government changes to Foreign Investment Review Board
(FIRB) rules that allowed foreign-owned airlines to operate domestic-only air
services, Air New Zealand acquired 100 per cent of Ansett.

o The change in the FIRB rules also allowed Virgin Blue to enter the domestic
market and, in 2000, both Virgin Blue and Impulse Airlines (a regional operator)
announced plans to begin operations with modern aircraft and lower cost bases.

« The privatisation of the national airports made it easier for these new entrants to
gain access to terminal facilities and gates. In addition, the internet became a
viable distribution channel and an attractive, lower cost alternative to travel
agencies.

« Average annual growth in scheduled passenger movements for domestic travel
in Australia between 1990-91 and 2000-01 was 8.2 per cent. The availability of
discounted fares and sophisticated booking systems contributed to this growth in
passenger movements (DOTRS 2002).

Although Impulse Airlines has been subsumed by Qantas, Virgin Blue has been
able to make significant inroads in the market, due in part to cost advantages over
its more established rivals.

7 Other reasons noted by the Trade Practices Commission were the impact of recession in
Australia, excess capacity in the Australian airline market, and difficulties in gaining terminal
space and gates (Lazar 2001).
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Against a background of intense competition, in April 2001 Ansett’s fleet of Boeing
767 aircraft was grounded by the Civil Aviation Safety Authority because of non-
compliance with certain safety directives. This placed further pressure on Ansett’s
patronage and financial viability and, on 12 September, the airline was placed under
voluntary administration, with its flights scaled back and subsequently terminated.

Assistance measures

Australian governments have provided a range of assistance to Australian airlines in
recent yeas.

In 1999, the Queensland Government provided largely undisclosed incentives to
entice Virgin Blue to locate its headquarters in Brisbane, including tax concessions
worth several million dollars. More recently, the Government has assisted Virgin
Airlines to build an aircraft maintenance and training facility in Brisbane (Beattie
2002b). Similarly, though on a smaller scale, the ACT Government provided
$8 million to attract Impulse Airlines to base its operations in Canberra (ACT
Government 2000).

Following Ansett’s collapse, the Commonwealth Government imposed an Air
Passenger Ticket Levy (the ‘Ansett ticket levy’) on all tickets for scheduled
passenger flights originating in Australia from 1 October 2001. The levy is to fund a
government guarantee to pay Ansett employee entitlements, pending attempts to
recover entitlements from Air New Zealand and/or the proceeds of liquidation of
Ansett assets.8 The Commonwealth also provided a $195 million loan advance to
cover voluntary redundancies, to be recouped at a later date from funds owed to
Ansett by Air New Zealand.

Commonwealth and State governments also subsidised Ansett’s regional subsidiaries
under the Rapid Route Recovery Scheme. The scheme was designed to provide
short-term transitional support to restore air services to regional communities
affected by the Ansett collapse. Funds were provided by way of grants or loans, and
a total of 18 air service operators have been assisted under the scheme. In 2001-02,
$18 million was expended, with a further $5 million committed for 2002-03.

Major recipients included:
o Skywest — a $2.5 million loan;

e Hazelton — $3 million; and

o Kendall Airlines — $3.5 million.

8 To avoid further impeding small, regional airlines, the $10 levy was exempted for planes with
fewer than 16 seats.
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Other assistance measures included a Commonwealth agreement to underwrite
tickets sold on Ansett Mark II, up to the value of $25 million, until 31 January 2001.
The Commonwealth also agreed to underwrite the resumption of Ansett services to
Adelaide and Hobart at an estimated cost of $150 000 per week.

More generally, all airlines have benefited from recent changes in accelerated
depreciation provisions. The Commonwealth has legislated statutory caps on the
‘effective life’ of aircraft which has increased the assistance effect of the provisions
(see section 5.1). The general measures to enhance tourism (as discussed in section
4.6) are also expected to benefit the airline industry.

4.8 Ethanol

Ethanol is an alcohol based fuel produced primarily from the fermentation of sugar
derived from grain starches or sugar crops. Domestic production of ethanol is
currently around 50 million litres per year. Ethanol can be blended with petrol and
used as fuel in motor vehicles. Ethanol used in petrol has traditionally not been
subject to the petrol fuel excise (38.143 cents per litre).

In recent years, the Commonwealth has provided assistance from the Greenhouse
Gas Abatement (GGA) program to a number of ethanol-based projects. For
example, in April 2001, the BP oil company was granted funding of $8.8 million to
trial ethanol-blended fuel and to provide infrastructure for the receipt, storage,
blending and distribution of ethanol, while the Mossman sugar mill was granted
$7.4 million for an ethanol production facility.

In May 2002, the Commonwealth commissioned a two-year study to address market
barriers to the increased use of biofuels in transport. The study is to develop a broad
strategy to increase biofuel production to 350 million litres per annum by 2010. It
will also conduct vehicle testing and a technical assessment of a 20 per cent
ethanol-blended fuel in motor vehicles. This testing is partly in response to concerns
raised by some vehicle manufacturers and other stakeholders that higher blends of
ethanol may increase the risk of operational and mechanical problems (Truss and
Kemp 2002).9

In September 2002, the Commonwealth announced that it would provide a
production subsidy for ethanol produced in Australia. The new arrangements
involve extending the excise on petrol to both domestically-produced and imported

9 Preliminary findings, released in December 2002, indicate that vehicle operability may
deteriorate with 20 per cent ethanol-blends, although the impact on engine and fuel system
durability is at present unclear (EA 2002).
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ethanol. The excise paid by domestic producers of ethanol is then fully rebated in
the form of the production subsidy, which mean that only imports bear the cost of
the excise. The subsidy, which took effect in September 2002, is expected to last for
about 12 months and cost around $20 million.

Longer term issues regarding the use of biofuels in Australia, such as mandating a
minimum ethanol content in petrol, are currently being considered by the
Government. The Government has noted that:

This short-term production subsidy will provide a targeted means of maintaining the
use of biofuels in transport in Australia, while longer term arrangements are considered
by the government regarding the future of the emerging renewable energy industry
(Howard 2002e).
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5 Recent developments in assistance
to activities and firms

In addition to providing assistance for specific industries, governments provide
assistance to particular types of economic activities. ‘Activities’ are generic
economic practices that arise across many industries, such as undertaking research
and development, exporting and, as at present, coping with the effects of drought. In
aggregate, these forms of assistance can entail substantial expenditures.

Governments also provide assistance for particular firms. Such assistance is
generally provided in an ad hoc way, normally in relation to a specific investment
that a business may be considering. The rate of assistance to particular projects can
be very high, but often the actual amount of assistance provided is not disclosed by
governments.

In this chapter, the Commission reports on developments in activity- and firm-based
assistance, both at the Commonwealth and State level.

5.1 Accelerated depreciation provisions

In Australia, accelerated depreciation provisions have existed in one form or
another for many years. Accelerated depreciation provisions provide taxation and
cash flow benefits to eligible firms by bringing forward tax deductions. The
provisions are mainly of benefit to capital intensive industries, such as mining and
manufacturing. They provide little assistance to service industries, such as finance,
tourism or retailing.

Following the (Ralph) Business Review of Taxation in 1999, the Government
decided to move to a depreciation system based on the ‘effective life’ of the asset. It
removed accelerated depreciation provisions as part of a trade-off in which it also
reduced the rate of company tax. In addition, the Government foreshadowed a
reassessment of the depreciation schedule by the Australian Taxation Office (ATO)
to take into account the effect of relevant market and technology changes on the
effective life of assets (Costello 1999).
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Following its review of the existing depreciation provisions, the ATO proposed to
significantly extend the effective life for several types of assets. These assets are
mainly used in industries such as aviation, gas transmission and distribution, and oil
and gas production.

In May 2002, the Government announced its decision to introduce statutory caps on
the ATO determinations of the effective lives of aeroplanes, and of pipeline, oil and
gas assets used in major resource and energy projects. The effect of the statutory
caps is to provide a shorter effective life for the ‘capped’ assets than that implied by
the ATO recommendations (table 5.1).

The Government noted that the purpose of the caps is to address ‘national interest’
considerations:

The establishment of statutory effective life caps aims to address the broader national
interest where large increases in ‘safeharbour’ effective lives resulting from the review
of the existing effective life determination would have a significant effect on
investment in industries with national economic significance (Costello 2002a, 77).

The statutory caps apply to investments only in particular industries. As such, they
discriminate against other industries (such as electricity) which compete in output
markets and/or for capital resources with industries targeted by the measure.

Table 5.1 Assets subject to statutory caps on effective life

Asset class Current  ATO proposed Statutory cap on
effective life new effective effective life
(vears) life (years) (years)

Aeroplanes & helicopters
— General use 8 20 10
— Used for agricultural spraying & dusting 4 10 8
Gas transmission & distribution assets 20 5-50 20
Oil & gas production assets?@ 10-20 5-30 15
Offshore oil or gas platforms 20 5-30 15

Assets @ used to manufacture condensate,
crude oil, domestic gas, LNG or LPG, other
than at an oil refinery 13.3 10-30 15

2  Excludes electricity generation assets.
Source: Coonan (2002).

The Regulation Impact Statement (RIS) accompanying the Taxation Laws
Amendment Bill (No. 4) 2002 notes that the main impact of the measure is to
provide significant benefits to the industries concerned. The total revenue forgone is
estimated at $1.9 billion over 10 years. Additional information provided in the
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Senate Economics Legislation Committee (2002) indicates that the majority of this
revenue forgone will accrue to airlines.

However, as the primary effect of the statutory caps is to defer tax liabilities, this
measure is not equivalent to the assistance provided to the industries that benefit
from the caps. When the higher tax paid in later years is taken into account, the
actual assistance is the equivalent of an interest-free loan and, as such, is only a
fraction of the $1.9 billion estimates of revenue foregone.

5.2 Export assistance

Austrade programs

The Export Market Development Grants (EMDG) scheme is the principal
mechanism to assist Australian exporters. The scheme has an annual budget of $150
million to fund eligible export marketing expenses for small and medium-sized
exporters.

The scheme is administered by Austrade, which also undertakes export promotion
activities, such as providing information and advice, and administers other export
programs, such as TradeStart and Export Access. In 2001-02, total funding for
Austrade’s export promotion activities, the EMDG scheme and related export
programs was around $300 million.

The Commission reported recent developments relating to the EMDG scheme in
Trade & Assistance Review 1999-2000 (PC 2000). Following a review of the
EMDG scheme in 2000, the Government announced that it would retain the scheme
for another five years.

In the 2002-03 Budget, the Government announced that the minimum grant
payment under the EMDG scheme will be raised from $2500 to $5000 for those
exporters incurring marketing expenses between $15 000 and $25 000 per annum.
The change is estimated to cost an additional $2 million over four years to 2005-06.

The new policy will also involve an amalgamation of the TradeStart and Export
Access programs, and an expansion of the export advisory office network of these
programs to rural and regional areas. The present arrangement under which the
programs are jointly funded by the Commonwealth and State governments, together
with industry associations and regional development organisations, will be
maintained.
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5.3 Small and medium sized enterprises

Small Business Assistance Program

In the 2002-03 budget, the Government announced funding of $60 million (over 4
years) for the Small Business Assistance Program. This funding has two
components.

o $24 million will be used to provide government advisers to facilitate small
business’s access to Commonwealth assistance programs.

« $36 million will be used to fund Small Business Incubators to provide subsidised
premises and advice to newly formed companies, and to fund the skills
development component of the Small Business Enterprise Culture Program.

Other programs

At present, the Government funds ISONET — a company which coordinates the
procurement activities of the Government’s Industrial Supplies Office network.
ISONET also administers the Supplier Access to Major Projects (SAMP) Program,
which is designed to encourage small business to participate in major private and
public sector projects. The 2002-03 budget allocated additional funding of $3.1
million to ISONET and the SAMP program.

5.4 Drought relief

Droughts, like floods, are relatively frequent occurrences in Australia. During 2002,
all Australian states, other than Tasmania, have recorded their driest period since
the early 1980’s. Largely as a result of these conditions, the Australian Bureau of
Agricultural and Resource Economics (ABARE) has forecast that the net value of
Australian farm income is expected to fall by around 63 per cent to $3.7 billion in
2002-03 (ABARE 2002a).

During droughts, the farming sector is eligible for State and Commonwealth
assistance. The Exceptional Circumstances (EC) program is one of the main
Commonwealth programs providing assistance to drought-affected farmers. Subject
to an area receiving an exceptional circumstances declaration, the EC program
provides assistance in the form of:

« family income support; and

« Dbusiness support.
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Family income support, or Exceptional Circumstances Relief Payments (ECRP), are
paid fortnightly at a rate equivalent to the Newstart Allowance. The ECRP are
subject to the same income and assets tests applying to Newstart Allowance,
although farm assets are exempt from the assets test and proceeds from the forced
sale of livestock due to drought are excluded from the income test. The payments
are available for a period of up to two years while the exceptional circumstances
declaration 1s in force.

Business support is provided in the form of interest rate subsidies up to a maximum
of 50 per cent of interest payments. The arrangements are administered by State and
Territory Rural Adjustment Authorities. Business support is funded jointly by the
Commonwealth (90 per cent) and State and Territory governments (10 per cent).
Like the family support payments, the interest rate subsidies are also available for a
period of up to two years.

The Commonwealth has allocated $360 million for the EC program in 2002-03 and
2003-04 (Truss 2002f). Funding from the program, however, is uncapped and may
increase should other areas be declared to be facing exceptional circumstances. The

Commonwealth is currently negotiating with the States for reforms to the EC
program (Truss 2002d).

As part of the reforms to the EC program, in September 2002, the Commonwealth
announced it would provide interim income support payments for drought-affected
farmers. These measures are designed to make assistance from the program more
readily available. The payments and eligibility criteria are similar to the ECRP and
Newstart allowance.

The income support payments will be available for a period of six months from the
date on which the Minister for Agriculture, Fisheries and Forestry announces that an
application for exceptional circumstance for an area has a prima-facie case. Should
exceptional circumstances be declared during this period, the income support
payments will cease and recipients can apply for the ECRP.

In November 2002, the Government announced a number of additional measures to
assist drought-affected farming communities (Howard 2002g). These include:

« carlier access to Farm Management Deposits (FMD) for farmers in an EC-
declared area — the normal waiting period for access to the scheme is 12
months;

« an additional $2 million in funding for personal counselling services in drought-
affected areas;
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« a re-allocation of $10 million in funding from the Natural Heritage Trust to
target works to protect the land, water, vegetation and biodiversity resource base
from the effects of drought, and to assist recovery;

o a $1 million pest management grant to assist farmers and communities to
humanly deal with pest animals to reduce the total grazing pressure on drought-
affected vegetation; and

+ $1 million in emergency funding for the Country Women’s Association to assist
it in helping and supporting farmers.

In December 2002, the Government announced that it would provide an additional
one-off drought relief package of $368 million over three years (Howard 2002h).
The package includes:

« interim income support for a period of six months for eligible farmers in areas
suffering a one-in-twenty year rainfall deficiency over the nine months from
March 2002 to November 2002. The eligibly requirements for these payments
are similar to those outlined above;

« an interest rate subsidy on new and additional commercial loans up to $100 000
for stock support and drought recovery for eligible farmers in areas suffering a
one-in-twenty year rainfall deficiency. The funding is also available to eligible
farmers already receiving interim income support or exceptional circumstances
support, and is available for up to two years;

« an interest rate subsidy on existing or new commercial loans up to $100 000 for
eligible small businesses in EC declared areas. The program is available for up
to two years;

« an extension of the Work for the Dole scheme, Drought Force, to allow the
unemployed in drought-hit rural and regional areas to work on drought-affected
properties; and

« improvements to the Incentive for Rural and Regional Skills Shortages Program
to assist drought-affected rural employers to retain apprentices and trainees.

Other Commonwealth programs, while not being specifically designed to alleviate
problems associated with drought, can also provide assistance to drought affected
farmers. These programs include the Australia Advancing Agriculture program,
which embodies the Farm Management Deposits Scheme, and tax relief programs
such as income tax averaging provisions. Funding for these two programs was
around $105 million in 2001-02.

In addition to this Commonwealth assistance, State and Territory governments have
provided assistance in response to recent drought conditions.
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In July 2002, the NSW Government announced a number of assistance measures
including a transport subsidy scheme, deferment of interest payments on loans from
the NSW Rural Assistance Authority, and an expansion of the special conservation
scheme.

The Queensland Government has a number of similar arrangements in place
including freight subsidy assistance, electricity tariff relief, the deferment of interest
payments on loans from the Queensland Rural Assistance Authority and assistance
for financial counselling.

In October 2002, the Victorian, Western Australian and South Australian
governments announced funding packages for drought assistance of $27.7 million,
$6.8 million and $5 million, respectively. The Victorian package comprises cash
grants of up to $20 000 to eligible farmers. The grants are open ended, subject to
appropriate business management procedures being in place (Bracks 2002). The
Western Australian package includes direct assistance grants of up to $6000 per
eligible farm business, $1.5 million in additional funding for the Farm Water Grants
Scheme and an extra $300 000 to extend rural counselling services (Gallop 2002b).
The South Australian package includes cash grants of up to $10 000 for assistance
in reseeding crops, restocking, and for domestic water supplies, an additional $300
000 for more rural counselling support, $150 000 for grants for rural community
groups and $1 million in additional funding for the FarmBis program (Rann 2002).

5.5 Commonwealth investment attraction
and firm-specific assistance

As well as providing broad-based assistance for industries and activities, the
Commonwealth Government also assists specific projects and firms. This assistance
is generally provided on an ad hoc basis and is often aimed at attracting foreign
multinationals to locate facilities locally. A number of dedicated agencies are
involved in investment attraction and promotion, including the provision of firm-
specific assistance:

o Invest Australia — which has an annual budget of $11 million to promote
investment opportunities in Australia, provide market information and advice on
establishment costs, connect investors to government contracts, and provide
grants for feasibility studies.

« Austrade — which spends about $8 million annually on investment promotion
activities, in partnership with Invest Australia;
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o The National Office for the Information Economy — which has annual funding
of about $0.5 million to facilitate and attract investment in information
technology industries; and

o Axiss Australia — which is a division of the Commonwealth Treasury that has
an annual budget of $3.8 million to promote Australia’s advantages as a global
financial centre.

Strategic Investment Incentive Program

The main Commonwealth investment attraction mechanism is the Strategic
Investment Incentive Program (SIIP) which provides financial assistance to
particular firms and projects (see below). Invest Australia, the key Commonwealth
investment agency, also undertakes investment promotion and attraction activities,
and provides a ‘Major Project Facilitation’ service to fast track large investment
projects through government approval processes.

From its inception in 1998 until June 2002, the SIIP has offered investment
incentives totalling $663.8 million to particular projects (table 5.3).

In addition to the assistance estimates provided in table 5.3, the Government has
noted that it also provided assistance via reductions in crude oil excise rates,
following recommendations of the Strategic Investment Coordinator. Details of
these excise concessions are not disclosed, but the total excise revenue forgone was
estimated at $56 million as at 31 July 2002. The Commission is unable to ascertain
which projects have received assistance under these exemptions.

The Commission reported the details of the first six investment incentives in last
year’s Review (PC 2001). Assistance to Rio Tinto’s HIsmelt project and Methanex’s
methanol plant are discussed below.

Hlsmelt

In April 2002, the Commonwealth Government announced an investment incentive
offer of $125 million to Rio Tinto for its HIsmelt project — a proposed $1.2 billion
iron ore processing plant to be located in Kwinana, Western Australia (Macfarlane
2002a).

In addition to Commonwealth assistance, the Western Australian Government is
spending $30 million for acquisition of land and port facilities in Kwinana to assist
the HIsmelt project (Gallop 2002a).
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The Commonwealth Government noted that Rio Tinto had considered the United
States as an alternative location for building the HIsmelt plant and the investment
incentive was to induce the commercialisation of the iron ore processing technology
in Australia rather than overseas (Macfarlane 2002a).

Table 5.3 SIIP assistance

$ million
Project assisted Incentive Offer Form of Assistance
assistance provided to
July 2002
Visy Pulp and Paper Mill 36.1  Grant and other 29.9
programs
Syntroleum 70.0 Loan and licence 15.0
purchase
IBM Asia Pacific e-Business & Innovation 3.2 Grant 24
Centre
Holden Aluminium Engine Plant 12.5 Grant for R&D 8.5
and training
Asia Pacific Space Centre 100.0 Grant and 1.5
subsidised
infrastructure
Comalco Alumina Refinery 137.0 Loan
Hismelt Direct Iron Reduction Plant 125.0 Grant
Methanex Syngas and Methanol Plant 85.0 Grant
Nil.

Source: Howard (2002d).

The HIsmelt technology is intended to allow the production of iron and steel using
cheaper and lower quality raw materials. It is also expected to generate some
environmental improvements, via the potential to reduce greenhouse gas emissions
and to increase the recycling of wastes from steel plants.

The HIsmelt technology is also expected to generate opportunities for export and
market development with the potential for adoption of the technology in China and
by other steel makers (Macfarlane 2002a).

The investment incentive offer includes a requirement that the intellectual property
of the Hismelt technology remain with an Australian incorporated entity and the
licence fees of the Hismelt technology be repatriated to the Australian entity (DITR
2002a).

Construction of the project is scheduled to commence late in 2002. The plant is
expected to start operation late in 2004.
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Methanex

Methanol is a liquid petrochemical used in the production of several manufacturing
products (such as silicone and laminated wood products) and clean burning
gasoline. Methanol production involves processing of synthesis gas, which is its
highest cost component.

Methanex, a Canadian company and the world’s largest supplier of methanol, is
planning to build a methanol production facility on the Burrup Peninsula in Western
Australia. Methanex had earlier planned to build the facility near Darwin in the
Northern Territory. However, uncertainty over natural gas supply from major gas
fields in the Timor Seal was reported to have caused the company to switch to the
Western Australian location (AFR 2001).

In the May 2002 budget, the Commonwealth Government announced that it would
provide an investment incentive of $85 million to the Methanex Corporation for the
development of the methanol plant. In providing the assistance, the Government
commented that:

The Methanex syngas and methanol project will bring forward public and private sector
infrastructure investment in the Pilbara. ... The Methanex syngas and methanol project
will provide direct employment for 1000 people during the construction period and
provide 150 full-time positions during operation2... (Anderson and Tuckey 2002).

In addition to the Commonwealth incentive, the Western Australian Government is
providing assistance of $136 million to the project in the form of ‘multi-use
infrastructure’ (Gallop 2001).

Methanex have already signed a ‘gas sales and purchase agreement’ and plans to
make its final investment decision in late 2002. Current plans are to begin
construction in early 2003 and to complete construction and begin producing
methanol in late 2005 (Methanex 2002b).

1 Following the separation of East Timor from Indonesia, the pre-existing agreement between
Indonesia and Australia regarding the sharing of the gas reserves in the Timor Sea has been
abandoned and a new agreement is being negotiated with the East Timor Government. This
process has created some uncertainty about gas supply from the Timor Sea. This uncertainty has
been exacerbated by competition between several companies seeking to develop the resource.
(BRW 2000)

2 Methanex has noted that, while 150 positions will be created at the plant, it is likely that a
number of these positions will be filled with experienced staff from existing Methanex
operations overseas (Methanex 2002a).
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Other project-specific assistance

Magnesium and Mitsubishi

The Government has noted that it has provided assistance to two projects which
were previously assessed as not meeting the SIIP criteria for an incentive. These
projects were:

o Australian Magnesium Corporation’s magnesium smelter at Stanwell in
Queensland, which receives Commonwealth assistance via funding of
$50 million for CSIRO research and a $100 million loan guarantee; and

o Mitsubishi’s upgrade of its Adelaide plant and global research and development
centre in South Australia, which is to receive Commonwealth assistance of
$35 million.

Aspects of the assistance to Mitsubishi are discussed in section 4.4. The
Commission discussed aspects of the assistance to the magnesium smelter in last
year’s Review (PC 2001).

Stuart shale oil project

Since 1991, an excise exemption has operated to assist shale oil plants in Australia,
including the Stuart project in Gladstone.

Due to its environmental impacts, the Stuart shale oil project has attracted
considerable public attention. The construction of the first stage of the Stuart plant
has been accompanied by local community complaints about noise pollution, high
odour emissions and noise. More broadly, Greenpeace has instigated a campaign
targeting the effects of shale oil production on greenhouse gas emissions.

In February 2002, Southern Pacific Petroleum, the proponent of the Stuart project,
approached the Commonwealth Government seeking financial assistance. The
company had reportedly been having difficulties in obtaining contract sales for
‘naphtha’3 from its plant to Australian refineries, due to the Greenpeace campaign
(DITR 2002b).

In May 2002, the Government announced a grant for sales of naphtha from
approved shale oil demonstration plants to cover the Stuart project. The grant is to
be paid, up to a maximum of $36.4 million, at the rate of $54.58 per barrel of
eligible naphtha produced and sold before 12 May 2003. The Government noted

3 A fuel produced from petroleum.
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that the grant is intended to provide the same level of assistance as had been
available under the excise exemption:

The maximum assistance available under the grant is equal to the maximum assistance
that would be available under the effective excise exemption. The total amount of
assistance has not changed. The mechanism to provide that assistance, however, was
altered to overcome Greenpeace’s campaign against shale oil (DITR 2002b).

The Blackburne review

In December 2000, the Commonwealth Government commissioned a review
(Blackburne 2001) of the Commonwealth’s investment attraction policies and
programs. The review was concerned mainly with the most effective ways to pursue
investment attraction activities and did not examine broader questions relating to the
costs and benefits to the wider community of investment attraction.# The
Blackburne report was finalised in August 2001.

The report noted that there is a range of Commonwealth and State and Territory
agencies involved in investment promotion and attraction, but that they are largely
‘uncoordinated’ and ‘duplicative’ and ‘lack a national framework’. The report
stated:

Such complexity and inefficiency needs to be rectified. Boundaries between the
Commonwealth and states and territories must be seen as seamless by investors, and
Commonwealth resourcing of investment activities needs to add value to the national
outcomes, without creating another layer of bureaucracy (p. iv).

Among other things, the report recommended that:

o the formation of a ‘National Investment Advisory Board’, comprising heads of
Commonwealth and State investment agencies;

« Invest Australia be organised as an autonomous agency with an expanded budget
to incorporate investment attraction activities by other Commonwealth agencies;

o Invest Australia and all agencies involved in investment attraction prepare
annually a statement on performance outcomes and objectives to be tabled in
parliament; and

« the use of financial incentives to attract investment be seen as only one of a
number of initiatives, be kept to a minimum, and be applied using rigorous
criteria.

I

The Commission commented on these broader matters, and on program design principles to
reduce the risks that SIIP grants may involve net community costs, in Trade & Assistance
Review 1998-99 (PC 1999).
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In the 2002-03 Budget, the Government announced that it has broadly accepted the
recommendations of the Blackburne report (Macfarlane 2002b). In December 2002,
the Government elaborated on the role of Invest Australia in the National Strategic
Framework for Attracting Foreign Direct Investment (Invest Australia 2002).

Firstly, Invest Australia will be expanded and funded by an additional $44 million
over 4 years. The agency will be set up as an autonomous agency in the Department
of Industry, Tourism and Resources, under the oversight of the Employment and
Infrastructure Committee of Cabinet.

Second, the National Investment Framework sets out Invest Australia’s assistance
priorities in certain industries. Invest Australia will:

o undertake ‘extensive’ investment attraction and promotion of information and
communications technology (ICT), biotechnology (including pharmaceutical)
and nanotechnology industries through industry-specific research, developing
marketing strategies (such as organising investment events and missions) and
targeting specific companies with industry development potential;

« provide primarily facilitation services for mining and energy, as well as all other
sectors in the economy;

« provide limited promotion services for renewable energy, environment, light
metals and forest wood products industries; and

o gives support to other agencies’ investment attraction in the heavy engineering
and infrastructure, spatial information, film, food and finance industries.

Third, a National Investment Advisory Board will be established to comprise
States’ investment agencies with Invest Australia as its chair. The Board will
coordinate Commonwealth and State investment attraction activities and agencies
(including the State overseas network), particularly in the targeting of ICT,
biotechnology and nanotechnology industries.

Fourth, Invest Australia will use the overseas posts of the Department of Foreign
Affairs and Trade to launch high level representations to establish investment leads.
Austrade will provide Invest Australia with a referral service for investment leads,
but will undertake no other investment activities beyond the referral role (except
under a fee-for-service arrangement).

Fifth, Invest Australia will continue to provide support service to the Strategic
Investment Coordinator and ensure that the SIIP will reflect the new industry
priorities. In addition, it will modify SIIP assessment procedures to secure strategic
investments in short lead times.
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Sixth, Invest Australia’s programs are to be modified and new ones added:

o the threshold for investment greater than $50 million to receive facilitation
service has been ‘recast’ to allow for smaller investments;

o a new Supported Skills Program will be developed to replace the Regional
Headquarters Program to provide streamlined immigration procedures; and

o Invest Australia will help foreign investors to access a range of other existing
programs.

5.6 State and Territory investment attraction
and firm-specific assistance

State governments also provide selective assistance to attract investment projects or
firms to locate within their jurisdictions. State investment attraction is delivered via
a number of schemes. Examples include the Queensland Investment Incentive
Scheme, the NSW Industry Assistance Fund and the ACT Business Incentive
Scheme. Some States have also established dedicated agencies, such as Invest SA,
to administer and attract investment projects and footloose firms, although mostly
they are administered through the jurisdiction’s industry or state development
department.

State investment incentives take a combination of different forms. They can include
cash grants, payroll tax exemptions, stamp duty waivers, discounted land and rent
waivers, and the provision of infrastructure such as roads and rail access.

Examples of investment incentives provided by State governments in recent years
include the following.

e In 1997-98, the ACT Government offered $36.2 million to EDS Australia to
locate an office in Canberra. In 1999-2000, Prime Television received a payroll
tax concession of $1.5 million to establish a digital broadcasting facility in
Canberra.

o In 1998, the NSW Government provided incentives to Lockheed Martin to
establish a space tracking station in Uralla.

o As noted earlier, in 1999, Queensland provided undisclosed assistance to entice
Virgin Blue to locate its headquarters in Brisbane, while the ACT Government
offered $10 million to attract Impulse Airlines to base its operations in Canberra.

o In 2000, the South Australian Government provided undisclosed incentives to
attract Email (now Electrolux) to relocate from Victoria to South Australia.
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Earlier, in 1994, the Government had provided incentives to entice Motorola to
the State.

o 1In 2001, the Queensland Government provided undisclosed incentives for Berri
Fruit Juice to relocate its export production operations from NSW and South
Australia to Queensland. Earlier, South Australia had provided incentives to
Berri to retain manufacturing operations in their State, after the company had
been persuaded to shift its headquarters to Melbourne.

o The South Australian and Victorian Governments have also provided a number
of selective incentives to car makers (see section 4.4).

State governments also provide subsidies for specific sporting events and/or
facilities which, it is contended, will benefits local industry development and
economic activity. Recent examples include the provision of subsidies for the V8
Supercar Series in the ACT, the Formula One Grand Prix in Melbourne and the
development of Hindmarsh Football Stadium in Adelaide.

In addition to investment attraction policies, State governments also provide a
combination of investment ‘facilitation’ and ‘promotion’ services. Facilitation and
promotion services involve publicity on the benefits that a State can offer
companies and fast-tracking of government regulatory and approval processes on
investment proposals. In Victoria, for example, the Government’s facilitation
service provides prospective investors with information and advice on regulatory
requirements, identifies infrastructure needs and coordinates the development
approval process.

Policy-related developments

The Industry Commission’s 1996 inquiry

The Industry Commission examined State government investment attraction
policies in a public inquiry in 1996. Often it is difficult to determine the merits of
particular assistance packages due to the lack of transparency. In this context, the
Commission observed that, frequently, neither the extent of the assistance provided,
nor the analysis that underpins a government’s decision to provide a selective
incentive, are made publicly available — governments often citing commercial
confidentiality for non-disclosure. The Commission found that individual States
could benefit economically from the provision of selective incentives in some
instances. However, it also found that the provision of selective investment
incentives entails several significant economic risks. Among other things:
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« large incentives can be at the expense of more fundamental improvements to the
jurisdiction’s business climate, and the provision of other community services;

« there is a risk that incentives will be provided to firms which would have chosen
to invest in the jurisdiction anyway and, hence, the jurisdiction will incur costs
to taxpayers and businesses for no additional benefits;

« where incentives do lure new projects from elsewhere, these projects may draw
resources, such as skilled labour, away from more productive uses in other local
industries and firms; and

« the long-term gains in terms of output and employment in the state or territory
are likely to be limited, particularly when the prospect of retaliatory action by
other state and territory governments is considered.

From a national viewpoint, the Commission considered that inter-State competition
for investment through selective incentive packages will generally have adverse net
effects.

The Commission examined several options to develop an intergovernmental
agreement on industry assistance provided by the States. Such an agreement could
involve a transparency and monitoring mechanism, limits on some assistance or a
comprehensive arrangement to limit all assistance. The Commission also saw a
legitimate role for the Commonwealth to encourage the states to limit their selective
industry assistance (IC 1996).

The implications of continued inter-State ‘bidding wars’ were highlighted in a
recent speech by the Productivity Commission’s chairman (Banks 2002).

Recent developments

In recent years, several independent State-based agencies and parliamentary
committees have also called for greater transparency in industry assistance and have
recommended reforms to the administration, evaluation and monitoring of
assistance programs. For example:

o In 1998, the NSW Auditor-General (1998) recommended that accountability and
transparency for the provision of assistance be increased, and information not be
classified as commercial-in-confidence unless it was demonstrably necessary.

o In 2000, the Tasmanian Auditor-General (2000) recommended that there be
public disclosure of the details of government assistance, and that commercial
confidentiality should not take precedence over governmental accountability.
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o The South Australian Economic and Finance Committee (2000) recommended
that information on individual assistance packages be tabled and reported to the
State Parliament annually.

o In 2001, the NSW Public Accounts Committee (2001) similarly found no valid
reason why government assistance should remain confidential and recommended
several ways for greater disclosure of information on industry assistance.

o The Victorian Auditor-General (2002a) recommended annual reporting of
details of assisted investment projects, their progress and the performance of the
sectors targeted by investment incentives.

o In 2002, the ACT Auditor-General (2002) recommended that all agencies review
their procedures for developing and verifying the veracity of input to Cabinet
submissions and public announcements, as well as reviewing their record-
keeping processes.

o The Queensland Auditor-General (2002) recommended that the provision of
investment incentives be given ‘probity checks’, that changes of incentive
criteria by the administering agencies first receive Cabinet approval, and that
there be detailed assessment procedures for major strategic projects and further
disclosure of incentive packages.

In February 2000, the Commonwealth Government indicated that it had reached a
non-prescriptive agreement with state and territory governments to cooperate on
investment attraction activities (Minchin 2000). The Commonwealth, State and
Territory governments are signatories to the Operating Guidelines for
Commonwealth, States and Territories on Investment Promotion, Attraction and
Facilitation. Under this agreement, all governments will meet annually to review
the efficiency and effectiveness of investment incentives (Costello 2001).

In March 2001, the NSW and Victorian Governments announced that they had
established a joint working party on investment. The governments aim to ‘eliminate
unnecessary bidding wars and will work to contain fiscal incentives’. Through the
working party, the NSW and Victorian Governments undertook to:

« establish protocols to share information on investor approaches (having regard to
commercially sensitive information) on a case-by-case basis;

« share information on investment evaluation methodologies; and
« examine opportunities to co-locate their overseas business offices and share

resources to attract new international investment to Australia.

The NSW and Victorian Governments also called on other State governments to
join the agreement and on the Commonwealth Government to establish more
effective investment attraction procedures (NSW and Victorian Ministries 2001).

ASSISTANCE TO 517
ACTIVITIES AND FIRMS



In August 2002, the South Australian Government announced that it will join with
NSW and Victorian Governments to reduce cross-border bidding for investment
and restrict the use of financial incentives to attract investment (Foley 2002).

As noted earlier, the Blackburne review has also called for greater inter-
governmental cooperation in relation to investment incentives. The Commonwealth
Government has responded by, among other things, establishing a National
Investment Advisory Board.
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6 Recent developments in trade policy

Australia has a strong economic interest in the rules and arrangements that govern
international trade. Australia’s approach to trade reform over recent decades has
focused mainly on unilateral trade liberalisation, supported by its participation in
multilateral trade negotiations. In addition, Australia has regional trade
arrangements with some neighbouring countries in the South Pacific and regional
initiatives to encourage trade liberalisation though the Asia Pacific Economic
Cooperation (APEC) forum.

In this chapter, the Commission reports on recent developments in trade policy
including:

« multilateral trade negotiations in the World Trade Organisation (WTO);

« recent efforts by the Australian Government to establish regional trading
agreements with particular APEC members; and

o the WTQO’s recent Trade Policy Review of Australia.

6.1  Multilateral trade negotiations

In November 2001, a new round of WTO trade negotiations was launched at the
Fourth WTO Ministerial Conference in Doha. Australia will participate in the new
round. The Productivity Commission commented on the outcomes of the Doha
Ministerial, and the scope of the negotiations it mandated, in last year’s Review (PC
2001).

The negotiations will cover a wide range of issues. Accordingly, separate
negotiating groups have been established which deal with agriculture, services,
industrial products, WTO rules, dispute settlement procedures, trade and the
environment, geographical indicators for wines and spirits, and a review of ‘special
and differential treatment’ provisions for developing countries (DFAT 2002a).
While the negotiations between member countries occur ‘behind closed doors’,
several groups have important deadlines approaching for significant decisions:

o A first round of ‘1requests’1 for the services negotiations was completed in June
2002. The focus now is on bilateral negotiations between trading partners in
preparation for initial ‘offers’l, which are scheduled to be made by 31 March
2003.
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« A ‘modalities document’? for agricultural negotiations is to be developed by
March 2003. This document is to be used by WTO member governments to
produce their first round of offers on agriculture, which are due by the Fifth
WTO ministerial conference in September 2003.

« Similarly, modalities for trade in non-agricultural products negotiations are due
to be agreed by March 2003.

The Doha Ministerial Declaration also committed member countries to ‘the
objective of duty-free, quota-free market access for products originating from LDCs
[least developed countries]” (WTO 2001b). In June 2002, at the Commonwealth
Government’s request, the Productivity Commission analysed the effects of
removing Australian tariffs on imports from LDCs on the Australia economy and
other countries (PC 2002c). Only a very small portion of imports to Australia are
sourced from LDCs. Most of these are textiles and clothing. The Commission found
that the overall effects on the Australian clothing industry of removing tariffs on
these products was likely to be small, and the impact on the rest of the Australian
economy would be negligible. Subsequently, the Government has granted tarift-
and quota-free access to LDCs (Howard 2002f).

In November 2002, Australia hosted a ‘mini-ministerial’ meeting in Sydney of 25
trade ministers from WTO member countries. While the meeting discussed a range
of issues related to the Doha round, it focused on the Trade Related Aspects of
Intellectual Property Rights (TRIPS) agreement. The Doha ministerial meeting had
earlier made a declaration on TRIPS and public health which reiterated members’
ability to use ‘compulsory licensing’ provisions3 in order to protect public health. It
also noted that countries without pharmaceutical manufacturing facilities may have
difficulty using these provisions and committed WTO members to ‘find an
expeditious solution to this problem’ (WTO 2001b). While the Sydney mini-
ministerial did not resolve the issue completely, Mr Vaile, the Minister for Trade,
stated that there was a ‘convergence of views between Ministers on how best to
improve access to medicines’ and Ministers were ‘determined to see this issue
resolved by the end of the year’ (Vaile 2002c).

I The process of the services negotiations in the WTO requires individual countries to make
‘requests’ for other countries to liberalise certain aspects of their trade restrictions or trade-
related economic policies. All countries then make ‘offers’ to liberalise, which form the basis
for subsequent negotiations.

2 The modalities document sets out the procedures to be followed during the negotiations and
may also outline targets that are expected to be met.

3 Under ‘compulsory licensing’ provisions, countries can produce patented products without the
consent of (and without giving compensation to) the patent holder in cases of ‘national
emergency or other circumstances of extreme urgency’.
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More broadly, however, as the Commission noted in last year’s Review, while the
negotiating agenda agreed at Doha appears to be promising in some respects, its
success will depend on the course of the detailed negotiations that lie ahead. Recent
decisions by the US Government to extend its farm subsidy program and to impose
tariffs on steel imports do not auger well in this respect. Similarly, recent reports
suggest that the European Union is likely to extend its Common Agricultural Policy
until 2013 (The Australian 2002). If this occurs, it could encumber the critical
agricultural negotiations.

The Doha negotiations are scheduled to conclude by 1 January 2005. The Fifth
WTO ministerial conference has been scheduled for September 2003 (in Mexico),
following which negotiations are scheduled to begin in the areas of investment and
competition policy, government procurement and trade facilitation.

6.2 Preferential trading arrangements

As reported in last year’s Review, the Australian government has recently sought to
negotiate Preferential Trading Agreements (PTAs) with a number of countries. This
follows the recent global trend towards PTAs as an instrument to encourage greater
trade and integration between two or more countries. Since 1995, more than 100
agreements covering trade in goods or services, or both, have been notified to the
WTO (WTO 2002¢). However, unlike many earlier agreements which involved
several nations, most of these have been bilateral agreements.

In the past, Australia’s approach to trade reform has focused mainly on unilateral
liberalisation, supported and reinforced by its participation in the multilateral
trading system under the GATT/WTO. Australia’s main bilateral PTA is the
Australia-New Zealand ‘Closer Economic Relations’ Agreement, established in
1983. Australia has also pursued regional initiatives to encourage trade
liberalisation through the APEC forum.

The Government is now seeking to develop agreements with a number of countries:

« Singapore — In November 2002, Australia and Singapore announced that they
had finalised negotiations for a free trade agreement. The agreement is expected
to be formally signed in early 2003 (Vaile 2002b).

o Thailand — In May 2002, the Prime Ministers of Australia and Thailand
announced that the two countries would begin negotiations toward a closer
economic relations (free trade) agreement (Howard 2002c). Rounds of
negotiations took place in August and October. No timetable has been set for the
final agreement to be completed.
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o Japan — The Prime Ministers of Australia and Japan announced in May 2002
that ‘the two governments would launch high-level consultations to explore all
options for deeper economic linkages between Australia and Japan’ (Howard
2002b).

o United States — In November 2002, the United States and Australian
governments announced that they would begin free trade agreement
negotiations. This follows the passing of a trade promotion authority law (‘fast
track’) in the United States in August. The law allows the United States
president (or his representatives) to negotiate agreements with foreign countries,
which can then either be passed or rejected by the United States parliament, but
not amended. Negotiations between Australia and the United States are expected
to begin early in 2003.4

The Commission commented on issues in assessing the merits of Australia entering
into PTAs in last year’s Review (PC 2001). As noted at that time, preferential
reductions of tariffs among members may have beneficial or adverse effects for
members and for third parties, and the net effect of any PTA may be positive or
negative. Hence, the merits of entering into any PTA need to be assessed carefully.

6.3 The WTO’s Trade Policy Review of Australia

In 2002, the WTO conducted a Trade Policy Review (TPR) of Australia as part of
its systematic review of all WTO members (WTO 2002d). Previous TPRs of
Australia were conducted in 1998 and 1994. The TPRs aim to increase transparency
and understanding of countries’ trade policies. The reviews focus on WTO
members’ own trade policies and practices, although they may also take into
account the country’s wider economic and development policies.

In addition to independent analysis by the WTO secretariat, the TPR process also
includes submissions from other WTO countries and responses from the Australian
Government (DFAT 2002b).

The TPR final report commented on several areas of Australia’s performance over
the past four years including its economic performance, tariff reform and
government procurement policies.

4 Following the passing of the law, the US administration also plans to begin negotiations with a
number of other countries including Chile, Morocco, Singapore, the Southern African Customs
Union (Botswana, Lesotho, Namibia, South Africa and Swaziland) and the Central American
Economic Integration System (Costa Rica, El Salvador, Guatemala, Honduras and Nicaragua).
In addition, the United States is continuing negotiations with 34 South American countries to
establish the Free Trade Area of the Americas.
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Economic performance

The TPR report noted that, since its previous review, the Australian economy had
performed strongly, with impressive GDP growth, low inflation and falling
unemployment, notwithstanding the effects of the Asian financial crisis. It attributed
this largely to ‘sound macroeconomic policies in combination with some far
reaching structural reforms that have reinforced past unilateral trade liberalisation’
(WTO 2002b).

Tariff Reform

Australia’s continuing tariff reforms were commended. Over the four years since
the last TPR, average MFN? tariffs have fallen from 5.6 per cent to 4.3 per cent.
Most tariff lines (96 per cent) are bound®, which imparts a high degree of
predicability in the system. These bound rates have, on average, fallen over the
period. While applied MFN tariffs offer some scope for the government to increase
tariffs within bindings, the report found that this has not happened in the past four
years and, indeed, applied tariffs have fallen on average by more than the bound
rates. Nevertheless, the TPR report found that recent tariff reductions had done little
to address the issue of tariff escalation.”

The report commented that there are still significant tariff peaks protecting the MVP
and TCF industries. Tariffs on motor vehicles have recently been reduced, and are
scheduled to fall further — to 10 per cent — in 2005. The Government noted in its
response that post-2005 TCF assistance arrangements are to be reviewed, and that
the ‘timing of further [post 2005] reductions to PMV tariffs will be considered by
the Government’ (DFAT 2002b).8

5 MFN or Most Favoured Nations tariffs apply to all WTO members who do not have a
preferential arrangement with Australia.

6 Binding a tariff refers to giving a commitment that the applied tariff will be no greater than the
bound rate.

7 Tariff escalation refers to situations where primary inputs (raw materials) attract a lower tariff
than semiprocessed materials and finished outputs. Such a tariff structure encourages the
domestic processing and manufacturing of materials rather than processing occurring where the
raw materials originate. Thus, a higher degree of protection is conferred upon the industry than
is suggested by the tariff alone (WTO 2002c).

8 Subsequently, in December 2002, the Government announced new assistance arrangements for
the automotive industry which entail a reduction in PMV tariffs to 5 per cent in 2010 (see
section 4.4).
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Agricultural assistance and quarantine

According to the report, formal assistance to Australian agriculture has remained
low over the past four years. As measured by the WTO secretariat, total support
amounted to 0.3 per cent of GDP in 2001, the lowest in the OECD. It was also
noted that most domestic support measures for agriculture are so called ‘green box’
measures that have little affect on production or trade.

Several countries, however, questioned Australia’s Sanitary and Photosanitary
(SPS) and quarantine requirements, arguing that they are unduly stringent. In its
response, the Australian Government observed that Australia has a unique disease
free status which, if breeched, would impose serious costs on Australia. It further
stated that ‘Australia has an open and transparent risk assessment process that keeps
all interested parties — including other countries — informed’.

Government procurement

Questions were also raised about Australia’s use of government procurement
policies as an instrument of industry policy.® Australia has not signed the WTO
agreement on government procurement and, according to the Government’s
response to questions, has no plans to accede to the agreement. Some Australian
governments still accord significant preference margins (up to 20 per cent) to local
(and New Zealand) producers. In addition, local content rules are used by some
governments.

The Australian Government noted that the Commonwealth has no power over the
purchasing decisions of State and Territory governments (which often use
procurement policies), and that all Australian governments make their procurement
policies publicly available on the Internet (DFAT 2002b).

Luxury Car Tax

The major structural adjustment since the previous TPR was the introduction of the
goods and services tax and associated changes to the taxation system.

One concern associated with the restructuring of the tax system was the introduction
of the ‘Luxury Car Tax’ which applies to vehicles priced above a set threshold

9 Government procurement policies refer to preferment by governmental agencies of a particular
type of supplier when making purchasing decisions. Usually government procurement policies
favour local products over imported products, but they may be based on other criteria, such as
business size.
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(currently $57 009). The report commented that this tax ‘seemed to be
discriminatory on imported cars, whose prices in Australia, already reflecting high
import tariffs, tend to be higher than those of locally manufactured vehicles’. The
Government responded that:

The government introduced this tax as an equity measure... This was necessary to
prevent disproportionate falls in the price of luxury vehicles compared to standard
model vehicles when a GST of 10 per cent replaced the wholesale sales tax of 45 per
cent... the luxury tax applies to both imported and domestically produced vehicles
without discrimination (DFAT 2002b).
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A Commonwealth budgetary
assistance estimates

Each year, the Commission calculates estimates of Commonwealth budgetary
assistance to industry. Until recently, estimates have been reported only at the
sectoral level — that is, for manufacturing, primary production, mining and
services. To provide more detailed information on the incidence of this assistance,
since 2000 the Commission has disaggregated its estimates for the manufacturing
and services sectors into 11 and 14 industry groupings respectively. The
methodology used to allocate budgetary assistance to these industry groupings was
described in a Methodological Annex to the Trade & Assistance Review 1999-2000
(PC 2000).

This year, the Commission has provided further detail by disaggregating its
estimates for primary production sector into 10 industry groupings. Thus, the
Commission now reports estimates for 37 industry groupings (plus 4 unallocated
groupings). For this year’s Review, estimates according to the new industry
classification structure have been made for the years from 1999-2000 to 2002-03,
and the Commission intends to continue reporting budgetary assistance according to
this structure. The Methodological Annex accompanying this Review (PC 2002¢)
outlines the methodology used to disaggregate assistance to primary production into
its component industry groupings.

An overview of Commonwealth budgetary assistance in 2001-02 is provided in
chapter 3. As noted there, Commonwealth budgetary assistance amounted to $3.9
billion in 2001-02.

The tables in this appendix provide more detail about assistance to each industry
grouping, for the years from 1999-2000 to 2002-03, including;
« the programs classified as assisting the grouping and the extent of that assistance;

« the activity that each program assists — such as exports and research and
development, and

« the type of assistance that each program provides — that is, tax exemptions,
direct financial assistance or the funding of institutions.
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Table A.1 Commonwealth budgetary assistance to primary production,
1999-2000 to 2002-03

$ million

Type@ 99-00 00-01 01-02b 02-03b

Horticulture and fruit growing
Industry-specific measures

Citrus Industry Market Diversification Subsidy DFA 0.3 0.2 0.7 -
Sector-specific measures

Farm Help DFA 3.6 4.6 5.0 3.5

Farm Management Deposits Scheme TE 4.3 3.8 2.2 2.7

Income Equalisation Deposits Scheme TE 1.5 - - -

Income tax averaging provisions TE 5.9 6.3 6.7 8.0

Rural Financial Counselling Service Fl - - 0.6 0.6

Skilling farmers for the future Fl - 1.7 2.7 4.6

Tax allowance on drought preparedness assets  TE 0.5 0.2

Tax deduction for conserving or conveying water TE 4.7 4.7 4.7 4.7
Rural R&D measures

Grape and Wine R&D Corporation Fl 5.3 5.7 6.3 7.4

Horticulture R&D Fl 13.7 20.3 26.3 26.3

Rural Industries R&D Corporation Fl 2.4 2.4 2.4 2.4
General export measures

Export Market Development Grants Scheme DFA 1.2 1.9 1.7 1.7
General R&D measures

Cooperative Research Centres Fl 2.2 2.3 2.1 2.0

CSIRO Fl 10.6 9.7 9.8 10.0

Farm Innovation Program DFA - 1.6 3.1 -

New Industries Development Program Fl - - 1.4 14

R&D Start & related programs DFA 0.1 0.1 01 0.1
General measures

Small business capital gains tax exemption TE 0.5 0.3 0.3 04

South West Forests Structural Adjustment DFA - - 0.2 0.3

Wide Bay Burnett Structural Adjustment Program DFA - - 0.1 0.2
Total 66.9 65.8 76.4 76.3

Grain, sheep and beef cattle farming
Industry-specific measures

Beef Expo + Gracemere Saleyards Fl - - 1.8 3.9
Lamb Industry Development Program DFA 8.6 1.7 4.0
Tasmanian wheat freight subsidy DFA 0.8 0.8 0.8 0.8
Sector-specific measures

Farm Help DFA 9.9 12.5 8.1 9.7
Farm Management Deposits Scheme TE 14.4 19.9 18.3 22.0
Income Equalisation Deposits Scheme TE 5.2 - - -
Income tax averaging provisions TE 43.9 471 50.2 59.6
Rural Financial Counselling Service Fl - - 3.1 3.1
Skilling farmers for the future Fl - 4.9 12.6 211
Tax allowance on drought preparedness assets  TE 8.0 4.0

Tax deduction for conserving or conveying water TE 7.6 7.6 7.6 7.6
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Table A.1 (continued)

Type@ 99-00 00-01 01-02b 02-03b

Rural R&D measures

Grains R&D Corporation Fl 31.9 34.5 37.3 44.8

Meat and livestock R&D Fl 20.2 18.3 23.5 23.5

Wool R&D Fl 9.2 9.6 13.8 14.0
General export measures

EFIC national interest business® DFA 16.6 19.5 15.5 171

Export Market Development Grants Scheme DFA 0.6 04 0.2 0.2
General R&D measures

Cooperative Research Centres Fl 2.5 3.2 3.9 5.2

CSIRO Fl 65.0 41.2 41.3 42.4

Farm Innovation Program DFA - 04 0.8 -

New Industries Development Program Fl - - 0.3 0.3

R&D tax concession TE 1.9 20 1.9 14
General measures

Small business capital gains tax exemption TE 1.2 0.9 0.9 1.0
Total 247.6 228.6 240.7 272.4

Dairy cattle farming
Sector-specific measures

Farm Help DFA 29 3.7 24 2.8
Farm Management Deposits Scheme TE 14 1.7 1.7 2.0
Income Equalisation Deposits Scheme TE 0.5 - - -
Income tax averaging provisions TE 51 54 5.8 6.9
Rural Financial Counselling Service Fl - - 04 04
Skilling farmers for the future Fl - 0.8 1.9 3.1
Tax allowance on drought preparedness assets TE 0.2 0.1 - -
Tax deduction for conserving or conveying water TE 0.6 0.6 0.6 0.6
Rural R&D measures
Dairy Research and Development Corporation Fl 13.4 12.7 14.7 15.3
General R&D measures
CSIRO Fl 11.5 9.7 9.7 9.9
Farm Innovation Program DFA - - 0.1 -
New Industries Development Program Fl - - 0.3 0.3
Total 35.6 34.7 37.5 41.4

Poultry farming
Sector-specific measures

Farm Help DFA 0.6 0.7 0.5 0.6

Income tax averaging provisions TE 0.5 0.5 0.6 0.7

Skilling farmers for the future Fl - - 0.1 0.2

Tax deduction for conserving or conveying water TE 0.1 0.1 0.1 0.1
Rural R&D measures

Rural Industries R&D Corporation Fl 2.2 2.9 2.8 2.8
General R&D measures

Farm Innovation Program DFA - 0.2 04 -

New Industries Development Program Fl - - 0.2 0.1
Total 3.4 4.4 4.7 4.5
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Table A.1 (continued)

Type@ 99-00 00-01 01-02b 02-03b

Other livestock farming
Industry-specific measures

Pork industry development group grant Fl 4.1 0.5 - -
Pork producer exit program DFA 5.0 - - -
Sector-specific measures
Farm Help DFA 0.5 0.7 0.4 0.5
Farm Management Deposits Scheme TE 1.8 1.9 1.3 1.5
Income Equalisation Deposits Scheme TE 0.7 - - -
Income tax averaging provisions TE 1.9 2.0 2.2 2.6
Rural Financial Counselling Service Fl - - 0.1 0.1
Skilling farmers for the future Fl - - 0.1 0.2
Tax allowance on drought preparedness assets TE 0.3 0.1 - -
Tax deduction for conserving or conveying water TE 0.3 0.3 0.3 0.3
Rural R&D measures
Pig R&D Corporation Fl 3.6 3.8 4.0 4.4
Rural Industries R&D Corporation Fl 1.2 1.2 1.2 1.2
General export measures
Export Market Development Grants Scheme DFA 0.7 04 0.3 0.3
General R&D measures
CSIRO Fl 4.7 4.0 4.0 4.1
Farm Innovation Program DFA - 0.2 0.5 -
New Industries Development Program Fl - - 0.3 0.3
R&D Start & related programs DFA - 0.1 0.1 0.1
Total 24.8 15.1 14.8 15.6

Other crop growing
Industry-specific measures

Sugar industries package Fl 4.8 29.6 19.3 -

Sugar industry infrastructure Program Fl 0.9 1.8 1.8 -
Sector-specific measures

Farm Help DFA 12.2 15.5 10.0 11.9

Farm Management Deposits Scheme TE 2.8 24 1.3 1.5

Income Equalisation Deposits Scheme TE 1.0 - - -

Income tax averaging provisions TE 1.9 20 2.1 2.5

Rural Financial Counselling Service Fl - - 0.3 0.3

Skilling farmers for the future Fl - 0.7 0.4 0.7

Tax allowance on drought preparedness assets  TE 0.8 0.4

Tax deduction for conserving or conveying water TE 7.2 7.2 7.2 7.2
Rural R&D measures

Cotton Research and Development Corporation Fl 5.8 6.8 7.6 8.2

Rural Industries R&D Corporation Fl 2.6 2.7 2.7 2.7

Sugar Research and Development Corporation Fl 3.6 3.8 4.2 4.3
General export measures

Export Market Development Grants Scheme DFA 0.5 0.4 0.5 0.5
General R&D measures

Cooperative Research Centres Fl 9.7 9.5 10.2 8.7
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Table A.1 (continued)

Type@ 99-00 00-01 01-02b 02-03b
CSIRO Fl 9.5 9.2 9.2 9.5
Farm Innovation Program DFA - 0.5 0.9 -
New Industries Development Program Fl - - 0.2 0.2
R&D Start & related programs DFA 0.1 0.1 0.1 0.1
R&D tax concession TE 1.9 20 1.9 14
Total 65.3 94.5 79.9 59.8
Services to agriculture (inc hunting and trapping)
Sector-specific measures
Income tax averaging provisions TE 2.8 3.0 3.2 3.8
Tax allowance on drought preparedness assets TE 0.2 0.1 - -
Tax deduction for conserving or conveying water TE 04 04 04 04
General R&D measures
Biotechnology innovation fund DFA - - 0.1 04
R&D Start & related programs DFA 3.2 5.1 5.6 5.6
General export measures
Export Market Development Grants Scheme DFA 0.7 0.1 0.3 0.3
General measures
Small business capital gains tax exemption TE 0.3 0.2 0.2 1.0
South West Forests Structural Adjustment DFA - - 0.1 0.2
Total 7.6 9.0 9.8 11.6
Forestry and logging
Industry-specific measures
Forest industry structural adjustment DFA 4.5 3.4 18.9 47.3
National Forest Policy Program Fl 3.9 20 - -
Sector-specific measures
Income tax averaging provisions TE 0.8 0.8 0.9 1.1
Rural R&D measures
Forrest and Wood Products Research and Fl 3.2 3.7 4.0 3.2
Development
Rural Industries R&D Corporation Fl 24 2.2 2.2 2.2
General R&D measures
Cooperative Research Centres Fl 2.3 2.3 2.4 2.4
CSIRO Fl 13.1 12.0 12.0 12.4
General measures
Eden Structural Adjustment DFA - 0.2 0.1 -
Total 30.2 26.7 40.5 68.6
Marine fishing
Sector-specific measures
Farm Management Deposits Scheme TE 0.2 0.2 0.1 0.2
Income tax averaging provisions TE 6.6 71 7.6 9.0
Skilling farmers for the future Fl - - 0.1 0.2
Rural R&D measures
Fishing industry R&D Fl 7.0 7.8 8.8 10.9
General R&D measures
CSIRO Fl 24.0 25.8 25.8 26.8
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Table A.1 (continued)

Type@ 99-00 00-01 01-02b 02-03b
Farm Innovation Program DFA - 0.2 0.5 -
New Industries Development Program Fl - - 0.2 0.2
R&D Start & related programs DFA 0.8 1.2 1.3 1.3
General export measures
Export Market Development Grants Scheme DFA 0.6 0.3 0.2 0.2
General measures
Eden Structural Adjustment DFA - 04 0.2 0.1
Small business capital gains tax exemption TE 0.6 04 04 0.5
Total 39.8 43.4 45.3 49.4
Aquaculture
Sector-specific measures
Farm Help DFA 0.1 0.1 0.1 0.1
Income tax averaging provisions TE 0.7 0.8 0.8 1.0
Skilling farmers for the future Fl - - 0.2 04
Rural R&D measures
Fishing industry R&D Fl 5.6 6.7 71 8.8
General export measures
Export Market Development Grants Scheme DFA 0.2 - 0.2 0.2
General investment measures
Development allowance TE 2.3 2.0 1.9 1.6
General R&D measures
Cooperative Research Centres Fl 2.4 04 1.5 2.6
CSIRO Fl 2.2 1.9 1.9 1.9
Farm Innovation Program DFA - 0.1 0.2 -
New Industries Development Program Fl - - 0.3 0.2
R&D Start & related programs DFA 0.6 0.9 1.0 1.0
Total 14.1 12.9 15.2 17.8
Unallocated primary production
Sector-specific measures
Agricultural development partnership DFA - - 1.0 5.0
Australian animal health laboratory Fl 6.0 6.0 5.9 6.0
Exotic Disease Preparedness program Fl 15.9 3.6 1.2 1.2
Farm assistance Program Fl - 1.0 - -
Farm business programs Fl 11.7 171 - -
Farm Help DFA 0.7 0.9 0.6 0.7
Food and Fibre supply chain program Fl 7.0 6.0 - -
National landcare program Fl 37.0 37.0 38.2 371
Rural adjustment scheme DFA 29.0 18.0 21.6 18.3
Rural Financial Counselling Service Fl - - 0.7 0.7
Skilling farmers for the future Fl - 0.6 0.8 1.3
Supermarket to Asia strategy Fl 4.0 - - -
Rural R&D measures
Land and water resources R&D Fl 11.0 11.3 11.6 11.9
Rural Industries R&D Corporation Fl 4.3 4.0 3.9 3.9
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Table A.1 (continued)

Type@ 99-00 00-01 01-02b 02-03b
General R&D measures
Cooperative Research Centres Fl 4.5 7.6 7.6 8.5
Major national research facilities Fl 0.4 0.4 0.3 1.7
General measures
Tasmanian Freight equalisation scheme DFA 4.0 4.1 44 4.3
Total 135.5 117.6 97.8 100.6
Total outlays 517.4 514.2 529.2 564.7
Total tax expenditures 143.4 138.4 133.4 153.3
Total Budgetary assistance 660.8 652.7 662.6 718.0

= Nil. Figures may not add to total due to rounding. @ DFA: direct financial assistance; Fl: funding to
institutions; TE: tax expenditures. b 2001-02 data are Budget estimates and 2002-03 data are Budget
appropriations. © The estimates reported in this section are net National Interest Business outlays. These
payments are insurance pay-outs. Because any difference between the National Interest Business scheme’s
borrowing and lending rates is underwritten by the Commonwealth, the scheme may provide assistance to
agricultural exporters. However, net National Interest Business outlays provide only a weak indication of any

assistance provided.

Sources: Commonwealth Budget and Budget related papers (various years); departmental annual reports
(various years); Treasury 2002; McGauran 2002; Commission estimates.
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Table A.2 Commonwealth budgetary assistance to the mining sector,
1999-2000 to 2002-03

$ million

Type@ 99-00 00-01 01-02b 02-03b

Industry-specific measures

Gold tax exemption TE 5.0 - - -
Investment Incentive to Rio Tinto DFA - - - 45.6
Regional minerals program Fl 1.0 0.3 0.3 0.3
General export measures
Export Market Development Grants Scheme DFA 21 2.3 2.2 2.2
TRADEX TE - 0.3 0.4 0.5
General investment measures
Development allowance TE 114.9 101.1 91.9 78.1
General R&D measures
Cooperative Research Centres Fl 9.0 5.8 7.3 8.4
CSIRO Fl 47.3 52.7 51.6 52.9
Innovation investment fund DFA - - 0.8 1.8
Major national research facilities Fl - - - 0.6
New Industries Development Program Fl - - 0.1 0.1
R&D Start & related programs DFA 23.0 12.0 13.3 13.3
R&D tax concession TE 451 47.2 44 1 32.5
Total outlays 82.4 73.0 75.6 125.2
Total tax expenditures 165.0 148.6 136.4 1111
Total Budgetary assistance 2474 2216 212.0 236.4

= Nil. Figures may not add to total due to rounding. @ DFA: direct financial assistance; Fl: funding to
institutions; TE: tax expenditures. b 2001-02 data are Budget estimates and 2002-03 data are Budget
appropriations.

Sources: Commonwealth Budget and Budget related papers (various years); departmental annual reports
(various years); Treasury 2002; Commission estimates.
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Table A.3 Commonwealth budgetary assistance to the manufacturing
sector, 1999-2000 to 2002-03

$ million

Type@ 99-00 00-01 01-02b 02-03b

Food, beverages and tobacco

Industry-specific measures

Brandy excise preferential rate TE 5.0 3.0 3.0 3.0

National food industry strategy DFA - - - 7.0

Pigmeat processing grants program DFA 4.1 2.8 1.6 -

Tasmanian wheat freight subsidy DFA 04 04 04 04
General export measures

Export Market Development Grants Scheme DFA 9.0 8.7 8.4 8.4

TRADEX TE - 0.4 0.6 0.8
General investment measures

Development allowance TE 4.3 3.8 3.4 2.9
General R&D measures

Cooperative Research Centres Fl 6.0 7.6 8.7 7.8

CSIRO Fl 18.4 19.9 20.0 20.7

New Industries Development Program Fl - - 0.5 04

R&D Start & related programs DFA 20 20 23 23

R&D tax concession TE 19.8 20.7 19.3 14.3
General measures

Eden Structural Adjustment DFA - 1.5 0.7 0.2

Small business capital gains tax exemption TE 04 0.3 0.3 0.3

Tasmanian Freight equalisation scheme DFA 8.0 9.0 12.2 12.0

Wide Bay Burnett Structural Adjustment Program DFA - - 04 0.6

Total 77.4 80.2 81.8 81.0

Textile, clothing, footwear and leather

Industry-specific measures

Loan to Howe Leather DFA 14.0 - - -

TCF import credit scheme TE 83.2 49.2 9.9 -

TCF strategic investment program DFA 3.8 11.8 150.7 130.7
General export measures

Export Market Development Grants Scheme DFA 5.1 6.4 6.2 6.2

TEXCO TE 9.0 - - -

TRADEX TE - 104 1553 18.86
General R&D measures

Cooperative Research Centres Fl 3.0 - - -

CSIRO Fl 10.7 30.6 30.7 31.5

R&D Start & related programs DFA 1.0 1.0 0.8 0.8

R&D tax concession TE 1.5 1.6 1.5 1.1
General measures

Tasmanian Freight equalisation scheme DFA 0.5 0.5 0.8 0.8
Total 131.8 1114  216.2  190.0
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Table A.3 (continued)

Type@ 99-00 00-01 01-02b 02-03b

Wood and paper products
Industry-specific measures

Assistance to Visy industries DFA 3.0 3.0 3.0 3.0
General export measures

Export Market Development Grants Scheme DFA 1.3 1.6 1.8 1.8

TEXCO TE 2.0 - - -

TRADEX TE - 0.2 0.3 0.3
General investment measures

Development allowance TE 1.2 1.1 1.0 0.8
General R&D measures

Cooperative Research Centres Fl 1.0 0.0 1.3 3.0

CSIRO Fl 4.6 5.5 5.5 5.7

R&D Start & related programs DFA 1.0 1.0 0.1 0.1

R&D tax concession TE 71 7.4 6.9 51
General measures

Tasmanian Freight equalisation scheme DFA 18.0 16.0 20.1 19.8

Total 39.2 35.7 40.1 39.7

Printing, publishing and recorded media
Industry-specific measures

Extended printing industry competitiveness DFA - 13.5 15.9 4.1

Printing Industry Competitiveness Scheme DFA 5.9 3.5 1.9 0.4
General export measures

Export Market Development Grants Scheme DFA 3.1 3.1 2.9 2.9
General R&D measures

R&D Start & related programs DFA 20 1.0 1.6 1.6

R&D tax concession TE 14 14 1.3 1.0
General measures

Small business capital gains tax exemption TE 0.3 0.2 0.2 0.3
Total 12.7 22.7 23.8 10.3

Petroleum, coal, chemical and associated products
Industry-specific measures

Factor F program DFA 79.0 - - -
Investment Incentive to Methanex DFA - - - 20.0
Investment incentive to Syntroleum DFA 42.0 50.0 20.0 -

Pharmaceutical industry development program DFA 34.0 37.6 62.8 701
General export measures

Export Market Development Grants Scheme DFA 58 55 5.0 5.0

TEXCO TE 2.0 - - -

TRADEX TE - 1.9 2.8 3.4
General investment measures

Development allowance TE 9.9 8.7 7.9 6.8
General R&D measures

Biotechnology innovation fund DFA - - 1.3 4.4

Cooperative Research Centres Fl 19.0 17.6 14.4 13.6
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Table A.3 (continued)

Type@ 99-00 00-01 01-02b 02-03b
CSIRO Fl 404 40.8 40.9 41.9
Farm Innovation Program DFA - 0.1 0.1 -
Innovation investment fund DFA 8.8 12.8 0.4 0.9
New Industries Development Program Fl - - 0.3 0.3
R&D Start & related programs DFA 12.0 9.0 12.4 12.4
R&D tax concession TE 16.8 17.6 16.4 121
General measures
Small business capital gains tax exemption TE 0.7 0.5 0.5 0.5
Total 2704  202.1 1856.3  191.5
Non-metallic mineral products
General export measures
Export Market Development Grants Scheme DFA 1.0 1.0 1.1 1.1
TEXCO TE 1.0 - - -
General R&D measures
Innovation investment fund DFA - 1.2 - -
R&D Start & related programs DFA 1.0 7.0 10.6 10.6
R&D tax concession TE 7.7 8.0 7.5 5.5
Total 10.7 17.2  19.21 17.2
Metal products
General export measures
Export Market Development Grants Scheme DFA 4.0 3.9 3.1 3.1
TEXCO TE 5.0 - -
TRADEX TE - 2.4 3.6 4.3
General investment measures
Development allowance TE 58.9 51.9 47.2 40.1
General R&D measures
Cooperative Research Centres Fl 9.0 114 8.8 8.3
CSIRO Fl 28.0 28.3 28.2 29.0
R&D Start & related programs DFA 6.0 5.0 7.4 7.4
R&D tax concession TE 22.9 24.0 22.4 16.5
Total 133.8 126.9 120.7 108.8
Motor vehicles and parts
Industry-specific measures
Automotive competitiveness and investment TE - 321.0 555.0 574.0
scheme
Automotive market access and development Fl 7.7 4.8 4.9 2.9
Duty free allowance TE 173.0 88.0 - -
Investment incentive for holden DFA - 4.5 8.5 4.0
PMV export facilitation scheme TE 348.0 363.0 - -
General export measures
Export Market Development Grants Scheme DFA 1.8 2.2 2.1 2.1
TEXCO TE 14.0 - - -
TRADEX TE - 63.9 956 116.1
General investment measures
Development allowance TE 12.8 11.3 10.3 8.7
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Table A.3 (continued)

Type@ 99-00 00-01 01-02b 02-03b
General R&D measures
Innovation investment fund DFA - 2.8 - -
R&D Start & related programs DFA 1.0 1.0 3.1 3.1
R&D tax concession TE 28.3 29.6 27.6 20.4
Total 586.6 892.1 707.2 7314
Other transport equipment
Industry-specific measures
Shipbuilding bounty DFA 14.7 13.1 12.0 11.0
Shipbuilding innovation scheme DFA 55 7.8 10.1 10.9
General export measures
Export Market Development Grants Scheme DFA 1.2 1.0 1.0 1.0
General R&D measures
Cooperative Research Centres Fl 1.0 - 0.8 1.9
R&D Start & related programs DFA 4.0 5.0 4.3 4.3
R&D tax concession TE 78.2 81.8 76.4 56.4
Total 104.6  108.7 104.7 85.6
Other machinery and equipment
General export measures
Export Market Development Grants Scheme DFA 15.4 14.7 14.8 14.8
TEXCO TE 14.0 -
TRADEX TE - 4.9 7.3 8.9
General investment measures
Development allowance TE 1.0 0.9 0.8 0.7
General R&D measures
Biotechnology innovation fund DFA - - - 0.1
Cooperative Research Centres Fl 20.0 23.8 224 19.3
CSIRO Fl 34.8 35.2 35.1 36.1
Innovation investment fund DFA 5.3 - - -
Major national research facilities Fl 0.5 0.5 0.3 1.8
New Industries Development Program Fl - - 0.2 0.2
R&D Start & related programs DFA 37.0 36.0 53.4 53.4
R&D tax concession TE 43.9 459 42.9 31.7
General measures
Wide Bay Burnett Structural Adjustment Program DFA - - 0.2 04
Total 171.9 169.9 177.6 167.4
Other manufacturing
General export measures
Export Market Development Grants Scheme DFA 5.8 9.2 8.1 8.1
TEXCO TE 9.0 - - -
TRADEX TE - 12.0 18.0 21.8
General R&D measures
Biotechnology innovation fund DFA - - 0.1 0.4
R&D Start & related programs DFA 11.0 14.0 18.4 18.4
R&D tax concession TE 6.0 6.3 59 4.4
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Table A.3 (continued)

Type@ 99-00 00-01 01-02b 02-03b
General measures
Tasmanian Freight equalisation scheme DFA 2.0 3.0 1.7 1.7
Total 33.8 44.6 52.2 54.8
Unallocated manufacturing
General export measures
Duty Drawback TE 86.5 70.3 87.7 81.5
General R&D measures
Technology Diffusion program DFA 15.9 14.2 12.9 4.2
General measures
Enterprise development program Fl 6.0 1.3 0.7 -
Small business capital gains tax exemption TE 04 0.3 0.3 0.3
Tasmanian Freight equalisation scheme DFA 28.0 35.0 32.8 32.3
Total 136.8 121.1 134.4 118.3
Total outlays 634.6 610.7 763.7 7331
Total tax expenditures 1075.2 1313.9 1099.3 1062.9
Total Budgetary assistance 1709.6 1924.6 1862.9 1796.0
= Nil. Figures may not add to total due to rounding. @ DFA: direct financial assistance; Fl: funding to

institutions; TE: tax expenditures. b 2001-02 data are Budget estimates and 2002-03 data are Budget

appropriations.

Sources: Commonwealth Budget and Budget related papers (various years); departmental annual reports

(various years); Treasury 2002; Commission estimates.
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Table A4 Commonwealth budgetary assistance to the services sector,
1999-2000 to 2002-03

$ million

Type@ 99-00 00-01 01-02b 02-03b

Electricity, gas and water supply
Industry-specific measures

Renewable energy commercialisation DFA - 6.8 10.0 15.7
Renewable energy equity fund DFA 2.7 2.8 3.4 25
General export measures
Export Market Development Grants Scheme DFA 0.2 0.4 0.4 0.4
General investment measures
Development allowance TE 6.4 5.6 51 4.3
Infrastructure bonds scheme TE 44.0 31.0 13.0 10.5
Infrastructure borrowing’s tax offsets scheme TE 25.0 43.0 43.0 43.0
General R&D measures
Cooperative Research Centres Fl 5.0 4.6 35 4.1
R&D Start & related programs DFA 1.0 2.0 3.4 3.4
Total 84.2 96.2 81.8 83.9

Construction
General export measures

Export Market Development Grants Scheme DFA 1.8 1.7 0.9 0.9

TRADEX TE - 0.6 0.9 1.1
General R&D measures

Cooperative Research Centres Fl - - 1.5 2.0

CSIRO Fl 25.4 22.1 22.1 22.7

Innovation investment fund DFA - 25 1.2 3.2

R&D Start & related programs DFA 1.0 1.0 3.7 3.7

R&D tax concession TE 7.6 7.9 7.4 5.5
General measures

Small business capital gains tax exemption TE 1.7 1.2 1.2 14
Total 37.5 37.0 38.9 40.4

Wholesale trade
General export measures

Export Market Development Grants Scheme DFA 134 13.2 124 12.4
TRADEX TE - 3.9 5.9 7.1
General R&D measures
R&D Start & related programs DFA 20 1.0 0.6 0.6
R&D tax concession TE 17.7 18.5 17.3 12.7
General measures
Small business capital gains tax exemption TE 17.3 12.6 12.6 14.1
Wide Bay Burnett Structural Adjustment Program DFA - - 0.2 0.3
Total 50.4 49.3 49.0 47.2
Retail trade
Industry-specific measures
Pharmacy restructuring grants DFA 13.0 10.0 - -

General export measures
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