2 Assistance estimates

Each year the Commission publishes estimates of the assistance to industry provided
by a range of government programs and measures. Typically the estimates cover:

« tariff assistance, which assists mainly the manufacturing sector;

« Australian Government budgetary assistance applying to all sectors; and

« agricultural pricing and regulatory assistance.

As well as providing estimates for each of these categories, the Commission

provides estimates of the ‘combined’ assistance for all sectors, and effective rates of
combined assistance for the manufacturing, primary production and mining sectors.

The estimates do not aim to capture all Australian Government support for industry
(box 2.1); nor, apart from some minor agricultural assistance, do they include State
government assistance. Quantification constraints also limit the precision of some of
the estimates, and care is needed when drawing inferences from them.

Box 2.1 Coverage of the Commission’s estimates

The Commission’s assistance estimates cover only those measures which selectively
benefit particular firms, industries or activities, and which can be quantified given
practical constraints in measurement and data availability. Exclusions from the annual
estimates include:

« for agricultural industries, any assistance effects that may be associated with
quarantine restrictions, the pricing of water resources or the impact of measures to
address land degradation resulting from farming practices;

« government programs affecting a range of service industries, mainly relating to the
provision of health and welfare, where funding predominantly benefits consumers
and individual citizens;

« capital depreciation subsidies and the impact of tariffs on capital items;

e various tax arrangements, including in relation to excises, the GST and particular
arrangements affecting the mining sector where resource rent taxation issues make
it difficult to determine assistance impacts;

« the effects of government purchasing preferences — for example, as they affect the
manufacturing sector and IT industries; and

« various Australian Government budgetary outlays on defence, health, education,
sport, the arts and the labour market.

ASSISTANCE 21
ESTIMATES



The estimates reported in this chapter extend the ‘2001-02” series of estimates,
introduced in last year’s Trade & Assistance Review, to cover the six years from
2001-02 to 2006-07. More detailed estimates of budgetary assistance by
government program are also presented in appendix A. Guidance on the derivation
and interpretation of the estimates is provided throughout this chapter and in the
Methodological Annex accompanying this publication.

2.1 Tariff assistance

Tariffs have direct effects on the returns received by Australian producers. Tariffs
on imported goods increase the price at which those goods are sold on the
Australian market, and thus allow scope for domestic producers of similar products
to increase their prices. On the other hand, tariffs also increase the price of goods
that are used as inputs and thus penalise local industries. This ‘penalty’ is reduced if
tariff concessions are available to Australian producers. These effects are captured
in the Commission’s estimates of tariff assistance.

The Commission estimates that the gross dollar value of tariff assistance for
domestically produced outputs was around $9.1 billion in 2006-07 (table 2.1). This
compares to an estimate of around $8.4 billion in 2005-06 and, at the start of the
series, $7.6 billion in 2001-02. For 2006-07, the increase in tariff assistance largely
reflects growth over the year in domestic production of tariff assisted items.

Table 2.1 Total tariff assistance, 2001-02 to 2006-07

$million
2001-02 2002-03 2003-04 2004-05 2005-06 2006-07
Output assistance 7594.8 8279.1 8932.6 8637.5 8417.5 9051.8
Input assistance -6434.0 -6963.4 -7600.5 -7521.9 -7069.5 -7658.4
Net assistance 1160.7 1315.7 1332.2 1115.6 1347.9 1393.4

Source: Commission estimates.

Net tariff assistance to industry was estimated to be around $1.4 billion in 2006-07.
Since 2001-02, net tariff assistance has fallen in real (that is, price-adjusted!) terms
by around 1 per cent.

1 The ‘real’ estimates in this chapter have been calculated by deflating the current value series to a
‘real value’ series, indexed to the reference year 2001-02, using the GDP deflator.
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Most tariff assistance is directed towards industries in the manufacturing sector
(table 2.2, on pages 2.4 and 2.5). Indeed, the sector derives around three-quarters of
its total measured assistance from this source.

Mining and primary production industries receive little tariff assistance on outputs,
and tariffs cannot be levied on services. On the other hand, because of their cost-
raising effects on inputs, tariffs impose net penalties on all industries in these
sectors, other than Horticulture & fruit growing and Forestry & logging (final
column, table 2.2b).

2.2 Australian Government budgetary assistance
Budgetary assistance comprises a range of outlays and tax concessions (figure 2.1).

Recipients include individual firms, including those undertaking or utilising
particular activities such as R&D, as well as particular industries or sectors.

Figure 2.1 Forms of budgetary assistance

‘ Budgetary assistance ‘

/\

Budgetary outlays Tax concessions
- industry or activity specific - industry or activity specific
—® Direct financial Direct financial —=
- bounties, grants, subsidies - exemptions
- interest rate subsidies - deductions
- credits, loans - rebates
- loan guarantees, insurance - preferential tax rates
- equity injections - deferrals

—®— Funding to organisations which perform
services of benefit to industry

As well as reporting its budgetary assistance estimates in the aggregate, Trade &
Assistance Review also reports on:

o the activities — R&D, export, industry-specific support etc — to which the
assistance 1s directed; and

« the incidence of the assistance across different sectors and industry groupings.

The assistance estimates in this section and in appendix A are derived primarily
from the Australian Government Budget Papers and Treasury’s 2007 Tax
Expenditures Statement. The estimates incorporate revisions to outlays and tax
concessions for previous years.
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Table 2.2a  Net tariff assistance by industry grouping,2 2001-02 to 2005-06

$ million

Industry grouping

2001-02 2002-03 2003-04 2004-05 2005-06

Primary production
Dairy cattle farming
Grain, sheep and beef cattle farming
Horticulture and fruit growing
Other crop growing
Other livestock farming
Fisheries
Forestry and logging
Other primary productionb
Mining
Manufacturing
Food, beverages & tobacco
Textiles, clothing, footwear & leather
Wood & paper products
Printing, publishing & media
Petroleum, coal, chemical & ass. products
Non-metallic mineral products
Metal product manufacturing
Motor vehicles & parts
Other transport equipment
Other machinery & equipment
Other manufacturing

Services
Electricity, gas & water supply®
Construction
Wholesale trade®
Retail trade®
Accommodation, cafes & restaurants
Transport & storage
Communication services
Finance & insurance
Property & business services
Government administration & defence
Education
Health & community services
Cultural & recreational services
Personal & other services

-22.3
4.1
-25.6
27.3
6.4
32
22.2
23.1
11.1

-146.8

45443
905.3
548.0
355.4
195.4
560.9
142.9
682.0
625.1

30.1
275.7
223.6

-3214.5
-70.5
-911.6
-151.4
-530.6
-306.3
-211.2
-146.8
-21.7
-256.0
-265.7
-65.3
-85.9
-114.1
-77.3

-13.9
-2.8
-18.2
235
-5.5
-2.9
-21.3
222
-8.9

-147.5

4957.4
978.6
569.4
418.2
214.0
615.5
168.7
729.2
689.6

33.2
312.5
228.5

-3480.3
-76.5
-1022.8
-168.7
-568.8
-315.6
-224.9
-155.9
-22.8
-272.6
-280.5
-70.1
-92.6
-129.6
-78.9

-16.9
-3.0
-22.4
26.6
-6.0
-2.9
-21.3
222
-10.2

-139.2

5343.9
1007.9
641.4
4431
232.9
667.2
1911
787.4
755.6
36.4
332.9
2481

-3855.6
-80.0
-1188.7
-180.4
-616.5
-355.9
-245.7
-162.9
-24.9
-290.6
-304.6
-73.9
-100.9
-146.1
-84.4

-11.2
-3.4
-20.5
28.2
-5.6
-3.0
-18.8
217
-9.9

-176.8

5218.0
1026.9
525.5
436.6
237.9
700.4
176.0
807.2
676.5
39.8
344.8
246.3

-3914.4
-79.4
-1279.3
-175.6
-574.0
-366.6
-242.2
-160.3
-26.9
-296.4
-304.1
-76.9
-99.8
-145.6
-87.2

3.2
-3.1
-16.9
30.8
-4.6
-2.6
-14.9
22.8
-8.3

-219.7

5339.5
1077.6
390.4
495.0
263.0
750.9
188.9
840.0
613.6
47.9
416.2
256.0

-3775.0
-73.5
-1288.3
-153.5
-510.2
-369.9
-216.2
-141.0
-28.5
-291.2
-304.1
-77.4
-98.2
-140.6
-82.3

A Tariff assistance estimates are derived using ABS Industry Gross Value Added at current prices data. This
information is subject to periodic revision by the ABS. Totals may not add due to rounding. b Other primary
production includes Services to agriculture (including Hunting & trapping) and Poultry farming. © Due to ABS
industry-of-origin classification conventions, a small amount of output tariff assistance is recorded for these

service industries.

Source: Commission estimates.
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Table 2.2b  Tariff assistance by industry grouping,2 2006-07
$million
Output Input Net tariff
Industry grouping assistance assistance assistance
Primary production 74.2 -68.8 5.4
Dairy cattle farming 0.0 -3.1 -3.1
Grain, sheep and beef cattle farming 0.1 -16.6 -16.5
Horticulture and fruit growing 37.7 -7.4 30.3
Other crop growing 0.0 -4.4 -4.4
Other livestock farming 0.0 -2.5 -2.5
Fisheries 0.0 -18.4 -18.4
Forestry 36.4 -8.2 28.2
Other primary productionP 0.0 -8.2 -8.2
Mining 3.7 -256.8 -253.1
Manufacturing 8656.1 -2891.5 5764.6
Food, beverages & tobacco 1549.8 -387.3 1162.4
Textiles, clothing, footwear & leather 545.0 -134.1 410.9
Wood & paper products 696.4 -183.6 512.8
Printing, publishing & media 413.9 -141.4 272.5
Petroleum, coal, chemical & ass. products 1080.0 -302.1 777.9
Non-metallic mineral products 270.2 -64.8 205.5
Metal product manufacturing 1427.8 -399.6 1028.2
Motor vehicles & parts 1358.6 -724.4 634.2
Other transport equipment 121.7 -72.2 49.5
Other machinery & equipment 728.5 -284 .4 444 1
Other manufacturing 464.0 -197.5 266.5
Services 317.9 -4441.3 -4123.5
Electricity, gas & water supply® 6.1 -80.2 -74.0
Construction 0.0 -1469.7 -1469.7
Wholesale trade€ 136.3 -299.1 -162.8
Retail trade© 175.5 -709.8 -534.3
Accommodation, cafes & restaurants 0.0 -386.5 -386.5
Transport & storage 0.0 -247.5 -247.5
Communication services 0.0 -146.6 -146.6
Finance & insurance 0.0 -31.2 -31.2
Property & business services 0.0 -323.3 -323.3
Government administration & defence 0.0 -326.7 -326.7
Education 0.0 -82.9 -82.9
Health & community services 0.0 -105.5 -105.5
Cultural & recreational services 0.0 -146.6 -146.6
Personal & other services 0.0 -85.8 -85.8

a Tariff assistance estimates are derived using ABS Industry Gross Value Added at current prices data. This
information is subject to periodic revision by the ABS. Totals may not add due to rounding. b other primary
production includes Services to agriculture (including Hunting & trapping) and Poultry farming. © Due to ABS
industry-of-origin classification conventions, a small amount of output tariff assistance is recorded for these

service industries.
Source: Commission estimates.
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Aggregate estimates

Estimates of the assistance in nominal terms provided by the budgetary measures
covered in this Review, for the period 2001-02 to 2006-07, are shown in table 2.3
and figure 2.2. That assistance totalled around $6.5 billion in 2006-07, compared to
$5.9 billion in 2005-06 and, at the start of the series, $4.7 billion in 2001-02. This
represents an increase in real terms since 2001-02 of 15 per cent.

Factors contributing to the increase in budgetary assistance over the last year include:

« increases of around $270 million in ‘exceptional circumstances’ drought relief
(to $657 million in 2006-07), and of around $70 million in the offshore banking
unit tax concession (to $160 million in 2006-07);

 the introduction in 2006-07 of the 25 per cent entrepreneurs’ tax offset and the LPG
vehicle scheme, with funding of $130 million and $122 million, respectively; and

« the full implementation of the fisheries structural adjustment package ($160
million in 2006-07, compared to $1.3 million spent towards the end of 2005-06).

Outlays constituted three-fifths of estimated budgetary assistance in 2006-07.

Table 2.3 Total estimated budgetary assistance, 2001-02 to 2006-07

$million
2001-02 2002-03 2003-04 2004-05 2005-06 2006-07
Budgetary outlays 2225.5 2359.2 2824.2 3043.3 35281 3877.2
Tax concessions 2450.6 2572.8 2387.3 2400.9 2354.7 2631.9
Total 4676.1 4932.0 5211.5 5444 1 5882.8 6509.0

Source: Commission estimates.

Figure 2.2  Total estimated budgetary assistance, 2001-02 to 2006-07

$million

7000
6000
5000 r
4000 - |—_—‘
3000 - |

2000 - I
1000 +

Outlays g Taxexpenditures

2001-02 2002-03 2003-04 2004-05 2005-06 2006-07

Data sources: Australian Government Budget Papers; Treasury (2008); Commission estimates.
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Activities targeted

Budgetary assistance is often designed to encourage particular activities undertaken
by firms across various industries or sectors. To provide an indication of the
distribution of assistance among activities, the Commission classifies its estimates
of Australian Government budgetary assistance into several categories: R&D,
export, investment, and sectoral assistance, as well as industry-specific assistance and

a residual ‘other’ category.

A degree of caution is required in
interpreting these estimates because
particular programs may be designed
to encourage more than one type of
activity. In  such  cases, the
Commission  has  allocated the
program’s total funding to the activity
deemed to be the main target of the
assistance. A further qualification is
that the extent to which an activity that
appears to be targeted by a program
actually benefits from the assistance is
not always clear.

As shown in figure 2.3, the largest
share of budgetary assistance is
provided for R&D activities.

Sectoral and industry
distribution

The Commission estimates the
incidence of budgetary assistance by
the initial benefiting industry. It
reports the incidence using a four
sector classification of the Australian
economy and a multiple ‘industry

Figure 2.3 Estimated budgetary
assistance by activity,2
2006-07

Other
measures
18%

R&D
29%

Sectoral
assistance
14%

Investment
3% Industry-
specific

assistance

25%

a The assistance categories include general as well as
specific schemes targeting an activity within an industry.
For example, the R&D assistance category includes
broad-based measures (such as the general R&D tax
concession) as well as industry-specific measures (such
as government funding for the Grape and Wine R&D
Corporation). The sectoral assistance category covers
programs specifically benefiting producers in a sector or
facilitating adjustment. The other general assistance
category covers measures (such as the regional
assistance program) not already included in the above
categories.

Source: Commission estimates

grouping’ classification. While reporting of budgetary assistance by broad sectors

and industries helps highlight the

incidence of assistance and facilitates

comparisons, the estimates of the sectoral and industry distribution of assistance
included in this edition of Trade & Assistance Review are subject to a number of

qualifications (box 2.2).
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Box 2.2 Sectoral and industry distribution estimates:
the need for caution

The methodology for allocating budgetary assistance among the sectors and industry
groupings is discussed in Methodological Annexes to earlier editions of Trade &
Assistance Review (PC 2000a, 2002a, 2006a). While the Commission has used
detailed information to make these allocations, the need for judgment means that there
remains some scope for imprecision.

A further consideration for the estimates presented here is that the assistance provided
by a number of the programs introduced into the new series has not been allocated
among sectors and industry groupings. Rather, they have been assigned to the
‘unallocated’ category.

There can be significant variations in assistance between firms within a sector or
industry grouping. Indeed, many firms do not make any use of government programs.
For example, a study by Commission staff (Revesz and Lattimore 2001) found that the
use of R&D and certain export programs between 1994 and 1998 ranged from 2 to 23
per cent of firms in the targeted activities.

Finally, the various sectors and industry groupings are of course not equivalent in size.
The Commission’s ‘effective rate’ estimates (section 2.4) give an indication of the

assistance received by different sectors and industries relative to their size.

As figure 2.4 shows, manufacturing, Figure 2.4 Estimated budgetary

primary production and the (much
larger) services sector each received
around one third of estimated budgetary
assistance.

Table 2.5 (on pages 2.10 and 2.11) details
the incidence of estimated budgetary
assistance by the Commission’s ‘industry
grouping’ classification. These estimates
indicate that Grain, sheep & beef cattle
farming received the most budgetary
assistance in 2006-07, mainly in the
form of ‘exceptional circumstances’
payments and various R&D assistance
schemes. The Motor vehicles & parts

assistance by sector,
2006-07

Primary
\ Industries
33%

Services
29%

Mning
5%

Manufacturing
32%

(MVP) industry grouping also received Source: Commission estimates

substantial budgetary assistance.
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2.3 Agricultural pricing and regulatory assistance

Historically the bulk of measured assistance to the agriculture sector has been
maintained through a range of statutory marketing arrangements, regulations and
price support schemes.

While many of these schemes were dismantled in the 1980s, up to 1997 the
Commission’s estimates still incorporated assistance derived from statutory
marketing arrangements for dairy, sugar, rice and eggs, a local content scheme for
tobacco leaf and loan guarantees for borrowings by the wheat and wool boards.

However, over recent years, the assistance included in this category has been
limited to just three measures, namely:

« the ongoing payments to dairy farmers under a structural adjustment package
introduced in conjunction with the deregulation of the industry in 2000, which
are funded by a levy on milk;

o some payments to sugar producers under the Australian Government’s 2002
Sugar Industry Reform Program, which was to be funded by a levy of 3 cents per
kilogram on domestic sugar sales;2 and

« assistance to rice farmers through statutory marketing arrangements which
allowed the NSW Rice Growers Co-operative to vest and market all rice grown
in the state, enabling the domestic price of rice to be maintained at higher levels
than would otherwise prevail.

With the cessation of assistance from the latter measure on 1 July 2006, estimated
assistance in this category in 2006-07 derived solely from dairy adjustment
payments, and totalled $124 million (table 2.4).

Table 2.4 Agricultural pricing and regulatory assistance by industry
grouping, 2001-02 to 2006-07

$million

2001-02 2002-03 2003-04 2004-05 2005-06 2006-07
Dairy cattle farming 261.2 170.3 150.4 143.5 136.6 124.3
Grain, sheep and beef cattle
farming (inc. rice) 6.6 8.4 6.4 5.2 4.1 -
Other crop growing
(inc. sugar) - 17.6 9.1 - - -
Total 267.8 196.3 165.9 148.7 140.6 124.3

Source: Commission estimates.

2 Assistance provided under the new Sugar Industry Reform Program, announced in 2004, is
included in the Commission’s budgetary assistance estimates.
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Table 2.5a Total estimated budgetary assistance by industry grouping,
2001-02 to 2005-06

$ million
Industry grouping 2001-02 2002-03 2003-04 2004-05 2005-06
Primary production 1015.6 1402.2 1358.7 1295.8 14514
Dairy cattle farming 70.8 136.3 142.0 116.7 152.2
Grain, sheep and beef cattle farming 475.3 720.9 664.8 482.8 598.2
Horticulture and fruit growing 111.7 157.3 136.2 135.9 143.2
Other crop growing 91.0 774 148.5 191.5 213.6
Other livestock farming 28.6 40.4 31.6 23.2 27.0
Fisheries 81.6 70.9 734 129.2 111.4
Forestry and logging 414 95.0 35.6 93.8 84.4
Other2 & unallocated primary productionP 115.2 103.9 126.7 122.7 121.3
Mining 238.4 198.0 200.8 236.4 253.5
Manufacturing 19551 1814.4 1888.0 1734.4 1732.8
Food, beverages & tobacco 80.4 791 103.9 107.4 124.7
Textiles, clothing, footwear & leather 258.5 209.3 202.9 198.9 209.8
Wood & paper products 43.7 42.2 40.9 47.7 52.8
Printing, publishing & media 24.3 25.6 31.9 18.7 23.5
Petroleum, coal, chemical & ass. products 180.5 212.7 176.9 135.6 169.5
Non-metallic mineral products 20.7 9.1 8.6 8.6 10.6
Metal product manufacturing 120.6 138.3 185.8 138.8 95.9
Motor vehicles & parts 750.0 682.1 696.8 652.9 581.9
Other transport equipment 101.7 411 34.8 19.3 27.1
Other machinery & equipment 181.3 154.6 128.3 1221 140.6
Other manufacturing 53.5 56.6 129.2 120.2 135.2
Unallocated manufacturing® 139.9 163.7 147.8 164.4 161.3
Services 909.7 916.7 1074.6 1330.7 1387.8
Electricity, gas & water supply 55.1 53.4 52.6 38.4 67.3
Construction 17.8 19.5 21.7 20.1 22.1
Wholesale trade 51.7 451 53.3 61.8 68.4
Retail trade 10.0 20.7 22.7 29.1 33.6
Accommodation, cafes & restaurants 14.9 249 241 224 22.5
Transport & storage 69.0 74.6 73.4 69.4 64.6
Communication services 77.0 89.3 123.6 133.3 137.3
Finance & insurance 104.6 95.0 153.6 206.9 222.0
Property & business services 159.5 197.0 239.6 276.8 309.2
Government administration & defence 1.2 7.2 6.4 3.6 1.7
Education 12.3 11.3 12.4 11.1 16.1
Health & community services 341 291 42.6 69.4 62.0
Cultural & recreational services 92.5 111.3 128.2 212.7 183.4
Personal & other services 54 5.0 5.3 7.4 9.3
Unallocated servicesP 204.5 133.5 115.0 168.3 168.1
Unallocated otherP 557.3 600.7 689.4 846.9 1057.4

a QOther primary production includes Services to agriculture (including Hunting & trapping) and Poultry farming.
b Unallocated includes general programs where details of beneficiaries are unknown.

Source: Commission estimates.
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Table 2.5b Estimated budgetary assistance by industry grouping, 2006-07
$ million

Budgetary Tax Total
Industry grouping outlays concessions assistance
Primary production 1602.8 192.0 1794.8
Dairy cattle farming 195.0 20.4 215.4
Grain, sheep and beef cattle farming 662.1 98.0 760.2
Horticulture and fruit growing 97.8 36.9 134.7
Other crop growing 152.0 16.8 168.8
Other livestock farming 21.3 6.4 27.7
Fisheries 296.6 8.1 304.7
Forestry and logging 63.3 -5.2 58.0
Other@ and unallocated primary production® 114.7 10.6 125.3
Mining 139.6 131.1 270.7
Manufacturing 798.4 963.3 1761.7
Food, beverages & tobacco 102.8 28.2 131.0
Textiles, clothing, footwear & leather 119.5 69.0 188.6
Wood & paper products 27.5 25.5 53.0
Printing, publishing & media 17.4 6.9 24.4
Petroleum, coal, chemical & ass. products 154.5 25.7 180.3
Non-metallic mineral products 4.9 8.4 13.3
Metal product manufacturing 78.5 25.6 104.1
Motor vehicles & parts 13.6 607.2 620.8
Other transport equipment 10.5 8.4 18.9
Other machinery & equipment 100.1 44.9 145.0
Other manufacturing 124.4 9.5 133.9
Unallocated manufacturing® 445 103.9 148.4
Services 1034.0 560.0 1594.1
Electricity, gas & water supply 45.5 11.9 57.4
Construction 115 15.0 26.5
Wholesale trade 24.4 49.8 74.2
Retail trade 129.9 30.2 160.0
Accommodation, cafes & restaurants 5.1 211 26.2
Transport & storage 36.2 21.6 57.8
Communication services 122.3 23.2 145.6
Finance & insurance 35.0 252.9 288.0
Property & business services 208.6 115.6 324.2
Government administration & defence 44 0.2 4.6
Education 12.2 3.0 15.2
Health & community services 87.2 8.1 95.3
Cultural & recreational services 157.5 -1.2 156.3
Personal & other services 6.4 4.6 10.9
Unallocated servicesP 147.8 4.0 151.8
Unallocated otherP 302.3 785.5 1087.8

a Other primary production includes Services to agriculture (including Hunting & trapping) and Poultry farming.
b Unallocated includes general programs where details of beneficiaries are unknown.

Source: Commission estimates.
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2.4 Combined tariff, budgetary and agricultural pricing
and regulatory assistance

The Commission compiles ‘combined’ estimates of the various forms of assistance
covered in this chapter, namely:

. tariff assistance;
« Australian Government budgetary assistance; and

« agricultural pricing and regulatory assistance.

The combined estimates exclude State budgetary assistance and assistance provided
through restrictions on services trade and anti-dumping measures, as well as other
forms of assistance that are not captured in the Commission’s estimates (as outlined
in box 2.1).

Measures

Tables 2.6 and 2.7 set out the dollar value of estimated combined assistance in
current dollar terms, both in total and for different industry groupings, for the six
years to 2006-07. This net subsidy equivalent is a measure of the net assistance to
the land, labour and capital resources used in a particular industry or activity. It
measures the transfers of income to benefiting producers from consumers, taxpayers
and other firms, although it does not indicate the ‘economic welfare’ costs to the
community of the assistance.

Table 2.8 reports estimates of the effective rate of assistance (ERA) for the
manufacturing, primary production and mining sectors for the six years to 2006-
07.3 Technically, ERA are a measure of the net assistance to an industry divided by
the industry’s unassisted value added. They can provide an indication of the extent
to which assistance to an industry allows it to attract and hold economic resources.
That 1s, where there is some competition between industries for resources, those
industries with relatively high effective rates of assistance are more likely, as a
result of their assistance, to be able to attract resources away from those with lower
rates.

3 ERA have not been published for the services sector. Among other things, this reflects technical
matters associated with the treatment of services in transportable goods sectors. Because of these
technical issues, ERA for services would involve double-counting of services value added in the
formation of economy-wide ERA measures.
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Aggregate estimates

The total assistance to industry covered by the estimates in gross terms was $15.7
billion in 2006-07. With the deduction of the negative effects of tariff assistance on
industry inputs, estimated net assistance amounted to around $8 billion (table 2.6).

While relatively stable in the middle years of the series, gross assistance has on
average increased since 2001-02, by around 25 per cent in nominal terms and 3 per
cent in real terms.

Estimated net assistance to industry has increased since 2001-02, by more than 30
per cent in nominal terms and 9 per cent in real terms.

Table 2.6 Estimated combined assistance, 2001-02 to 2006-07
$million

2001-02 2002-03 2003-04 2004-05 2005-06 2006-07

Tariff output assistance 7594.8 82791 89326 8637.5 8417.5 9051.8

Budgetary outlays 22255 2359.2 2824.2 3043.3 3528.1 3877.2

Tax concessions 2450.6 2572.8 2387.3 2400.9 2354.7 2631.9
Agricultural marketing and

pricing assistance 267.8 196.3 165.9 148.7 140.6 124.3

Total gross assistance 12538.7 13407.3 14310.0 14230.3 14440.9 15685.1

Tariff input assistance -6434.0 -6963.4 -7600.5 -7521.9 -7069.5 -7658.4

Total net assistance 6094.8 64439 6709.5 67084 73714 8026.7

Source: Commission estimates.

Sectoral results

At the sectoral level, the estimates in tables 2.7 and 2.8 indicate that, in 2006-07:

o the manufacturing sector attracted the most estimated assistance in absolute

dollar terms;

« primary production recorded the highest rate of measured effective assistance;

mining received virtually no net measured assistance;
combined assistance as measured to the services sector was negative; and

compared to the levels of assistance to manufacturing and agriculture recorded
in earlier periods, these sectors recorded low average rates of assistance (see

box 2.3).
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Box 2.3 Estimated effective rates of assistance to manufacturing and
agriculture since 1970

The Commission has estimated assistance to the manufacturing and agricultural
sectors since the early 1970s. The estimates have been derived in several ‘series’,
each spanning a number of consecutive years. Each series retains a common
methodology, coverage of measures and data sources across those years. However,
caution is required in comparing estimates from the different series, as there can be
changes in the coverage of assistance measures, methodologies and data sources
between them. That said, taken together, they do provide a broad indication of
directions and trends in assistance at the sectoral level over time.

The chart below presents estimates from the different series from 1970-71. Breaks in
the series are represented by gaps in the chart, and overlaps are included to show the
effects, for particular years, of the changes made in moving between series.

The estimates indicate that there has been a significant decline in measured
assistance to the manufacturing and agricultural sectors over the last 35 or so years.
For example, the estimated effective rate of assistance for manufacturing (as
calculated in the first series) was around 35 per cent in 1970-71, whereas since 2000,
the rate (as calculated in the new 2001-02 series, as well as in the previous 1996-97
series) has been around 5 per cent. This decline has been driven in particular by the
25 per cent across-the-board tariff cut of 1973, the abolition of tariff quotas and the
broad programs of tariff reductions that commenced in the late 1980s. For agriculture,
the estimated effective rate of assistance (as calculated in the first series) was over 25
per cent in 1970-71, whereas today the estimate for primary production is in the order
of 5 per cent.
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Industry estimates

These sectoral averages hide significant variation in assistance between industries.
At the high end are Textiles, clothing and footwear (TCF) and parts of MVP. The
ERA for these industry groupings are around 13 and 12 per cent, respectively. It
should be noted that the MVP industry grouping covers a broader range of activities
than just passenger motor vehicle production. Some of the activities in this industry
grouping receive relatively low assistance; others attract high levels of assistance.
That said, reflecting a series of reforms, assistance to both these industry groupings
has declined significantly over recent decades.4

The dairy industry continues to record the highest level of assistance among
agricultural industries, with an effective rate of around 15 per cent in 2006-07.
However, this represents a significant decline compared with the level that
prevailed prior to the industry’s deregulation in July 2000, when the effective rate
of combined assistance was estimated to exceed 30 per cent. Further, under the new
arrangements, assistance to dairy farmers has been ‘decoupled’ from dairy output
and farm activity levels, thus diluting its effects on production incentives.

All other industry groupings covered in the estimates, apart from fisheries (see
below), recorded an effective rate of less than 10 per cent in 2006-07, with most
recording a rate of less than 5 per cent.

While mining recorded a negligible ERA and fisheries and forestry recorded ERA
of around 13 and 6 per cent respectively, the forms of assistance covered in the
‘combined’ estimates are likely to play a relatively minor role in these industries
compared with other government measures. Specifically:

o the mining industry is more affected by environmental regulation, prescribed
royalty levels and accelerated depreciation provisions. Native title legislation can
also affect land access and tenure; and

« key government measures affecting forestry and fisheries relate to resource
management issues, such as the pricing of forest products, and certain tax
provisions relating to investments in plantation forestry by managed investment
schemes, and the use of mechanisms such as quotas and licenses to control
fisheries harvesting rates to protect the resource stock.

The assistance implications of these measures, whether positive or negative, are not
captured in the Commission’s estimates.

4 Whereas today automotive tariffs are at 10 per cent, and tariffs on TCF are at 17.5 per cent or
lower, in the late-1980s automotive tariffs were 45 per cent, and the highest tariff rate for any one
TCF line item (inclusive of the effect of tariff quotas) was 125 per cent. The effective rates of
assistance for the automotive industry and TCF (as estimated in the 1983-84 series) were 140 per
cent and 157 per cent, respectively, in 1984-85.
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Table 2.7 Combined? assistance by industry grouping, 2001-02 to 2006-07

$ million
Industry grouping 2001-02 2002-03 2003-04 2004-05 2005-06 2006-07
Primary productionb 12611 1584.5 1507.7 1433.2 1595.2 1924.4
Dairy cattle farming 327.9 303.7 289.4 256.9 285.6 336.6
Grain, sheep and beef cattle farming 456.3 7111 648.8 467.5 585.4 743.7
Horticulture and fruit growing 138.9 180.8 162.8 164.1 174.0 165.0
Other crop growing 84.6 89.5 151.6 185.9 209.0 164.3
Other livestock farming 25.4 37.5 28.7 201 24 .4 25.2
Fisheries 59.4 49.6 52.0 110.4 96.6 286.3
Forestry and logging 64.5 117.2 57.8 115.5 107.3 86.2
Other primary production° 13.1 13.3 14.9 13.7 171 18.0
Mining 91.7 50.5 61.5 59.6 33.8 17.5
Manufacturingb 6489.5 6771.8 72319 69524 7072.3 7526.3
Food, beverages & tobacco 985.7 1057.7 1111.8 11343 1202.3 12934
Textiles, clothing, footwear & leather 796.7 778.7 844.3 724 .4 600.2 599.5
Wood & paper products 399.1 460.4 484.0 484.3 547.9 565.9
Printing, publishing & media 219.7 239.6 264.8 256.6 286.6 296.9
Petroleum, coal, chemical
& associated products 741.4 828.2 844 .1 836.0 920.4 958.2
Non-metallic mineral products 163.6 177.8 199.7 184.6 199.4 218.8
Metal product manufacturing 802.5 867.4 973.2 945.9 9359 11323
Motor vehicles & parts 13751 1371.8 14524 13294 11955 1255.0
Other transport equipment 131.8 74.3 71.2 59.1 75.0 68.4
Other machinery & equipment 457.0 467 .1 461.2 466.9 556.8 589.1
Other manufacturing 277 1 285.0 377.3 366.5 3911 400.5
Services” -2304.8 -2563.6 -2781.0 -2583.7 -2387.3 -2529.4
Electricity, gas & water supply -15.4 -23.1 -27.4 -41.0 -6.2 -16.6
Construction -893.8 -1003.3 -1167.0 -1259.2 -1266.2 -1443.3
Wholesale trade -99.7 -1236 -1271 -113.8 -85.1 -88.6
Retail trade -520.7 -548.1 -593.8 -5450 -476.6 -374.3
Accommodation, cafes & restaurants  -291.4  -290.7 -331.8 -3442 -3474 -360.3
Transport & storage -142.2 -150.3 -1723 -1728 -151.6 -189.7
Communication services -69.8 -66.6 -39.3 -27.0 -3.7 -1.1
Finance & insurance 82.9 72.2 128.7 180.0 193.5 256.8
Property & business services -96.4 -75.6 -51.0 -19.6 18.0 0.8
Govt. administration & defence -264.5 -273.3 -298.1 -300.6 -3024 -322.1
Education -53.0 -58.9 -61.5 -65.7 -61.3 -67.7
Health & community services -51.8 -63.5 -58.3 -30.3 -36.2 -10.2
Cultural & recreational services -21.6 -18.3 -17.9 67.1 42.8 9.7
Personal & other services -71.9 -73.9 -79.1 -79.8 -73.1 -74.9
Unallocated other 557.3 600.7 689.4 846.9 1057.4 1087.8

@ ‘Combined assistance’ comprises budgetary, tariff and agricultural pricing and regulatory assistance.
b Sectoral totals include assistance to the sector that has not been allocated to specific industry groupings.
€ Other primary production includes Services to agriculture (including Hunting & trapping) and Poultry farming.

Source: Commission estimates.
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Table 2.8 Effective rate of combined?2 assistance by industry grouping,
2001-02 to 2006-07

per cent
Industry grouping 2001-02 2002-03 2003-04 2004-05 2005-06 2006-07
Primary productionb 3.6 5.7 4.8 4.5 4.9 5.9
Dairy cattle farming 13.2 17.8 16.3 12.0 12.8 15.1
Grain, sheep and beef cattle farming 2.6 5.7 4.3 3.2 3.9 5.0
Horticulture and fruit growing 3.3 5.0 4.0 3.9 4.0 3.8
Other crop growing 2.9 3.6 5.6 6.9 7.7 6.3
Other livestock farming 2.0 3.4 2.6 1.6 1.9 2.1
Fisheries 3.0 2.6 2.7 6.0 5.3 12.7
Forestry and logging 5.1 9.7 4.8 10.0 9.3 6.0
Other primary production® 0.3 04 04 04 0.4 0.5
Mining 0.2 0.1 0.1 0.1 0.0 0.0
Manufacturing” 5.1 4.9 4.8 4.6 45 45
Food, beverages & tobacco 3.5 3.5 3.6 3.6 3.7 3.7
Textiles, clothing, footwear & leather 18.7 17.6 17.0 15.1 141 13.3
Wood & paper products 4.8 4.7 4.7 4.8 4.9 4.9
Printing, publishing & media 1.8 1.7 1.8 1.7 1.8 1.8
Petroleum, coal, chemical
& associated products 4.2 4.3 4.0 3.7 4.0 4.0
Non-metallic mineral products 3.0 2.7 2.7 2.7 2.7 2.8
Metal product manufacturing 3.5 3.6 3.7 3.6 3.6 3.5
Motor vehicles & parts 17.8 16.1 15.5 13.7 12.0 12.2
Other transport equipment 4.2 2.1 1.9 1.5 1.8 1.6
Other machinery & equipment 3.8 3.4 3.2 3.2 3.6 3.6
Other manufacturing 5.0 5.0 6.1 6.1 6.7 6.6

@ ‘Combined assistance’ comprises budgetary, tariff and agricultural pricing and regulatory assistance.
b Sectoral estimates include assistance to the sector that has not been allocated to specific industry
groupings. € Other primary production includes Services to agriculture (including Hunting & trapping) and
Poultry farming.

Source: Commission estimates.
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