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1 Whitegoods

by Wiggins Price and Associates Pty Ltd?!

1.1 Introduction

Microeconomic reform (MER) is an important part of the process of removing
barriers to achieving more competitive markets for goods and services. Competitive
markets force suppliers to respond quickly to meet consumer needs, to keep costs
down and to develop new and improved products. Competition is essential to
improving the productivity performance of all industries and to ensuring that the
benefits are equitably shared between suppliers and consumers.

The process by which industries are able to adapt to, and take advantage of, more
competitive markets is instructive to an understanding of how MER impacts on
management decisions. For example, managers may be able to negotiate more
competitive prices for telecommunications, water, electricity, financial and other
services. A firm's operating efficiency can also be improved indirectly through
better delivery of government services and more cost effective and efficient public
sector management, transport reforms, and improved education and training.
Individual firms and industries can capture these generally available externalities
from MER even with passive decision making.

But some forms of MER can challenge the most fundamental aspects of a firm's
operation and therefore require a more strategic approach by management. These
include tariff reductions, labour market reforms and other regulatory changes which
either force, or allow, re-organisation of production, marketing, product and input
sourcing, product design, cost structures and relative investment in land, labour and
capital.

1 The Wiggins Price and Associates report was received in July 1998. The Commission has
rearranged some material and introduced minor editorial changes to present the report in a way
consistent with other case studies. Responsibility for the material rests with Wiggins Price and
Associates. Copies of the original report are available upon request from the Commission.
Attachments to the report are available on the Commission’s website at www.pc.gov.au.
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Tariff protection is now generally recognised as a being a drag on the productive
capability of firms and the economy. By cushioning local firms from the increased
commercial pressure of international competition, incentives for cost containment
and innovation are reduced. Lower trade barriers also mean consumers have a wider
choice in the prices and quality of goods and services available.

Universal acceptance of this view was not always the case however. During much
of the 1970s and 1980s, lobbyists for the manufacturing sector, the one with
apparently most to lose from reductions in barrier protection, were sceptical of the
gains from trade reform. Dramatic declines in the size and contribution of
manufacturing to Australia’'s economy were often predicted. Most fears related to
those industries with the highest relative rates of tariff protection. Whitegoodsvas
one of those industries.

Hindsight has proved such fears to be unwarranted. As the Industry Commission
pointed out in itsAnnual Report 1996-97 (p. 14):

The level of manufacturing output is, in fact, more than twice today in real terms as it
was three decades ago. But over the same period, manufacturing’'s share of national
output fell from 26 per cent to 14 per cent, because other sectors - particularly services
- have been growing faster.

The Commission went on to note that a relative decline in manufacturing activity is
a common feature of economic progress in developed nations.

But manufacturing aggregates mask what has happened at the industry and firm
level in response to trade related MER reforms, especially for industries such as
whitegoods whose assistance levels started from such a high base 20 years ago.
Whitegoods has moved from a tariff and quota protected market position with
limited international exposure in the late 1970s to virtually open competition by the
mid-1990s.

Rather than realising the fears of those opposing trade reform, the Australian
whitegoods industry would seem to be a model example of the longer term benefits
of such reform. Over the last 20 years, the local industry’s turnover has grown from
around $1.0 billion to more than $2.2 billion; exports have increased from under 3
per cent of turnover to around 8 per cent. The number of local manufacturers has
more than halved. Production efficiencies have reduced the workforce by almost
half with consequent gains in productivity. Consumers have benefited by having a
wider choice of products and models at world competitive prices.

2 The whitegoods industry is defined as the manufacturing of domestic electrical refrigerators,
freezers, washing machines, rotary clothes dryers, dishwashers and electrical and non-electrical
cookers.
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The nature of the whitegoods market itself could hardly be considered to be a
catalyst of change. It is a mature market characterised by long product life and, with
some exceptions, household penetration at or near 100 per cent. Technological
change in product design has not been fast and the customer base has remained
relatively stable. Replacement purchases are a major explanatory factor of demand.

Y et despite these static market characteristics, the complexion of the industry has
altered considerably over the last decade or so. Given the nature of the market, it
would seem far more likely that the impetus for change resulted from exogenous
market factors rather than endogenous factors.

By far the most significant of these outside influences has been increased
competition due essentially to trade and other MER related reforms. Structural
change has occurred as a result of strategic management decisions in response to
this increased competitive pressure. Local manufacturers have sought to shore up
their market position by improving efficiency and developing new markets. New
importers have taken advantage of the more open market by establishing a foothold
in the local market.

While trade related and industry specific MER provided the impetus for this
transition (along with other MER such as foreign exchange and financial market
deregulation), it is the collective strategic response of firms in the industry, which
determined its outcome. An understanding of the Australian whitegoods industry’s
successful journey from a highly protected activity to a world competitive one is
therefore instructive to an understanding of the process by which MER can work
through an industry.

In this report, the relationship between the observed process of change in the
Australian whitegoods industry and MER is explored over the period from the late
1970s to the mid-1990s. Such a long term study is necessary for two reasons. First,

it covers the period before and after substantial MER — chiefly the reductions in
tariff protection over the 1980s and labour market reform in the 1990s. Second, it

allows for trends to be established which are uncorrupted by shorter term market
influences such as the home building cycle and general movements in the economic
cycle.

Section 2 of this report provides a snapshot of the Australian whitegoods industry
during the late 1970s when the last Industries Assistance Commission inquiry into
whitegoods was conducted (1978). Section 3 describes the magor forms of
microeconomic reform and other influences which impacted on the industry
throughout the period under review. Section 4 describes the pressures for change;
the strategies adopted by the industry to maintain its competitive position; and
analyses the productivity outcomes arising from those strategies. Finally, section 5
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draws conclusions on what can be learned from the whitegoods case study of the
relationship between MER and its influence on strategic decision making at the
industry and firm level.

1.2 Australia’s whitegoods industry prior to reform

This section provides a snapshot of the Australian whitegoods industry of the late
1970s — before the impact of tariff reductions and labour market reform MER. The
description draws heavily on two government reports. Industries Assistance
Commission (IAC) report (1978) and Bureau of Industry Economics (BIE) report

(1983). It also relies extensively on data from the Australian Bureau of Statistics
(ABS) for ASIC 3353 — Refrigerators and Household Appliances.

Both the IAC and BIE reports raised questions about the industry’s ability to
compete long term. The particular areas of concern included slow demand growth
and market saturation; increasing costs of wages, materials and components; lack of
economies of size; fragmentation; and failure to implement best practice
technology.

Although there had been considerable rationalisation of the industry’s structure over
the 1970's, the industry was not in particularly good shape at the end of that decade.
The Government’s decision on the |IAC’s 1978 report, which set in train the process
of tariff reductions for Australia's whitegoods industry, put the industry at the
crossroads.

Table 1.1 shows the key structural information on the Australian whitegoods
industry over the period 1970 to 1978 and compares its performance with that of the
manufacturing sector generally.

The full extent of the relative malaise facing the industry at that time is shown in the
trends of the relative performance ratios.
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Table 1.1 Trends in the Australian whitegoods industry, 1970 t01978

Year Turnover Sales/ Value Employ- Wages/  Purchase Invest- Imports  Exports®

trans added ment sales ment

$'000 $'000 $'000 No $'000 $'000 $'000 $'000 $'000

1970 409 065 380148 169288 27 368 90 791 247 564 11 526 3653 10763
1971

1972 433012 393581 185923 26110 103684 257629 8 341 53621 15557
1973 484 801 442771 199907 26669 115098 281 622 9 329 64 621 18 988
1974 608 335 364942 265725 30053 151739 377730 14395 116468 20 350
1975 654582 606 723 295452 27429 173975 399 180 18383 186013 26633
1976 759357 701809 326878 27123 200321 436014 15840 173118 24234
1977 791629 734456 340472 24761 205207 471 847 17175 231147 23552
1978 775380 726389 330904 22554 197559 453139 22587 238871 24381

a Excludes re-exports. nc - not collected, na - not available.
Source: ABS 8203.3 (prior to 1989) and 8221.0 (from 1989-90).

Table 1.2 Performance ratios for the whitegoods industry and total
manufacturing, 1970 to 1978

Share of Value Wagesto Purchases Investment Effective Nominal

domestic added per turnover  to turnover turnover rate of rate of IIT  Exports to
Year market employee ratio ratio ratio  assistance assistance index turnover (a)

% $'000 % % % % % % %

Whitegoods
1970 91.0 6.2 22.2 60.5 2.8 54 39 45.4 2.5
1971 57 39 43.8
1972 87.6 7.1 23.9 59.5 1.9 58 38 45.0 3.4
1973 86.8 7.5 23.7 58.1 19 58 38 45.4 3.7
1974 74.7 8.8 24.9 62.1 24 41 27 29.7 3.2
1975 75.7 10.8 26.6 61.0 2.8 34 26 25.0 3.9
1976 79.6 12.1 26.4 574 2.1 37 27 24.6 3.0
1977 75.5 13.8 25.9 59.6 2.2 37 26 18.5 2.8
1978 74.6 14.7 255 584 2.9 39 25 18.5 29

All Manufacturing

1970 86.1 6.4 20.9 61.6 5.0 74.6 9.2
1971 71.4

1972 87.0 7.4 22.2 60.1 5.2 81.6 9.9
1973 87.7 8.2 22.0 59.8 4.7 92.4 114
1974 85.2 9.8 22.9 61.1 3.8 76.9 10.4
1975 83.1 12.2 24.2 60.4 4.1 72.5 11.0
1976 84.3 141 23.9 58.2 3.6 74.7 10.7
1977 83.0 16.5 23.2 58.4 3.4 73.9 11.7
1978 82.8 17.7 23.2 59.2 3.9 73.9 11.7

Source: ABS 8203.3 (prior to 1989) and 8221.0 (from 1989-90).
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Share of the domestic market

Over the 1970s, the whitegoods industry suffered a decline in market share at a
much faster rate than manufacturing generally. Its share of the domestic market fell
from 91 per cent in 1970 to around 75 per cent in 1978. By contrast, the
manufacturing sector’s share of the domestic market fell from 86 per cent to nearly
83 per cent.

Figure 1.1  Share of domestic market for the whitegoods industry and total
manufacturing, 1970 to 1978

Per cent
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Productivity

Growth in value added per employee in whitegoods manufacturing lagged that for
the manufacturing sector generally over the 1970s, despite the rationalisation which
occurred.

6 REFORM AND
AUSTRALIAN
PRODUCTIVITY



Figure 1.2  Value added per employee for the whitegoods industry and
total manufacturing, 1970 to 1978
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Data source: ABS 8203.3 (prior to 1989) and 8221.0 (from 1989-90).

Investment

Part of the explanation of the relatively slower growth in productivity of whitegoods
manufacturing over the 1970s was arelatively low level of investment.

Figure 1.3  Investment to turnover ratio for the whitegoods industry and
total manufacturing, 1970 to 1978

Per cent
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Data source: ABS 8203.3 (prior to 1989) and 8221.0 (from 1989-90).
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Export performance

Exports of whitegoods remained a low priority for local manufacturers over the
whole of the 1970s. The only consistent export markets were New Zealand and
Papua New Guinea. The exports to turnover ratio for the whitegoods industry
remained well below that of all manufacturing generally and by the end of the
1970s was showing signs of declining even further.

Figure 1.4  Exports to turnover ratio for the whitegoods industry and total
manufacturing, 1970 to 1978
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Data source: ABS 8203.3 (prior to 1989) and 8221.0 (from 1989-90).

Profitability

The profitability of whitegoods manufacturers was generally higher than that for all
manufacturing over most of the 1970s.

Table 1.3 Profitability for the whitegoods industry and total
manufacturing, 1971-72 to 1975-76

Per cent
1971-72 1972-73 1973-74 1974-75 1975-76
Whitegoods 14.3 20.0 14.2 16.8 12.2
All manufacturing 115 13.0 12.6 12.1 13.1

Note: Profitability is measured as average profits to funds.
Source: IAC (1978, p. 9).
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Effective rate of assistance

The effective rate of assistance for whitegoods manufacturing over the 1970s was
well above that afforded all manufacturing generally. This assistance was
essentially provided on a ‘needs’ basis but it does appear to have aso contributed
some economic rent to the industry in the form of relatively high profitability
despite a generally poor productivity performance.

Figure 1.5  Effective rates of assistance for the whitegoods industry and
total manufacturing, 1970 to 1978

Per cent
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Structure

There had already been extensive rationalisation in whitegoods in the 20 years prior
to the 1970s. The number of refrigerator and washing machine producers, for
example, had been reduced from 18 to nine and from 26 to nine respectively, and
the total number of firms in the industry had fallen from 40 in 1954 to 20 in 1971 to
15in 1978 (BIE 1983, p. 18).

Even with this number of producers, the industry was relatively concentrated in
1971. The four largest held a share of 53 per cent of domestic production in volume
terms and the largest eight held a share of 81 per cent. The largest four producers of
refrigerators and freezers were Kelvinator, Email, General Industries and Malleys,
holding a share of 73 per cent of domestic production. The major four washing
machine producers were Hoover, Simpson, Malleys and Wilkins-Servis with an 80
per cent share. General Industries, Malleys, Roden and Craig and Seeley were the
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main producers of electric ranges and were responsible for 70 per cent of domestic
production. Some of these companies operated more than one plant and sometimes
produced the same goods in different plants.

Summary of the Australian whitegoods industry prior to MER

Although considerable rationalisation occurred in the Australian whitegoods
industry over the 1970s, the industry remained in a vulnerable position at the end of
the decade. Productivity growth and investment was below that of manufacturing
generally. Domestic market share was being eroded at a relatively fast rate but the
industry was showing little interest in developing export markets. Its structure
remained fragmented with too many manufacturers relative to the size of the
available market.

Despite these problems, profitability remained relatively high compared with other
manufacturing industries. There seems little doubt that this combination of poor
performance but high profitability was being sustained only by the high levels of
assistance afforded the industry over this period.

Without substantial change to the policy framework, it is probable that the relatively
poor performance trends established during the 1970s for the Australian whitegoods
industry would have continued for some time.

1.3 MER and other influences during the 1980s and
1990s

Until well into the 1980s, the Australian whitegoods industry remained highly
regulated. Market prices were significantly influenced by import barriers; a
centralised system of determining wages and conditions existed; unique Australian
standards applied; different product approval requirements existed between
Australian States and between Australia and our major trading partners, and
significant input costs were controlled by Government Business Enterprises largely
shielded from competitive market pressures.

This web of regulation began to disentangle around the mi€l980s when the

Government adopted policies to open up the Australian economy to global
competition. The Australian dollar was floated, the financial sector deregulated and
trade liberalisation programs put in place. Labour market reforms followed along
with changes in technical regulation and agreements for mutual recognition between
Australian States and with other countries. Competition policies ensured the
regulatory functions of Government Business Enterprises were separated from

10 REFORM AND
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commercial operations. In the space of around 10 years, the regulatory environment
surrounding the Australian whitegoods industry changed substantially.

In this Section, the maor microeconomic reforms and obstacles, which have
impacted on the whitegoods industry over the last decade or so, are examined
namely:

Trade reforms;

Labour market reforms,
Technical regulation;
Inter-jurisdictional changes; and
Other general MER.

The process of MER has been continuous throughout the 1980s and 1990s (see
figure 6). Entrepreneurial expectations about on-going high import protection were
initially changed in the late 1970s with the Government’s decision on the IAC's
1978 report. Those expectations were further lowered in the May 1988 when the
Government announced its program of general tariff reductions and again in 1991
when that program was extended. The industry was also aware in the early 1980s
that the Closer Economic Relations Agreement between Australia and New Zealand
would mean duty free imports from New Zealand by 1987. The APEC Agreement
in the early 1990s also provided a strong signal to the industry that it would have to
cope with free trade between members early into next century.

WHITEGOODS 11



MER time line

Figure 1.6 MERtimeline
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These changes in protection levels were being supported in the early 1990s by a
progressive freeing up of the labour market and a breaking down of the potential for
non-tariff barriers through the signing of both national and international mutual
recognition agreements. By the early 1990s, the policy framework in which the
whitegoods industry operated was vastly different from that of the early 1980s.

Trade Reforms

Changes to assistance policy have impacted on the industry throughout most of the
last 20 years. During this time, the industry had to operate under two different
philosophies relating to tariff induced structural adjustment. For much of the 1970s
and early 1980s, the industry had become accustomed to being able to internally
restructure under an umbrella of high levels of nominal and effective rates of
assistance compared with the rest of manufacturing. The extent of that restructuring
was substantial although the pace of change was not as fast as it could have been
because of the competitive constraints which continued to apply to imports.

In the mid-1980s, however, a change in Government policy to trade liberalisation
meant that the industry became increasingly exposed to competition. Adjustment
had to proceed much faster under a regime of lower protection. The full extent of

12 REFORM AND
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changes in barrier assistance for the Australian whitegoods industry is outlined in
table 1.4.

The changes in protection policy began in the early 1970s with the 25 per cent
across the board tariff cut and the Government’s subsequent acceptance of Tariff
Board recommendations to further reduce duties on imports of most whitegoods.
Import competition increased substantially in 1973-74 and 1974-75 and, as a
consequence, tariff quotas were introduced. In 1978, the quotas were removed and
replaced by a 45 per cent tariff rate which designed to initially approximate the
guota level of assistance. These duties were to be reduced to a long term rate of 30
per cent over four years to allow the industry time to further restructure.

During the mid-1980s, the Government announced a general program of phased
tariff reductions commencing in May 1988 which had the effect of reducing most of
the higher tariff rates, including those applying to whitegoods, to 15 per cent. In
March 1991, the Government announced that the program of tariff cuts would
continue beyond 1992 resulting in a phasing of ratesto 5 per cent by 1996.

Table 1.4 Tariff rates for selected whitegoods, 1973 to 1996

Washing
Refrigerators Freezers machines Clothes dryers
200-450It>454 It <454 |t >454 It

Before July 1973 37.5 47.5 37.5 47.5 55 45
General Sept 1973 28 36 28 36 41 34
25% tariff cut
From Apr 1974 25 35 25 35 35 25
From Apr 1975 25 30 25 30 30 25
Tariff equivalent Dec 1975 47.5 47.5 45 45
of quotas
From Jun 1978 45 NZ:30 45 NZ:30 45 NZ:30 35 NZ:20
From Jun 1980 40 NZ:25 40 NZ:25 40 NZ:25 30 NZz:15
From Jun 1982 35 NZ:20 35 NZ:20 35 NZ:20 30 NZz:15
From Jun 1984 30 NZz:15 30 NZz:15 30 NZz:15 30 NZz:15
From Jul 1987 NZ: Free NZ: Free NZ: Free NZ: Free
From Jul 1988 23 DC:18 23 DC:18 23 DC:18 23 DC:18
From Jul 1989 21 DC:16 21 DC:16 21 DC:16 21 DC:16
From Jul 1990 19 DC:14 19 DC:14 19 DC:14 19 DC:14
From Jul 1991 17 DC:12 17 DC:12 17 DC:12 17 DC:12
From Jul 1992 15 DC:10 15 DC:10 15 DC:10 15 DC:10
From Jul 1993 12 DC:7 12 DC:7 12 DC:7 12 DC:7
From Jul 1994 10 DC:5 10 DC:5 10 DC:5 10 DC:5
From Jul 1995 8 DC:3 8 DC:3 8 DC:3 8 DC:3
From Jul 1996 5 DC:Free 5 DC:Free 5 DC:Free 5 DC:Free

DC genotes Developing Country.
Source: BIE (1983); IAC Annual Reports (various).
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Tariff reductions have been a key part of the Government’'s MER agenda both
internally through the programs of general reductions concluded in 1996 and
externally through the international trade liberalisation processes. The Australian
Government was a leading proponent of freer trade and investment within the Asia
Pacific Economic Cooperation forum now embodied in the Bogor declaration. It
aso passed legidation in 1995, giving effect to the WTO Uruguay Round
Agreements and supported earlier GATT Agreements towards more open
international trade. These processes sent strong signals to the relatively highly
assisted sectors of manufacturing that tariff reductions were an inexorable process
to which firms must adapt.

The Australian whitegoods industry was affected more than most industries by the
extent of this reform because its base level of assistance at the end of the 1970s was
relatively high. This is illustrated in figurel.7 which shows effective rates of
assistance3 for Household Appliances compared with those for All Manufacturing
for the period 1969 to 1997.

Figure 1.7  Effective rates of assistance for household appliances and total
manufacturing, 1969 to 1997

Per cent

70

60

/_\ Household appliances
50 \
30 ‘\‘ \A/\

20 X
All manufacturing % = \
10 s ~
0 1 1 1 1 1 1 1
1969 1973 1977 1981 1985 1989 1993 1997

Source: IAC, Annual Reports, (various).

The Australia New Zealand Closer Economic Relations Trade Agreement (CER)
also had a significant impact on the local industry’s competitive position because of
the existence of a major New Zealand manufacturer, Fisher & Paykel. Australian
import tariffs on all whitegoods from New Zealand were removed under the CER

3 Refer Attachment A.
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on 1 July 1987. However, access for Australian manufactured whitegoods being

sold into the New Zealand market remained subject to import licensing based on
maximum shares of the New Zealand market which in 1988 ranged from 17.5 per

cent for stoves and ranges to 30 per cent for refrigerators, freezers and dishwashers.
Licences were provided on demand post-1989 for all whitegoods except stoves and
ranges where volume restrictions remained until 19914

The extent of trade reform has had a major impact on the structure of the Australian
whitegoods industry and its markets. It greatly increased competition in the
whitegoods market and placed cost and price constraints on Australian
manufacturers. The relative advantage provided to Fisher & Paykel until the
mid-1980s under the CER also contributed to competitive market pressures on
Australian suppliers.

Labour Market Reform

The early 1990s saw a move away from the rigid structure of complex employee
Awards to more streamlined and flexible Enterprise Agreements. At the time, the
Australian whitegoods industry was a mixture of unionised and non-unionised
plants. The new approach provided for all enterprises to access enterprise
bargaining including those with few or no union members. Enterprise bargaining
allowed for productivity increases to be written in to agreements and paved the way
for much closer involvement of workers in the decision-making processes of
manufacturing operations. The Australian whitegoods industry embraced these
reforms and Certified Agreements were developed and implemented in each of the
manufacturing plants.

Technical Regulation

The whitegoods industry is subject to a range of safety, product and environmental
controls. Some of these have been imposed through State legislation and others
through Commonwealth legislation. Through much of the 1980s, product approval
regulations were different across the various States and Australia maintained unique
standards which often did not align with international standards.

The processes of microeconomic reform have had a considerable impact in
eliminating such differences. But in other cases, new regulations have been
introduced which increased compliance costs for suppliers.

4 Australia New Zealand Closer Economic Relations Trade Agreement (CER), Attachment VII of Annex C.
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Regulation of product standards can be:

compulsory, with adherence enforced through a regulatory process backed by
legislation; or

voluntary, where adherence has no legislative backing.

Standards, whether compulsory or voluntary, are usually in the form of:

Information provision standards, aimed at providing a minimum level of
information about a product or service to potential buyers (for example, energy
labelling for refrigerators and freezers, air conditioners, clothes washers, tumble
dryers and dishwashers — compulsory);

Product/service quality standards, designed to ensure that only product/services
which meet certain minimum technical criteria are allowed to be sold in the
market (for example, minimum energy performance standards (MEPS) for
refrigerators and freezers; electromagnetic compatibility (EMC) for all electrical
and electronic equipment; minimum product safety requirements; and banning
the use of CFCs in refrigerators — all compulsory); or

Product/service compatibility standards, designed to ensure that a compatible
interface exists between two or more products or services (for example,
international standards and mutual recognition arrangements).

Information standards rely on consumers preferences on price and quality to
determine patterns of demand for products and services. Product and service quality
standards directly reduce consumer preferences at the lower end of the quality
spectrum.

Compulsory compliance with standards of all types increase suppliers costs of
production (unless the standard does not change what the supplier would be doing
in the absence of the standard).
The additional costs imposed on suppliers arise from:
production re-design costs to meet the designated standard,;
costs associated with enhanced quality control systems,
administrative costs of record keeping; and
opportunity cost of scarce engineering resources having to be applied to ensuring
regulatory compliance.

Product regulations will provide benefits to some consumers by assisting informed
choice, reducing availability of poorer quality products and by ensuring
compatibility. These benefits represent gains for which these consumers would be
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willing to pay. Other consumers may not favour choice being restricted and may be
unwilling to share the additional costs of regulation.

The general analytical approach to assessing costs and benefits of standards should
have regard to the additional costs imposed on industry by the standard relative to
the benefits for consumers. If the costs imposed on industry by the standard are
greater than consumers willingness-to-pay for the improved information/product
guality, then the regulation cannot be supported on economic grounds.

Since the mid1980s, the Australian whitegoods industry has experienced
substantial changes in the technical regulatory environment in which it operates.
Some of these changes have been to the industry’s benefit. Others have imposed
considerable costs. Some could reasonably be labelled as reforms but others have
added considerably to the industry’s costs. A discussion of the influence of
technical regulation is set out in Attachment 4.

Inter-jurisdictional Reform

Improving the way governments work together to promote and extend pro-
competitive polices and to remove anti-competitive legislation is a central element
of MER. Such reform seeks to ensure that there is inter-jurisdictional policy
consistency across governments in Australia and that reform is locked in on a broad
front. Legislative implementation is through three inter-governmental agreements:
the Conduct Code Agreement, the Competition Principles Agreement and the
Agreement to |mplement the National Competition Policy and Related Reforms.

The beneficial effects of inter-jurisdictional reforms on whitegoods are mostly
indirect. They relate to modifications to competition law; ensuring competitive
neutrality between private and public providers of similar services; prices oversight
of government enterprises; and ensuring fair and equal access to essential services.
These changes alter the broad framework in which business and government co-
exist and compete in Australia’'s mixed economy. But these Agreements also are the
basis for structural reform of public monopolies in the supply to industry of gas,
water, electricity and telecommunications. Any major user of these services
including the whitegoods industry will benefit from increased competition in the
supply of those services. The Agreements also ensure that any anti-competitive
legislation which restricts competition must be reviewed and justified according to
the guidelines set out in theCompetition Principles Agreement. This makes it more
difficult for governments to impose additional costs on the industry through
excessively onerous safety, labelling or performance regulation.
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By establishing the framework for more effective competition in the economy
generally, inter-jurisdictional reforms indirectly benefit all industries. The effect on
individual industries such as whitegoods are difficult to quantify but must outweigh
the costs which are zero. It is too early yet to see the cost impact for companies
arising from more competitive utility prices.

Other Influences

Over the last 20 years, the single most non-industry specific change that affected the
whitegoods industry was freeing the Australian dollar. Volumes of both exports and
imports of whitegoods appear to be exchange rate sensitive. The industry generally
believes that the export market becomes difficult with the Australian dollar in the
US $0.75 range.

There have been no real breakthroughs in embodied technology in whitegoods
product over that time although production technology has changed substantially, as
it has in most high volume light manufacturing operations. Demand remains
susceptible to fluctuations in the building cycle and dependent on the replacement
market.

1.4 MER pressures, strategic responses and outcomes

MER induced pressures

The continuous reductions in tariff protection over the 1980s and 1990s combined
with free trade across the Tasman placed enormous competitive pressure on
Australian whitegoods manufacturers. The reductions came on top of a decade of
industry rationalisation in the 1970s which, athough it had reduced the number of
local manufacturers, had not had a great impact on improving the industry’s relative
productivity performance. The industry was struggling to maintain its share of the
domestic market, exports were insignificant and investment was low. It was an
industry which seemed dependent on tariff protection to support its profit position.
Throughout the 1970s, that protection had usually been forthcoming for local

whitegoods producers.

Entrepreneurial expectations that adequate tariff protection would continue into the
1980s were adjusted when the long term rate of 30 per cent was announced in 1978.
They were further challenged when the programs of general reductions in tariff
rates were announced in 1988 and again in 1991. Also with Fisher & Paykel able to
import duty free into the larger Australian market from New Zealand by 1987, the
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local industry was under constant pressure to compete in more open markets. To do
so, it needed to transform itself from the under-performing industry of the 1970s
into one of world best manufacturing practice.

The tariff-induced competitive pressures came at a time when light manufacturing

operations were being transformed by technological change. Local whitegoods
manufacturers embraced the new technology in an effort to improve efficiency and
considerable labour was shed over the 1980s. However, the changes created other
pressures for the organisation of labour. Decision-making was being increasingly
devolved from a declining middle management to labour on the shop floor. But the
labour market continued to be dominated by centralised wage fixing and

complicated Awards which reduced the flexible deployment of employees. All this
changed in the early 1990s when enterprise bargaining was introduced. The

flexibility inherent in enterprise bargaining provided the opportunity for whitegoods
manufacturers to complete the restructuring towards world best practice. In the
process, it helped to shore up their competitive position relative to imports.

Strategic responses to MER

In addition to the competitive pressures imposed by the MER induced trade
reforms, local manufacturers were also competing actively with each other. This
competition alone would have also contributed to continuous improvement in
performance even without MER. But it is doubtful whether the pace or extent of the
change observed over the 1980s and 1990s would have been anywhere near what
would have occurred in the absence of MER. Besides competitive pressure, some
MER such as labour market and technical deregulation opened up new opportunities
for realising productivity improvement.
The major strategic responses by the industry have involved:

Company and plant rationalisation;

Modernisation of manufacturing operations;

Implementing enterprise bargaining;

Cross supply arrangements;

Designing for the world market;

Developing export markets; and

Differentiating its products.
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Company and Plant Rationalisation

A period of substantial adjustment and rationalisation of production capacity
commenced following the Government’s 1978 decision on future tariffs. In 1979,
Email took over Kelvinator, Simpson took over Malleys and Rank Industries
Australia merged with Australian General Electric Appliances. As a result, the
market share of the largest two firms rose from 31 per cent in 1971 to 69 per cent in
1980-81 (BIE 1983).

The BIE provided the following picture of the structure of the whitegoods industry
in 1980-81.

Table 1.5 Concentration in Australian whitegoods production, 1980-81
Estimated share of production

Company Fridges Clothes washers Clothes dryers Electric stoves
% % % %

Simpson 14 57 60 38

Email 51 15 14 25

Hoover 28 25

Philips 13 10

Rank-GE 21

Vulcan 14

Other 13

Total 100 100 100 100

Source: BIE (1983).

Later in the 1980s and early 1990s, the pattern of acquisition, mergers and closures
continued. Email became the largest whitegoods manufacturer in Australia by
absorbing other well known groups and brands including Westinghouse, Frigidaire,
Simpson, Pope and Malleys. Southcorp followed a similar strategy absorbing
Vulcan (1986), Rheem Australia Ltd (1988), and Hoover Australia Ltd (1995). The
New Zealand owned Fisher & Paykel commenced production of refrigerators in
Brisbane in 1991 and washing machinesin 1997.

Details of plant rationalisation in the Australian and New Zealand whitegoods
industry over the last decade or so are set out in tablé&.6.

This rationalisation and restructuring has allowed the manufacturers to achieve
higher economies of size, greater capacity utilisation and increased specialisation.
Some inefficient plants have been closed.
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Table 1.6

Company and plant rationalisation 1978 to 1988

Company Factory Location Current production Former production
Email Orange, NSW Refrigerators Washing machines,
Chest freezers ceases 1984

Refrigeration compressors,
ceased 1980
Cookers, transferred from
Metters Bankstown plant in
1984 and to Dudley Park,
1990

Metters Bankstown, NSW nil Cookers, transferred to

taken over by Simpson, Orange, 1984

1976

Malleys Sydney, NSW nil Washing machines,

taken over by Simpson, ceased 1976

1986 Refrigerators and chest
freezers, transferred to
Sunbury, 1979

Simpson Beverley, SA Washers and tumble

taken over by Email, 1986

Kelvinator
taken over by Email, 1980

Philips

taken over by Hoover,
1983

taken over by Southcorp,
1995

Hoover

taken over by Southcorp
1995

Vulcan

taken over by Southcorp,
1986

Fisher & Paykel

St George
Rank GE

Dudley Park, SA
Regency Park, SA
Christchurch, NZ
Sunbury, Vic

Woodville North
Keswick, SA

Clayton, VIC

Meadowbank, NSW

Bayswater, VIC
Brunswick, VIC

Cleveland, QId

East Tamaki, NZ

Dunedin, NZ
Mt Wellington, NZ

Sydney, NSW
Blacktown, NSW

dryers
Cookers
Dishwashers
Cookers

Nil

Room air conditioners
Range hoods

nil

Refrigerators

Washers and tumble
dryers

Dishwashers
Cookers

Refrigerators, new plant
1993
Washers, new plant 1997

Refrigerators
Chest freezers

Dishwashers
Cookers

Cookers
nil

Refrigerators and chest
freezers, ceased 1985
Refrigerators, transferred
to Orange, 1994
Refrigerators compressors,
ceased 1980

Washers, transferred to Mt.
Wellington, 1985
Washers, transferred to
East Tamaki, 1985
Dishwashers, transferred
to Dunedin, 1985

Plant closed around 1985

Source: Various company statements, company annual reports, press reports, industry knowledge.
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Modernisation of Manufacturing Operations

Most of the Australian and New Zealand manufacturing facilities now use world
best technology. Developments in technology and robotics has meant that
production processes are less dependent on economies of size. Computer integrated
production systems are commonly used to accommodate a wide range of models.
Single product plants with flexible capital and labour is now common.

Implementing Enterprise Bargaining

Email, Southcorp and Fisher & Paykel each have registered enterprise agreements
in place covering the plants producing whitegoods in Australia The objectives
embodied in each of the agreements highlight the need to improve company
competitiveness and to achieve best practice operations in a co-operative framework
endorsed by both management and employees. The following extract from the
Agreement applying to whitegoods manufacturing at Email’s Beverley plant in
South Australia provides an example of the increased flexibility achievable under
the Agreements compared with the former rigidities of Awards and centralised
determination of wages and conditions.
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Box 1.1 Extract from Certified Agreement E 0140 (1997) — Email’s
Beverley Plant in SA

This agreement encompasses the shared commitment of all parties to the development
of continuous improvement to achieve world competitiveness both domestically and
internationally.

The commitment ensures that existing consultative processes are used to reduce
manufacturing costs and to improve labour utilisation. This will ensure that the current
and future work teams operate with flexibility to manufacture quality products to satisfy
customer requirements.

To achieve this they will be trained in new production techniques and work methods.
This will lead to the elimination of waste in all its forms as well as improved
communication and current organisational structures.

Improvement in quality and the reduction in manufacturing costs will assist in
maintaining job security, an improvement in employee recognition and support the
continuance of investment in new technology and research and development.

(2) Site Improvements

The following processes are an agreed procedure for the reduction of manufacturing
costs and the improved utilisation of labour at the Email Laundry Division, Beverley
Site. This is to be achieved by continuous improvement towards World competitiveness
and Best Practice by effective utilisation of equipment, labour and raw materials.

This reduction of costs is to be achieved by the elimination of waste in a number of
areas include, but not limited to:

Waste from over production

Waste from waiting time

Waste from unnecessary transportation
Waste from unnecessary processing

Waste from unnecessary in-process work

o gk~ wnh R

Waste from unnecessary motion
Waste from defective manufacture
The parties agree to:

a. The more effective organisation of work processes in all areas by the involvement of
the relevant work teams. Teams will be involved in the improvement and development
of all operations, including content, timing and layout.

(Continued on next page)
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Box 1.1 (Continued)

b. Employees will be trained in the principles of standardised work to be more effective
in the use of their work time. This training will enable employees to better understand
the need for smooth, waste free work processes. This will also include the removal
and/or re-assignment of excessive indirect support functions and mechanisms to
measure continuous improvement.

c. Joint collaboration between operational and maintenance personnel to improve the
availability and utilisation of all plant and equipment.

d. World Best Practice labour levels for machinery and processes will be achieved
through a consultative process involving management, employees and their elected
representatives.

Savings will only be achieved from these cost reduction measures when there is a real
reduction in the labour force.

Source: OSIRIS database at http://indrel.agps.gov.au.

Cross supply arrangements

Prior to the Email takeover of Kelvinator in 1979, Fisher & Paykel supplied
Kelvinator with compact refrigerators, chest freezers and dishwashers. Kelvinator
supplied Fisher & Paykel with large refrigerators and air conditioners. After the
Kelvinator takeover, Email ceased marketing dishwashers under the Kelvinator
brand and sourced compact refrigerators and chest freezers from its Orange plant. It
continued to market Fisher & Paykel refrigerators in Australia under the Frigidaire
brand. The company had little presence in the New Zealand market until it took
over Simpson in 1985 which had been marketing there for some time.

With the full impact of import barrier reductions between Australia and New
Zedland starting to bite in the mid1980s, Email and Fisher & Paykel ended their

cross-supply arrangement. Each company decided to sell a full range of its own
refrigeration, washing and cooking products in both markets.

Various arrangements have existed at times to source badged products offshore.
Generally, such arrangements have sought to supplement rather than replace local
manufacture and appear to be exchange rate dependent. Email used to import
mainly low end product from Gorenje in Slovenia and badge it as Frigidaire. It
currently imports front loading washing machines (which are not made in Australia)
and badges them as either Kelvinator or Westinghouse product. Both Email and
Southcorp are believed to have also sourced some products from Korea.
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Product designs

Whitegoods manufacturers today design products with world markets in mind.
There are joint Australia/lNew Zealand product standards for whitegoods which are
based on international standards. This results in world products which are generally
similar in styling and function. However, there remains some Australia — New
Zeadland demand driven peculiarities that differentiate local products from imports.
For example, ranges with separate grill compartments are common in Australia but
rare elsewhere. Top loading clothes washers are preferred in Australia to the front
loading tumble action washers common in Europe and the United States. To some
degree, these preferences provide the local manufacturers with some natural
protection. However, top loaders are much more water and energy intensive. Water
use restrictions and global warming abatement measures being widely introduced
may place the longer term future of the Australian/New Zealand top loaders in some
doubt.

Export market development

The industry has put considerable investment into developing export markets in an
effort to not only to expand its available market base and to make better use of
economies of size, but also to make it less susceptible to local market fluctuations.
Annual exports (excluding re-exports) are now worth nearly $200 million.

Product differentiation

Whitegoods are major items of expenditure for most households. Consumers seem
to place considerable importance on brand name. Names such as Westinghouse,
Kelvinator and Fisher & Paykel consistently score well in consumer brand
preferences and awareness surveys. The “ Australianness’ of locally manufactured
product is also emphasised at point of sale. Consumer familiarity with the somewhat
unique features of some local whitegoods (for example, top loading washers and
grill compartments in ovens) has aso helped to differentiate local models from
imported models not offering those features.

Research and development

Research and development expenditure by the whitegoods industry compared with
all manufacturing is shown in table 1.7. The data show that research and
development expenditure as a percentage of turnover by the whitegoods industry
was around twice that for Australian manufacturing as a whole.
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Table 1.7 Research and development expenditure for the whitegoods
industry and total manufacturing, 1986-87 to 1995-96

As a percentage As a percentage

Year Whitegoods of turnover All manufacturing of turnover
% %

1986-87 17 666 1.3 703 807 0.6
1988-89 22511 1.2 959 614 0.6
1990-91 23024 1.3 1148 068 0.7
1991-92 32 903 1.8 1345 691 0.8
1992-93 33972 1.8 1694 424 1.0
1993-94 36 399 1.7 1719 649 0.9
1994-95 38 206 2.0 1931 592 1.0
1995-96 33 388 15 2 429 933 1.2

Source: Unpublished data provided by ABS.

Performance outcomes

The key structural information on the Australian whitegoods industry since 1979 is
shown in tablel.8.
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Table 1.8 Structural changes and performance ratios for the whitegoods
industry, 1979 to 1996

Sales/ Value  Employ- Wages/
Year Turnover trans added ment salaries  Purchases Investment Imports Exports
ASIC
3353 $'000 $'000 $'000 No $'000 $'000 $'000 $'000 $'000

1979 887 857 829783 362099 22592 220210 552573 23086 270902 29465
1980 1023060 969262 420083 22137 236595 630741 22035 271483 39693
1981 1130823 1075269 447488 21602 253119 688546 17010 307928 52169
1982 1248048 1170981 489069 20159 277170 795898 25722 398869 56803
1983 1113028 1039064 412027 16499 258496 658654 18844 426710 36216
1984 1182500 1100600 499400 16100 252300 686100 19100 511019 55621
1985 1203200 1134200 517800 15600 268500 678000 22500 624025 50398

1986 nc nc nc nc nc nc nc 695492 49895
1987 1379500 1320200 603500 15000 289400 776400 631545 92750
1988 1653100 1597600 15331 323100 780985 98324
1989 1898900 1827200 15200 337100 862590 96028
1990 1732300 1660639 824400 13000 327300 938000 49299 981518 96139
1991 1800900 1726401 12706 332700 848325 102964
1992 1785600 1711734 12043 324500 926020 126946
ANZ

SIC

2851

1993 1937900 1877300 829200 12156 337200 1010000 37600 870112 141900
1994 2145200 2078118 13726 371000 963932 185365
1995 1951000 1889990 12640 363900 1105067 178332
1996 2222400 2152903 12698 405900 1124214 190547
1997 na na na na na na na 1177764 224254

(Continued on next page)
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Table 1.8 (Continued)

Share of Value added Wagesto Purchases Investment Effective Nominal IIT  Exports
domestic per  Turnover  to turnover turnover rate of rate of index to
market employee ratio ratio ratio  assistance  assistance turnover
% $'000 % % % % % % %
1979 74.7 16028 24.8 62.2 2.6 38 24 20 2.9
1980 77.4 18977 23.1 61.7 2.2 38 24 26 3.3
1981 76.9 20715 22.4 60.9 1.5 33 22 29 4.2
1982 73.6 24261 22.2 63.8 2.1 33 21 25 4.2
1983 70.2 24973 23.2 59.2 1.7 32 23 16 2.9
1984 67.2 31019 21.3 58.0 1.6 32 23 20 4.3
1985 63.5 33192 22.3 56.3 1.9 32 22 15 3.8
1986 34 23 13
1987 66.0 40233 21.0 56.3 35 23 26 6.0
1988 65.8 19.5 32 21 22 5.3
1989 66.7 17.8 25 19 20 4.4
1990 61.4 63415 18.9 54.1 2.8 25 17 18 4.9
1991 65.7 18.5 23 17 22 4.7
1992 63.1 18.2 19 15 24 6.0
1993 66.6 68213 17.4 52.1 1.9 17 13 28 6.5
1994 66.3 17.3 13 11 32 7.8
1995 60.8 18.7 11 9 28 7.8
1996 63.6 18.3 9 7 29 7.2

& Excludes re-exports. nc - not collected, na - not available.
Data source: ABS 8203.3 (prior to 1989) and 8221.0 (from 1989-90) and ABS foreign trade magenetic tapes.

Industry Concentration

Today there are only four firms manufacturing whitegoods in Australia — Email,
Fisher & Paykel, Southcorp and St George. After many years of mergers, takeovers
and closures, Email and Southcorp have absorbed most of the other manufacturers
and brands. However, many of the brands from the 1970s have been retained and
still dominate the market today, for example Westinghouse, Kelvinator, Frigidaire,
Simpson, and Hoover.

Employment

Employment has declined steadily in the whitegoods industry, over the 1980s and
1990s falling from around 22 500 in 1978 to around 12 700 in 1996. Employment
has actually increased in recent years after recovering from the economic slowdown
in the early 1990s and following the establishment of plants in Brisbane by Fisher &
Paykel.
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Market shares

The share of the Australian market for appliances (ASIC 3353 and ANZSIC 2851)
held by locally manufactured whitegoods has declined from around 75 per cent in
1977-78 to 64 per cent in 1995-96. However, these percentages are distorted by the
extent of own importing by the three dominant suppliers. Estimates of the actual
share of the market held by the three producers of whitegoods range from 75 per
cent to 85 per cent.

Figure 1.8 shows that after a long period of declining market share up unitl the mid-
1980s, locally produced whitegoods have stabilised their market share since then at
around 65 per cent.

Figure 1.8  Australian manufacturing share of domestic market for
whitegoods, 1979 to 1996
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Data source: ABS 8203.3 (prior to 1989) and 8221.0 (from 1989-90) and ABS foreign trade magenetic tapes.

One estimate (Sydney Morning Herald 13/10/97) shows a breakdown of the
Australian market by company as follows. Email 35-40 per cent, Southcorp 25 per
cent, Fisher & Paykel 15 per cent and importers 20-25 per cent.

A previous analysis of the market by the SMH (3/1/95) shows shares by product
categories held by each producer:
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Table 1.9 Australian whitegoods market share analysis (1994)

Email Southcorp Fisher & Paykel

% % %

Fridges 55 9 16

Washers 30 29 14

Dryers 39 36 20
Air conditioners 38 15
Electric ranges 45 42
Gas rangers 28 68

Source: Sydney Morning Herald, 3/1/95.

Imports

The Australian market for whitegoods is now very competitive with aggressive
prices being offered by importers, particularly at the bottom end of the market.
More than 30 imported brands compete for the retail import market.

Figure 1.9 shows that import penetration increased rapidly over the first half of the
1990s but has since stabilised at around 50 per cerf. With Fisher & Paykel now
supplying most of its Australian market share from plants in Brisbane, the ratio is
expected to fall over the next few years.

Figure 1.9  Imports to Australian whitegoods turnover ratio
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Data source: ABS 8203.3 (prior to 1989) and 8221.0 (from 1989-90) and ABS foreign trade magenetic tapes.

5 Australian manufacturing's share of the turnover based on ANZIC data (~65 per cent) and import
penetration (~50 per cent) do not add to 100 per cent because of own importing by manufacturers
which isincluded in turnover.
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Exports

Exports have increased significantly since the mid980s, particularly to niche
markets in the United States and Asia. The export share of sales for the appliance
industry has increased from 3 per cent in the midl970s to over 7 per cent in 1997.

Figure 1.10 Exports to Australian whitegoods turnover ratio
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Data source: ABS 8203.3 (prior to 1989) and 8221.0 (from 1989-90) and ABS foreign trade magenetic tapes.

Intra-Industry Trade

The intra-industry trade index (I1T) index measures two-way trade in similar goods
and expresses that trade as a proportion of an industry’s total trade. Perfectly
balanced trade produces an 1T index of 100, while one way trade (either as imports
or exports) in an industry has an IIT of 0. The index is useful for monitoring an
industry’s changing competitiveness or comparative advantage and is often used as
an indicator of changing specialisation with an industry.

The IIT index for the appliances (ASIC 3353 and ANZSIC 2851) has increased

significantly from a low of 18.5 in 1977-78 to 32 in 1996-97. This is still low by
international standards, but reflects certain features of the Australian market,
including the high share of the market held by local producers because of strong
brand loyalties by Australian consumers. The substantial increase in the IIT since
the mid-1980s is due largely to the significant increase in exports.
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Figure 1.11 Intra-industry trade index for whitegoods
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Data source: ABS 8221.0 and ABS trade data.

Input Costs

The ratio of wages and purchases to turnover for appliances has declined
significantly over the period under review from a high 86 per cent in the mi@970s
to just under 70 per cent in 1992-93, the last year information on purchases was
collected. This change suggests increasing returns to capital and/or debt relative to
labour. The share of purchases (such as components and raw materials) rose from
60 per cent to a high of 64 per cent per cent of turnover in 1981-82 and has since
fallen to 52 per cent in 1992-93. The share of turnover held by wages dropped from
26 per cent in the mid1970s to 18 per cent in 1995-96. These declines have closely
shadowed changes in the same ratios applying to the manufacturing sector
generally.

Productivity

Productivity measures the impact of the industry’s strategies for pursuing world best
practice in production, distribution and after sales services of the whitegoods under
consideration. Productivity within the community generally is improving
continuously. For example, in recent decades Australian multifactor productivity
has grown at an annual average rate of about 1.5 per cent - although during the
1990s, it has been growing at a faster rate.

Table 1.10 shows value added per person in constant dollars for whitegoods and for
all manufacturing over the period since 1976.
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Table 1.10 Value added?2 per person employed in whitegoods and in all
Manufacturing

Constant $'000
Year Whitegoods All manufacturing
1976 22.0 36.1
1977 24.2 37.7
1978 24.7 40.5
1979 26.0 39.2
1980 29.6 42.4
1981 30.0 42.7
1982 33.1 434
1983 32.8 43.1
1984 39.6 46.6
1985 42.2 49.0
1986
1987 45.3 51.1
1988
1989
1990 63.4 61.9
1991
1992
1993 65.5 65.6
1994
1995

@ Value added has been deflated by the CPI component for household appliances (base year 1989-90) in the
case of whitegoods and by the Index of Articles Produced (base year 1988-89) in the case of manufacturing.

Data Source: ABS 8203.3 (prior to 1989) and 8221.0 (from 1989-90).

This data is shown graphically in figurel.12.

It indicates that productivity growth in whitegoods started well below that of all
manufacturing up to around the mid1980s but has since improved substantially to
be level pegging by 1993.
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Figure 1.12 Value added per person employed in whitegoods and in All
manufacturing
Constant $'000

70

oe
oe

60

1976 1981 1986 1991 1996
- - @ - - Whitegoods —O— Manufacturing

Data source: ABS 8203.3 (prior to 1989) and 8221.0 (from 1989-90).

Prices

Until around 1990-91, the Consumer Price Index (CPl) component forhousehold
appliances (which is mostly whitegoods) was consistently higher than for
household equipment and operation and for the all groups CPI. Since that time,
price movements in household appliances have slipped below movements in the
prices of the other two components.

Given the relatively high import tariffs for whitegoods at the beginning of the
1980s, it would be reasonable to conclude that subsequent tariff reductions and
consequential structural and market changes were a major contributing factor to the
relative price performance of whitegoods as shown in figur#.13.
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Figure 1.13 Movements in prices for selected CPI groups

130

110 //0/0/0
% %

70 .t '/

30 ‘ 1 ‘ 1 ‘ \
1978 1984 1990 1996

—O—Allgroups  ------ Equipment and operation Appliances

Data source: ABS 6401.0.

Quality

All manufacturers have similar strategies for delivering market share and profit
growth - namely the pursuit of world best-practice, innovation, high levels of
product quality and customer service. It is difficult to assess the level of quality of
locally produced whitegoods. However, the loyalty shown by consumers towards
local brands suggests that buyers are satisfied with the quality of local whitegoods.
This is supported by recent consumer surveyson preferred brandsas shown in
figure 1.14.

Figure 1.14 Refrigerator brands bought last year
Percentage of consumers
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Source: Roy Morgan Research in Counterpoint, April 1988 [9], p. 26.

WHITEGOODS 35



Choice for Consumers

Opening up the market to competition has led to a much wider choice of brands for
the Australian consumer. Listed below is an extensive but not exhaustive list of the
major brands currently being sold on the Australian market.

Table 1.11 Choice of brands
Refrigerators Clothes Dishwashers Ovens Stoves and
and freezers washers and cooktops
dryers
Admiral AEG AEG AEG Bosch
Amana Americana Asko Asea Andi Chef
Americana Bendix Bauknecht Ariston Fisher & Paykel
Fisher &Paykel Bosch Blanco Blanco llve
Fujitsu General Fisher & Paykel Bosch Bosch Miele
Goldstar Frigidaire Fisher & Paykel Chef Nardi
Hitachi General Electric General Electric Eurolec Omega
Hoover Hitachi Kleenmaid Finesse Scholtes
Kelvinator Hoover Lemair Fisher & Paykel Simpson
Lemair Whirpool Miele Gaaggenau SMEG
NEC Ignis Omega Kleenmaid St George
Norge Kleenmaid Simpson Miele Westinghouse
Samsung Maytag SMEG Omega Whirlpool
Sharp Miele Vulcan Dishlex Scholtes
SMEG Omega Westinghouse Simpson
Westinghouse Panasonic SMEG
Samsung St George
Sanyo Westinghouse
Sharp Whirlpool
Simpson
Westinghouse
Sanyo

1.5 Conclusions

The aim of MER is to contribute to a more productive economy. In manufacturing
industries, MER works by improving production efficiency. Production efficiency is
about turning inputs into outputs at lowest manufacturing unit cost given constraints
on plant size. It is affected by a whole host of factors including the type of
production technology used; flow management of materials, the manufacturing
process and stock handling; capacity utilisation; and the extent of product and plant
specialisation.

There are two main market drivers that continuously force improvements in
production efficiency — demands from shareholders for improved profit

36 REFORM AND
AUSTRALIAN
PRODUCTIVITY



performance and competitive pressures from other whitegoods suppliers.
Government regulation for non-economic reasons such as public safety or
environmental control can also force changes in the organisation of production.
Although possibly justifiable on the basis of public costs and benefits, such
regulation can change production organisation from what it might have been in the
absence of regulation. Thus regulation will usually be counter-productive to plant
efficiency and consequent private costs.

It is not possible to isolate out the causative impact of MER from other drivers
affecting the organisation of production in whitegoods. But there are some strong
correlations that are difficult to ignore. Market price pressures from general tariff
reductions and free trade with New Zealand under the CER have been associated
with plant rationalisation and increased specialisation of manufacture. Production
volumes of whitegoods have increased over the last 20 years but the labour required
has almost been halved. By most standards, that represents a substantial
reorganisation of production.

Mutual recognition agreements will provide for Australian and New Zealand
manufactured products to be sold in each others markets, in Europe and within
APEC countries without any alteration in product design. That allows longer
production runs for models and better amortisation of fixed costs. Widespread
acceptance of international standardsis having a similar effect.

However, Government regulation has imposed some additional production
organisation costs. Energy labelling, minimum energy performance standards and
the ban on the use of CFCs have forced changes not only on product design but also
on product mix and manufacturing methods. It is too early yet to see the impact of
other forms of MER but the expectation would be positive. Reforms in transport
and energy utilities for example mean that production decision-makers face new
sets of prices which reflect more the true costs of providing those services.

Technology and plant flexibility are now considered far more important to
competitiveness in whitegoods manufacturing than plant size. All the operational
functions of whitegoods from materials through to manufacture to stock to
distribution are all controlled using computer technology. No longer do changes in
model designs or even a number of different models being simultaneously produced
involve long down time for tooling change-over. The concept of minimum efficient
plant size for whitegoods is still appropriate. But the size of existing plants in
Australian/New Zealand is not regarded by the industry as a competitive
impediment.

Competitive markets can force compositional changes in an industry’s structure —
more productive plants increase their share of production while less competitive
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plants contract. At least five whitegoods manufacturing plants have closed over the
last 20 years as part of the general rationalisation of the industry. Some of these
closures would have happened even in the absence of MER because other
manufacturers and importers were exerting competitive pressures on the least
efficient plants. In other cases, excess plant capacity resulting from company
acquisitions was closed down. Arguably, MER was a contributing factor in bringing
the timing of those acquisitions forward resulting in earlier technical efficiency
gains than may have been the case otherwise.

Management practices are perhaps the most important driver of productivity at the
firm level. Such practices determine whether an individual firm will be an
innovator, form strategic linkages with other firms, adopt new technology, introduce
inclusive work practices, learn internally and be able to process the knowledge it
gains from customers and competitors to improve its relative market share.

The public position of whitegoods management expressed in various submissions to
Government over the late 1970s and for much of the 1980s appeared inwardly
focused and defensive. Maintaining tariff assistance was regarded as an essential
element to continued viability. When the inexorable direction of MER trade reforms
became clear by the mid1980s, to its credit, management responded. Far-reaching
decisions were taken to aggressively compete for market share. Email, Hoover and
later Southcorp successively sought strategic acquisitions. Considerable investment
went into modernising manufacturing operations. Product designs were improved
and export markets developed. The consequent loss of around 1200 jobs was
handled well by management with little, if any, industrial disputation.

MER cannot directly change management practices. It is the way that management
responds to MER that determines the outcomes from the process. By
internationalising the whitegoods industry, trade reforms in particular put pressure
on management to take strategic decisions. There is sufficient evidence to suggest
that management practices were able to respond in a manner that resulted in
technical gains from improved productivity.

Inter-jurisdictional MER and other general reforms in GBEs, labour markets and
infrastructure generally make the decision-making process easier for management
by removing inconsistencies in Government legislation and improving choice.
Although the technical gains here are probably small, they would still be of value to
the whitegoods industry.

MER in the form of enterprise bargaining and workplace agreements has greatly
changed the industrial relations system in Australia. Under the previous centralised
system of wages determination, there was little flexibility for firms to relate wage
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levels and conditions to the rate of growth of labour productivity in their plants, to
the state of the markets into which they sell, or to their ability to pay.

Email, Southcorp and Fisher & Paykel al have site by site enterprise bargaining
agreements in place which provide for employees and management to negotiate on
specific issues such as wage levels, labour productivity, working times and skill
requirements. The agreements also allow for emphasis to be placed on customer
satisfaction, training, employee relations and quality to ensure that all staff have the
necessary skills and competencies required to successfully meet both competition
and corporate performance targets.

Prior to the trade reforms of the 1980s and 1990s, the whitegoods industry was an
oligopoly whose profitability was supported by Government regulation in the form
of relatively high import barriers that limited the capacity of importers to enter the
market. Although rivalry between the firms was open and conscious there existed a
strong degree of product differentiation by brand name which remains today.

Although takeovers and mergers have tended to entrench the oligopolistic structure
of local whitegoods manufacturing, the trade related MER reforms have reduced
barriers to market entry. This resulted in not only an increase in the number of
actual importers in the market but it also removed a major regulatory impediment to
potential entrants. Threat of new entrants into a market is a significant factor in
influencing actual competitive conduct.

Removing barriers to market entry would be expected to typically result in lower
prices and more choice for consumers and this has been the observed outcome in
the whitegoods market. The CPI component for whitegoods has grown at much less
than the rate for both household goods and services generally and for the “all
groups’ index. There is a wide choice of products being offered to consumers from
a large number of suppliers. This evidence suggests a strong link between MER and
dynamic gains resulting from lower prices and greater choice, both of which
increase consumer surplus.

MER has also introduced morecompetition in the services used by the whitegoods
industry such as electricity, transport and Government. By reducing input costs, this
MER allows the industry to appropriate some consequential dynamic efficiency
gains which in turn may be passed on to consumers.

However, some technical regulation has imposed on the industry has had the
opposite effect. By ruling out lower quality products, mandatory minimum
standards may result in under consumption of some whitegoods relative to the
socially desirable level. Energy labelling, athough not mandatory, works through a
form of moral suasion on manufacturers and produces the same negative effect on
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consumer surplus. Such regulation restricts supply with consequent increases in
costs and prices above those that may result in a fully competitive market. These
static losses inevitably lead to dynamic losses in efficiency over time because
market supplies become influenced by product regulation. Incentives for cost
efficiencies and innovation by suppliers are reduced.

There may well be externalities resulting from use of relatively less energy efficient
appliances but the case for regulation does not appear to have been made on that
basis. Certainly in economic terms, product regulation of whitegoods, by reducing
available choice and imposing costs on suppliers, results in clear losses in dynamic
efficiency.

Innovation is a major driver of productivity through its influence on development of
new products or processes (technological innovation) and changed
management/organisational practices (non-technological innovation). Both forms of
innovation affect afirm’s ability to create and maintain competitive positions.

The basic technology embodied in most whitegoods has changed little over the last
20 years, both locally and internationally. Some electronics have been incorporated
and product designs have generally been improved. It is probably fair to assert that
most ideas for innovation in whitegoods are generated from within the firm. It isin
the production processes of whitegoods where innovation has been strongest.
However, product innovation has been forced upon the industry through regulation,
particularly the ban on use of CFCs, which led to changes in compressor technology
in refrigerators and in types of foam insulation.

Overdl, any MER related dynamic efficiency gains from innovation and new
technology in the whitegoods industry have been mostly from indirect influences of
competitive market pressures.

Tariff reductions, CER, labour market flexibility, mutual recognition agreements,
common international standards, inter-jurisdictional reforms all contributed to a
more conducive framework for encouraging productivity growth in the Australian
whitegoods industry. These measures also coincided with other fundamental
changes such as financial market deregulation and the floating of the dollar. It is
impossible to accurately ascribe an incremental growth in productivity solely to
MER. But there is no doubt that there have been some significant turning points in
the productivity performance of the Australian whitegoods industry which have
been driven by competitive MER pressure. The allocative, technical and dynamic
efficiency gains associated with this improvement occurred faster and probably to a
greater extent than would have been the case in the absence of MER.
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Buyers of Australian whitegoods have benefited from MER. There is awider choice
of brands on the market and competitive pressure has ensured that the rate of price
increase for whitegoods has been less than the CPI generally.

Figure 1.15 Value added per person in whitegoods
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2 Automotive industry

The 1970s and early 1980s brought considerable change and uncertainty to
automotive industries around the world. Demand growth slowed in most major
markets, largely as a result of increased fuel prices and generally depressed
economic activity. There was also a marked shift in demand towards smaller
vehicles. Technological change in both vehicle design and manufacturing was also
significant. International trade in vehicles and components increased and
competition intensified. Most automotive industries overseas responded to the
challenge of changing market circumstances by significant restructuring. But, in
Australia, the automotive industry continually sought and received government
assistance to compete against imports and thereby reduced the force of adjustment
pressures.

A change in government policy in the mid- to late 1980s initiated significant
reductions in protection which continued in the 1990s. This case study examines the
responses of the industry to these changes and the productivity outcomes. It draws
heavily on information provided in reports of the Industries Assistance Commission
and the Industry Commission on the industry.

2.1 An overview of the development of the automotive
iIndustry

The Australian automotive manufacturing industry comprises both component and
vehicle production. It is one of Australia's maor manufacturing activities and
accounts for about seven per cent of total manufacturing value added and about one
per cent of GDP.

The industry consists of many diverse firms from large multi-nationals to small
private firms involved in innovative niches such as vehicle design. Large volume
operations exploiting economies of specialisation and scale have been a feature of
successful producers internationally.

Australia is a small player in a large globa industry. As a small player the
Australian industry is significantly influenced by international developments. For
example, the four car manufacturers in Australia are subsidiaries of multinational
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organisations and, as such, are subject to the adjustments in the global strategies of
their parent companies.

Passenger motor vehicle (PMV) production can be divided into four segments,
small/light/micro, medium, upper medium and luxury. In Austraia, PMV
production is currently centred on the upper medium segment. Ford and Holden
dominate with production of the Ford Falcon and the Holden Commodore.
Mitsubishi and Toyota have also moved into this market segment with production of
the six cylinder Magnas and Camrys respectively. In addition to PMV
manufacturing, there is also a significant commercial vehicle sector. Light
commercial vehicles (LCVs) account for around 90 per cent of commercial vehicle
sales. Most locally-produced light commercial vehicles are utilities. However, al
segments of the LCV market are dominated by imports, of which 4WD vehicles
make up a significant proportion. No 4WD or very small vehicles are produced in
Australia.

The component manufacturing sector in Australia is also a significant part of the
automotive industry. In 1996, there were amost 200 firms in Australia supplying
components to passenger vehicle producers, with 35 firms producing around 75 per
cent of the value of Australian component production. The majority of the largest
component manufacturers are not wholly dedicated to the motor industry. Several of
the largest component manufacturers are groups of subsidiary businesses, such as
BTR Nylex and Pacific BBA. In addition, major components such as engines and
castings are produced in-house by the vehicle assemblers.

The Australian automotive industry has strong links to other industries. It is a large
purchaser which contributes to the use of technology and skill levels across the
economy. For example, the motor vehicle industry is the single largest purchaser of
products from the rubber and furniture and mattresses sectors of the economy, the
second largest purchaser of basic iron and steel products and the third largest
purchaser of paints. The automotive industry is a significant user of advanced
technologies which are associated with design and engineering, production, material
handling, inspection and testing processes and communications.

The industry has a long history of government assistance. The first tariffs were
introduced in the early part of this century. Tariffs and certain discriminatory
measures were among the factors that encouraged the growth of the local
components industry during the 1920s and 1930s. In the 1950s, the government
extended its commitment to the complete manufacture of PMVs in Australia
Assistance provided included both tariff and non-tariff measures such as
concessional loans, local content arrangements and import licences. In the mid-
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1960s, the first of a series of Motor Vehicle Plans was introduced to promote higher
levels of local content.

During the 1970s and 1980s, the Australian industry faced increasing competition as
overseas industries, especially from Japan. Australian producers sought and gained
large increases in government assistance to avoid adjustment. The vehicle market
was protected by market sharing and quantitative import restrictions and component
producers by the vehicle manufacturing plans.

Table 2.1 indicates that by the mid-1980s, the industry was in receipt of very high
assistance. Total value added, employment and domestic market share had declined
even further despite the additional assistance. Export intensity had changed little
and labour productivity improvement was slow.

Table 2.1 Selected indicators for the automotive industry, 1974-75,
1984-85, 1995-96

1974-75 1984-85 1995-96
Value added? ($m) 3516 3271 4 495
Employment (no.) 80 238 63 600 47 552
Domestic market shareP (%) 69 61 56
Export intensity® (%) 5 6 12
Value added? per employee ($) 43 815 51 425 94 530
Capital labour ratio?d ($/employee) 42 273 59 886 95134
Effective rate of assistance (%) 50 138 31

@1989-90 prices. b Market share is defined as sales of domestically produced goods less exports, as a
proportion sales of domestically produced goods less exports plus imports and duty paid on imports.
C Exports as a percentage of turnover. d Capital to labour ratio is measured as the net capital stock per
employee. The capital labour ratio is measured for the subdivision transport equipment.

Source: Commission estimates based on ABS data.

Since the mid-1980s, there has been significant changes to the automotive industry.

Value added has increased in real terms, although employment and domestic market

share continued to fall. Labour productivity improved considerably over the decade.

The capital labour ratio for the transport equipment industry subdivision also

increased considerably. Automotive exports as a proportion of turnover doubled
over the last decade, increasing from 6 per cent in 1984-85 to 12 per cent in 1995-

96, and increasing further to 16 per cent in 1996-97. This has been against the

backdrop of declining levels of assistance, with the effective rate of assistance
falling from 138 per cent in 1984-85 to 31 per cent in 1995-96.

Over this period, there was also considerable rationalisation in the industry. Nissan
stopped production in 1992, leaving the number of assemblers at four. PMV
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manufacturers have also rationalised the number of models from 13 to 5, with
vehicle production in Australia becoming more concentrated in the medium/large
end of the market. The number of car models available to Australians has increased,
from 69 in the mid-1980s to 101 in 1995-96.

Many component producers are now internationally competitive and successful in
export markets. Most assemblers have also improved their export performance.

2.2 Factors affecting the industry

Many factors have influenced the performance of Australia’s automotive industry.
They include global changes in the automotive industry, technological change,
changes in consumer tastes, changes in the exchange rate and change in government

policy.

Global pressures

Two major developments since the mid-1970s were increasing competition from
Japan and some newly industrialising countries and increasing international
integration of production.

During the 1980s, vehicle production expanded in a number of developing countries
such as Brazil, South Korea and Mexico. Lower production and investment costs
together with government assistance in some of these countries were the major
factors contributing to this growth. Apart from vehicle exports marketed directly by
producers in these developing countries, there was significant sourcing of vehicles
and parts from them by producers in developed countries.

This increase in competition placed pressures on the big vehicle manufacturers of
the USA and Western Europe. These producers responded to the changed market
circumstances by substantially rationalising and further concentrating firms and
production facilities. There was merger activity and co-operation between firms
both nationally and internationally.

During the 1980s, world production capacity was increased by the establishment of
several new, more modern facilities by various producers to incorporate new
technologies and accommodate changing consumer requirements. It resulted in
excess production capacity and greater intensity of competition between producers.

Increasing globalisation of the automotive industry has occurred over the past two
decades. The maor firms have developed internationally integrated production and
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marketing strategies to reduce costs and increase competitiveness. Automobile
manufacturers now market a range of models sourced from various countries. They
build the same model in different countries, sourcing components from suppliers
who might produce them in more than one location. Intra-firm and inter-firm
arrangements generally span many markets.

Mergers and capital linkages between producers in different countries played a
major role in the globalisation of the industry. There has also been a substantial
expansion of joint ventures to share the costs of product and technology
development and licensing agreements. One of the most important developments has
been the expansion of regional and global design whereby firms use a common
model platform and produce different variants for different markets.

As a result of these developments, the international automotive industry now has a
high degree of integration both within and between firms.

Technology

The Australian automotive industry has traditionally relied heavily on imported
technology, partly because most firms can obtain technology at relatively low cost
from overseas. With many multinationals present in the industry, local subsidiaries
have access to their parent’s technology.

Before 1970, most technological innovation focused on improving product
performance while preserving existing manufacturing plants and processes. Rising
fuel prices and emission control regulations, however, required technological
innovation which placed new demands on the design and performance of motor
vehicles in the 1970s. Examples of major innovations widely adopted over the
1970s and 1980s include front wheel drive axles, turbo charging, electronic engine
controls and diagnostics, and widespread substitution of materials.

Technological innovation of the production process has also proceeded at a rapid
rate. Robots, programmable controllers, computer-aided design and manufacturing,
lasers and other advanced technologies are increasingly used in vehicle and parts
production overseas. Welding and painting processes have been largely automated
in modern overseas plants. The major firms are increasing automation of final
assembly.

Increasingly the focus of technological development in the industry is on flexible
manufacturing systems. The trend is to create more versatile factories by utilising
machines and systems which are flexible enough to produce a greater variety of
models, and even different cars, on the same production line. The cost of one
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factory can then be spread across five or ten cars, thus lowering fixed costs and the
costs of models or cars which fail in the market.

Management and work practices

A feature of the development of the global automotive industry has been the
introduction of lean production techniques initiated by Japanese producers as a way
of reducing costs. There are three essential elements of lean production: human
resource systems, work systems and factory practice. The goal is to reduce waste of
resources and effort and strive for continual improvement. The introduction of these
new management and work practices was associated with industrial relations
reforms and award restructuring.

Lean production methods involve better inventory management systems such as
just-in-time production and delivery, re-organising work practices to minimise
production downtime, working in teams with a degree of worker responsibility for
product quality and the process of allocating work tasks and continual improvement
of product quality.

The old organisational structure, which imposed strong control from the top of the
production process, was gradually replaced by an approach that relied extensively
on group problem-solving at all levels. Under the former approach, major decisions
regarding productivity were made by management and usually implemented at the
time of model change. By contrast, a group problem solving approach to plant
management is based on the idea that much of the potential innovation in the
production process is incremental, and that many small changes are more likely to
improve productivity in the long run than are major changes introduced only at
model change overs (BIE 1986, p. 40).

Changes in demand

Consumer demand patterns have influenced the development of the automotive
industry in Australia. Passenger vehicles are a highly differentiated product and the
ability of producers to supply vehicles of an acceptable design and quality is
important. Factors such as brand loyalty, after sales service and the availability of
spare parts in part determine competitiveness in the market.

During the 1970s, demand for passenger vehicles shifted towards four cylinder
engine vehicles as these were more fuel efficient. In response to this shift, the share
of four cylinder engines in total local production increased. Prior to 1975 these
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vehicles accounted for less than 40 per cent of local production. In 1980, the share
had increased to more than 60 per cent (IAC 1981, p. 49).

In the 1990s, there were significant changes in consumers’ tastes and preferences.
Demand for upper medium vehicles was strong. There was aso high demand for
micro/light vehicles which drove the development of a new class within the small
vehicle segment of the market.

Fleet sales are an important source of sales of domestic PMV producers. This has
been the case historically. In 1996, each local model relied on government and
private vehicle fleet purchases for over 50 per cent of their sales. The upper medium
segment relies on fleet sales more than other segments.

Exchange rate movements

Exchange rate movements affect the competitiveness of industries in the short term.
However, after Australia shifted from a system of fixed exchange rates to a floating
exchange rate regime there was a long term decline in Australia’s trade weighted
index.

The depreciation of the Australian dollar in the mid-1980s significantly improved
the competitiveness of the Australian automotive industry as reflected in a declinein
measured assistance. This was brought out by the significant decline in the tender
premiums for motor vehicle quotas between 1986 and 1988. The available quota
pool was not cleared by tender during these years, thus making quota protection
redundant (IC 1995a, p. 79). However, local producers were cushioned from some
of the effects of the depreciation on input costs through the use of a lagged
exchange rate to value imported content for the purposes of the local content
arrangements (IAC 19864, p. 46).

The depreciation of the dollar made it easier for the government to bring forward
the abolition of import quotas. In addition, the depreciation also improved the
competitiveness of Australia’ s automotive exports.

Government policy

Government policies have exercised a strong influence on the development of the
automotive industry in Australia. The main influences have been assistance
arrangements, government purchasing policies, regulation and the industria
relations framework.
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Industry assistance

Successive governments have implemented a variety of assistance packages for the
automotive industry. By the early 1980s, the industry had become one of Australia’'s
most highly assisted industries, supported by a variety of assistance arrangements
which automatically increased assistance when the industry’s competitiveness
declined. From the mid-1970s to the mid-1980s, the effective rate of assistance
increased from about 50 to almost 140 per cent (figure2.1)1. In the first half of the

1980s, the effective rate of assistance for motor vehicle production was in excess of
250 per cent (IC 1995a, p. 205). The industry was supported by tariffs, an 80/20

market sharing arrangement enforced through import quotas, export assistance, a
local content scheme, and import tariff relief on a proportion of imported
components.

Government policy changed in 1984 in recognition of the failure of previous
policies to develop a viable internationally competitive industry. New assistance
arrangements were introduced by the Button Car Plan. The 80/20 market sharing

arrangement was replaced with tariff quotas with a penalty duty of 100 per cent for
out-of-quota imports. The tariff quotas were scheduled to phase out by 1992 with
the penalty duty to be set at 57.5 per cent in 1992, equal to the general tariff for
imports inside the quota thus rendering the quota redundant. The local content
scheme and an entitlement to import 15 per cent of their value of production duty
free were retained, access to export facilitation was increased and tariff quotas were
extended to certain light commercial and four-wheel drive vehicles. The government
expressed a desire to see an industry structure by 1992 of no more than three
manufacturing entities producing six models at most.

Changes to the Plan were precipitated by the substantial depreciation of the
Australian dollar in 1985 and 1986, which significantly reduced the adjustment
pressure on the industry. In 1986, restrictions on the duty free entitlement under the
local content scheme were introduced to penalise low volume production. In 1988,
import quotas were abolished and tariffs reduced immediately to 45 per cent,
phasing down to 35 per cent by 1992. In 1989, the local content scheme was
abolished. In 1993, further tariff reductions commenced with tariffs on motor
vehicles and components set to decline to 15 per cent by 2000.

In 1997, the Government announced that tariffs would remain at 15 per cent for five
years from 2000 and reduce to 10 per cent in 2005. In 1998, it was announced that
an Automotive Competitiveness and Investment Scheme would operate from 2001

1 Measured on a different basis, the effective rates of assistance were even much higher. For
example, assistance for the automotive industry was measured at over 250 per cent (see IC
(1997b), pp. 223-60).
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for five years. Under this arrangement, PMV producers are to receive an increased
in the duty free allowance on imports from 15 to 25 per cent of a broader definition
of the value of production and an investment benefit of 10 per cent of a three year
moving average of investment in new assets. Component producers and other
eligible participants will receive an investment benefit of 25 per cent of the
investment in new capital assets and 45 per cent of the value of investment in R&D,
with both values calculated on a three year moving average.

The Export Facilitation Scheme currently allows vehicle and component producers
to earn export credits in return for automotive exports and to use these credits to
offset the duty on their imports. Total duty foregone under the scheme is estimated
at about $160 million per annum (IC 1997b, p. 221). Inputs used in the production
of vehicle and component exports are imported duty free. The Export Facilitation
Scheme is due to expire in 2000 and is to be replaced by the Automotive
Competitiveness and Investment Scheme.

The automotive industry also receives assistance from arange of generally available
industry assistance programs provided by the Commonwealth Government. These
mostly relate to research and development and exporting activity. The amount of
assistance provided to the industry through these programs is around $60 million a
year, or about 8 per cent of the industry specific assistance accorded the industry
(IC 1997b, p. 221). The industry also receives State governrent assistance in the
jurisdictions where it operates.

The level of assistance to the automotive industry has declined markedly since the
introduction of the Button Plan (figure2.1). The effective rate of assistance fell
from a peak of about 140 per cent in 1984-85 to 28 per cent in 1995 and it is
estimated that it will be 19 per cent in 2000. The fall in the effective rate in 1985-86
reflects afall in the tender premiums for quotas as a result of the depreciation of the
Australian dollar. Even though measured assistance declined due to the drop in
tender premiums, the depreciation of the Australian dollar provided a temporary
buffer as imports became relatively more expensive.

Despite the absolute fall in effective rates, relative levels of assistance for the
automotive industry increased during the 1990s. For instance, in 1989-90, the
effective rate of assistance for the industry was three and a half times that for the
manufacturing sector, or 37 percentage points difference, and by 1996-97 it was
nearly five times that for manufacturing, or 22 percentage points (IC 1995a, p205,
207, PC 1998a).
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Figure 2.1  Effective rates of assistance for the automotive industry and
total manufacturing, 1968-69 to 1997-98

Per cent

160 -
140 +
120 - Automotive industry

100 +

80 -

50 /\/
404 _ _ _ _\\ Total Manufacturing
N - — - — -
204 T TT mTmT——

—
L
—
—

O T T T T T T T
1968-69 1972-73 1976-77 1980-81 1984-85 1988-89 1992-93 1996-97

Source: IC (1995a).

Regulations

Australian Design Rules (ADRs) govern three main areas: vehicle safety,

environmental standards concerning emissions and noise, and some highly specific
regulations aims at discouraging vehicle theft. There are also difference in the ways
that ADRs are applied in individual States and Territories. ADRs also impact on

specific automotive components. Progress has been made to harmonise ADRs with
standards applying in major overseas countries.

The existence of ADRs differing from those in supplying countries may change the
distribution of imports by discouraging low volume imports. This is because to
comply with ADRs, overseas producers have to make special components for
relatively small volume sales to Australia.

Participants in the industry have argued that the lack of uniformity of ADRs with
international standards and non-uniformities in their application within Australia
impose a cost penalty on firms in the industry and ultimately on car consumers.
Some vehicle importers have argued that the cost per vehicle of complying with
uniqgue ADRs was greater for imports than for loca manufacturers with a
consequence that de-facto protection was provided to the local industry.
Compliance with non-uniform environmental regulations and standards adds to the
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costs incurred by manufacturers. For example, scale economies can be lost when
smaller production runs are necessary to meet different standards (BIE 1996, p. 24).

Industrial relations

The Australian industrial relations system has been built around a centralised system
for fixing wages and conditions. The disadvantage of such a process is that
productivity at the enterprise level may not reflect the wages outcomes for an
enterprise. Wages outcomes may not reflect the capacity to pay which is related in
part to productivity performance. In the late 1980s, a system was introduced, under
which responsibility for determining terms and conditions of employment could be
shifted to the work place level by the establishment of enterprise agreements —
with the agreements underpinned by an award safety net. The introduction of the
Workplace Relations Act would help facilitate increased flexibility and a shift to
closer worker-employer relations (IC 1997b, p. 146).

Other factors continuing to restrict productivity within the industrial relations
system include the complexity of the award system, the maintenance of award
conditions, pattern bargaining within the automotive industry, and restrictive work
practices.

The complexity of the industrial relations system potentially impedes productivity
within the automotive industry. The award regulates working arrangements at the
enterprise level in a prescriptive way. It covers issues such as hours of work, pay
conditions, overtime shift rates, leave conditions, safety checks to tools and work
area, specia conditions for watchmen and gatekeepers, tea breaks and training
requirements. Many companies within the automotive industry are covered by
multiple awards. This means unions may be focused on industry-wide or
occupational issues, rather than achieving the best outcome within a particular firm.
(IC 1997b, p. 148)

The maintenance of award conditions may inhibit the achievement of the flexibility
necessary for the automotive industry to become internationally competitive. While
positive change has occurred, some employers saw the enterprise bargaining process
as a means of accruing additional remuneration without real trade-offs being made.
(IC 1997b, p. 151)

Taxation

Vehicle purchase, manufacture, ownership and use are affected by a range of
Commonwealth and State taxes, including company tax, fringe benefits tax, sales
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tax, stamp duty, registration fees and excise tax. Taxation of the automotive
industry and users of its products contributes a significant proportion of government
revenue. For example, over one-quarter of Commonwealth sales tax revenue is
raised from the sale of passenger motor vehicles, commercial vehicles, parts and
accessories (1C1997b, p. 114).

Different taxes affect the demand for vehicles and increase production costs.
Considerable variation has occurred in government taxation policies over the last
twenty years. Vehicles and vehicle use have been more heavily taxed than many
other goods and services which biases demand away from vehicles (IC 1997b,
p. 120).

Economic infrastructure

Reform of government business enterprises and the implementation of the National
Competition Policy have impacted on the automotive industry, reducing their costs
and improving their competitiveness. Reforms in the electricity, transport and
waterfront industries have been the main source of change of this type impacting on
the automotive industry (1C1997b, pp. 157-8).

2.3 Increasing competition

The changing pattern of production in the global automotive industry placed
increasing competitive pressures on the local industry. Despite high tariff rates and
import quotas, the market share supplied by domestic production declined slightly
during the 1980s from 67 per cent in 1981-82 to 62 per cent in 1988-89 (figure?.2).

In the 1990s, there was a sharp increase in import share of the domestic market. The
share supplied by domestic production fell from 65 per cent in 1990-91 to 53 per
cent in 1992-93. Since then it has remained at about this level.
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Figure 2.2  Domestic market share of the Australian automotive industry
Per cent
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Source: Commission estimates based on ABS data.

In the PMV segment, an increase in imports was more closely associated with the
abolition of import quotas, the local content scheme and the reductions in tariffs at
the end of the 1980s. The domestic market share of PMV's fell sharply from about
85 per cent in 1987 to about 75 per cent in 1990, and continued to decline in the
1990s to 58 per cent in 1997 (figure2.3).

The bulk of the increase in imports came from the micro/light/small car market
segment, where the domestic market share has fallen from over 70 per cent in 1988
to under 15 per cent in 1996 (figure2.4). The medium, upper medium and luxury
car market has decreased only slightly over this same period from just over 80 per
cent to just under 80 per cent (IC 1997b, pp. 32-3).

In the upper medium segment, domestic producers retain some advantage. Seventy-
five per cent of new upper medium cars are purchased by fleets and one-third of
these are government purchases. Government purchasing policies favour purchase
of Australian-made vehicles and provide domestic producers with a captive market.
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Figure 2.3
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Per cent

Domestic market share 1974 to 1997 for passenger motor

100 ~

95 A

90 -

85 -

80 -

75

70 A

65 -

60 -

55 A

50 —

1980

1974 1977 1983 1986

1989 1992

1995

Source: Commission estimates based on IC (1997b), AIA various years, IAC (1983) and DISR (1999a).

Figure 2.4
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From 1988, the share of local production in the components market largely mirrored
the trend in the PMV market, athough there has been a slight increase in market
share since 1995-96.
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2.4 Industry responses

Faced with increased competition and declining assistance, automotive firms have
responded in a number of ways such as rationalisation, increasing specialisation,
introducing new technologies, investment in research and development, improving
management and work practices, increasing investments and improving quality.

Management culture

A change in entrepreneurial attitudes has seen most Australian producers increase
their awareness of the need to view themselves as part of the global industry. The
small size of the Australian market and its increasing fragmentation had made it
necessary for Australian vehicle manufacturers to establish their place in the global
strategies of their parent companies. This involves the active development of export
markets to supplement their domestic vehicle sales (IC 1997b, p. 24).

Certainly some of the increase in competitive pressure in the automotive industry
has been via the expectation of greater competition as tariffs declined and the
increased range of vehicles (particularly at the very small end) competing with
domestic producers. In addition, the 1984, 1988 and 1992 assistance packages
clearly signalled to the industry that declining assistance and greater involvement in
world markets was the direction of government policy.

The changes in government policy and increasing competition also encouraged the
Australian automotive industry to become more outwardly focused since the late
1980s. Export intensity as measured by exports as a proportion of turnover has
increased from around 3 to 4 per cent in the late 1970s and early 1980s and about 6
per cent in the late 1980s to almost 16 per cent in 1996-97.

Industry rationalisation

Industry structure and activities have altered in response to the increase in
competition. In 1985, there were five PMV manufacturers producing 13 models in
eight plants around Australia. There are now four vehicle assemblers each operating
one assembly plant and producing a total of five models.

Three recent examples of substantial adjustment in the industry were:

the closure of Nissan’'s vehicle manufacturing facilities in 1992;

the relocation of Toyota's production facilities from Dandenong and Port
Melbourne to Altona; and
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the reduction in Ford's workforce in Geelong and Broadmeadows, and the
closure of it Homebush plant in NSW.

There has also been some rationalisation in the component industry with most major
components being produced by sole local suppliers. In line with international
developments ,all the PMV manufacturers have been rationalising their component
supply base, where the component producer delivers a complete component rather
than a variety of smaller unassembled components.

Specialisation

The main response of domestic automotive producers to the changed assistance
arrangements and increased imports in the small end of the market was to re-orient
production towards the upper medium segment of the market.

All manufacturers have withdrawn from small vehicle production. Over the period
1988 to 1996, local production of the Mitsubishi Colt, Ford Laser and Nissan Pulsar

ceased. The medium/upper medium/luxury segment of the market remains

dominated by locally produced vehicles. The domestic share in this segment, has
been stable for the last decade at around 80 per cent. The relative size of this market
segment expanded from about 28 per cent to over 40 per cent of all PMV sales over
the period 1988 to 1996.

In 1997, sales by Federation of Automotive Parts Manufacturers (FAPM) member
companies, which include sales of some imported components, continued to rise,
although there appeared to be a shift from aftermarket sales to original equipment
sales. This may reflect improved specifications for cars, such as the standard fitment
of air conditioning (DISR 19993, p. 25).

The increase in the intra-industry trade (11T) index over the last decade provides
further evidence of increasing product specialisation. The IIT index measures the
simultaneous trade of goods produced within the same classification. If a country
exports roughly the same amount of goods within a classification as it imports, the
1T index will be high, indicating a high degree of specialisation. However, if there
is mainly one way trade that is, imports with no exports or vice versa, the 11T index
will be low, indicating low levels of specialisation. Trade liberalisation will
normally lead to greater international specialisation within and between industriesin
the production of goods and services. Figur@.5 shows the index increasing steadily

throughout the 1980s and 1990s.
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Figure 2.5 Intra-industry trade index for the automotive industry, 1968-69
to 1996-97
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Source: Commission estimates based on ABS data.

There is significant concentration in the manufacture of automotive components.
Many components are produced by only a small number of firms. A number of
these firms are specialist component producers (SCPs), producing exclusively for
the automotive industry.

Technology

Investment in new production equipment such as robotics, numerically controlled
machinery and laser equipment can play an important role in improving productivity
as well as reducing costs and providing consistently higher quality.
(BIE 1996, p. 75)

Many PMV producers have invested heavily in new technologies and capital

equipment in recent years. For example, Ford invested in new technology in an
effort to increase the efficiency of its manufacturing process. Use of robots in the
welding process was introduced in the mid-1980s. Computer aided design, computer

aided engineering and computer aided manufacturing are also employed. Other

technologies and capital equipment that the company has invested in include new
stamping presses and an automatic mould line in the casting plant.
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Economies of scale

Rationalisation, increasing specialisation and the introduction of new technology
have contributed to bring access to greater economies of scale in the industry.
Increases have occurred in volumes per plant and per model (figur@.6). Average
volume per plant is now around 80 000 units compared with less than 50 000 in the
mid-1980s. Some assembly lines are producing around 100 000 units per annum and
Holden is planning a capacity of 150 000 units at its Elizabeth plant (IC 1997b,
p. 93). While Australian plants remain relatively small by world standards, there has
been a considerable expansion in economies of scale in the local industry following
changes in the protection regime.

Research and development

A significant response to the increase in competition has been investment in R&D
capabilities. Some multinational firms have located their regional R&D headquarters
in Australia and independent Australian firms have succeeded in selling design and
R&D services to the international market.

In recent years, business expenditure on R&D (BERD) by the automotive industry
has been cyclical, with strong growth since 1992-93. The PMV producers account
for the largest part of the automotive BERD. This recent upswing may have been
heavily influenced by the product development cycles of new models, in addition to
the normal competitive pressures on firms to stay ahead of their competitors
(figure 2.7).

R&D intensity measures the ratio of BERD to industry output. R&D intensity in the
automotive industry is above the average for al manufacturing in Australia.
Figure 2.7 shows that R&D intensity in the industry increased from just under 2 per
cent in 1989 to 3.4 per cent in 1997.

The expenditure devoted to R&D by some automotive component suppliers,
whether expressed as a proportion of sales or profits, or as expenditure per
employee, differs widely. When expressed as a proportion of sales, most surveyed
firms have alower R&D intensity than the industry average. However, these figures
may not accurately reflect the R&D intensity in the automotive component
manufacturing operations of these companies. Most of the companies are diversified
and supply industries other than the automotive industry.
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Figure 2.6  Number of models, volume per plant and volume per model,
1984 to 1996

90000 14

80000 1
\ 5 § o
70000 \\ 110

60000 ]
50000
40000 I
30000
20000
10000 7

oo
S|apow JO "ON

SNNINRY
HEEENENENHBN
L
I.I.I.I.I.I.I.II

No. of vehicles
AI!I!I!I!I!'LIAIAI

4:2\\\\\\\\ SHHRSHISAN
o

AR,

1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996

FZ7) Average volume per model ™™ Average volume per plant —®— Model No. at year end

Source: IC (1997).

Many companies are using their Australian subsidiaries as a regional base for
servicing the technology and design needs of related subsidiaries in other countries.
For instance, Britax Rainsford develops particular technologies for the manufacture
of external mirrors, which it supplies to other affiliated companies in Europe and
the USA, and Robert Bosch Australia has established itself as the global
headquarters for the Bosch group for the design, development, manufacture and
marketing of car body electronics. In addition, some independent Australian firms
are also supplying design and R&D services from Australia into world markets (1C
1997b, p. 77).

At the vehicle makers level, Holden is establishing a design and development centre
for the Asian region. The skills and capability built up from adapting overseas
designs to Australian conditions has formed a base for adapting other General
Motors Corporation (GMC) designs to meet particular market requirements. Holden
has also been designated as the centre of expertise in heating, ventilation and air
conditioning for GMC products sold outside North America. When combined with
other design and development tasks, Holden expects to export over $200 million in
R&D services from 1997 through to 2001 (IC 1997b, pp. 77-8).
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Figure 2.7  Business expenditure on R&D by motor vehicle producers and
as a proportion of the value of production, 1989 to 1997
1997 dollars
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The export of R&D services is an important development for the Australian
automotive industry. Although most automotive R&D services have received a
boost from their relatively recent inclusion in the EFS, the apparent growth in this
part of the industry appears to be also based on intrinsic technological strengths
(IC 1997b, p. 78).

Management and work practices

Changes to workplace design and practices have been necessary to cope with
increased competition. New organisational techniques associated with lean
production, such askanban (demand driven, just-in-time production) andkaizen
(the quest for continuous improvement) began to be implemented in the automotive
industry in the early 1990s. In order to adopt these new organisational techniques,
management has had to adopt a more flexible and cooperative approach in relations
with employees. Today lean production is used in some form by each Australian
vehicle manufacturer and by a number of their suppliers.

The International Motor Vehicle Program has measured the extent to which
elements of lean production are present in the Australian automotive industry. The
measures covered include work systems, which relates to the multi-skilling of the
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workforce, human resource management, which relates to the commitment by
management to human resources policy, and factory practices which measures a set
of production practices that covers the level of inventory stocks, frequency of parts
delivered to the line, etc.

These measures show an overall increase in the use of lean production between
1989 and 1993 (table 2.2). Large increases occurred in the use of multi-skilled

workforces and the commitment to human resource management. However, lean
production factory practices associated with the level of inventory stocks and
frequency of parts delivered on time decreased. More recent measures of these
indices are not available, but anecdotal evidence suggests that they have probably
improved since 1993. (IC 1997b, p. 84)

Toyota provided evidence to the 1997 IC inquiry of improvements in their human
resource strategies and inventory management, which is part of factory practice. In
1990, only about 20 per cent of local parts were delivered just-in-time, by 1994 this
had increased to 100 per cent. This reduced the number of days stock being held
from eight to one, and it is now below four hours. (IC 1997b, p. 85)

Table 2.2 Australian assembly plants management policies index, 1988

and 1993
1988 1993
Work systems2 23.8 47.8
Human resource managementb 18.8 55.8
Factory practiceC 48.1 45.3

& A score of 100 indicates plants operate with a multi skilled workforce. A score of 0 means the plants work
systems are highly specialised. b A score of 100 indicates a high commitment by management to human
resources management policy; a score of 0 indicates a low commitment.C This index measures a set of
production practices that covers the level of inventory stocks, frequency of parts delivered to the line, etc. A
score of 100 indicates lean production, while a score of 0 indicates buffered production.

Source: Krafcik and MacDuffie (1989) and MacDuffie and Pil (1996) cited in IC (1997b).

Improvements have been made in workplace design and practices and industrial
relations in the industry in order to cope with increased competition.

The factors driving the changes have been strongly influenced by the reduction by the
Australian government of tariff protection for manufacturing industries. This has meant
that firms have been forced to undertake immediate and drastic changes to their
industrial relations and human resource policies. This has come as a shock to the
automotive industry which was sheltered for so long from international competition.
(Bamber and Lansbury cited in IC 1997b, val. 2, p. H14).

Changes in the industrial relations system and the introduction of enterprise
bargaining have contributed to more flexible work practices. The four
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manufacturers, and most of the larger components makers, have negotiated their
own enterprise agreements. They are all underpinned by individual awards and have
allowed, to varying degrees, flexibility in workplace arrangements and employee
and management access to more flexible terms and conditions.

Skill development

Since the late 1980s, attention to training in the automotive industry has increased
significantly. This change can be attributed to factors including: the establishment
of links between training and industrial awards; reform of the national training
policy; and the commitment to training demonstrated by automotive firms, unions
and employees.

Although the amount of training occurring in the automotive industry is high

relative to manufacturing and all industry averages, ABS figures suggest training

activity in the automotive industry decreased between 1989 and 1993. This decrease
was contrary to the movements in average training expenditure for manufacturing
and all industries. Participants in the 1997 inquiry argued that the ABS data were
not consistent with their experience in that expenditure had not decreased. However,
there was a significant decline in employment in the industry (tabl2.3).

Table 2.3 Average training expenditure, Australia, July to September,
1989 and 1993

Per cent of gross Dollars per
Industry wages and salaries employee Hours per employee
1989 1993 1989 19932 1989 1993
Motor vehicles and partsb 3.6 3.0 237 207 11.3 9.2
Transport equipment 3.9 3.5 262 252 14.3 11.5
Manufacturing 2.2 2.6 142 182 6.5 6.5
Total 2.2 2.9 133 171 5.7 5.6

@ 1993 expenditure has been deflated by the trainers wage index to obtain figures in 1989 dollar values.
b asic category 323 Motor vehicles and parts.

Source: ABS. 6353.0 and unpublished data cited in IC (1997b).
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Capital and labour inputs

Capital

The amount of capital devoted to the production of vehicles can influence labour
productivity and is therefore an important consideration in understanding industry
performance. Net capital stock data is only available for the transport equipment
industry, the large part of which is comprised of the automotive industry. The
automotive industry accounted for around 67 per cent of output of the transport
equipment subdivision in 1996-97.

High levels of investment occurred in the transport equipment industry between
1985-86 and 1997-98, with the exception of the recession years of the early 1990s
(figure 2.8). This was the highest and most sustained period of capital investment in
the industry in the previous thirty years. Record levels of investment were achieved
in 1996-97 and 1997-98. Investment by the PMV producers has been highly cyclical

and mostly associated with product development.

There has been a considerable expansion of net capital stock in the transport
equipment industry. Between 1985-86 and 1990-91, it increased by 15 per cent.

Since then it declined over several years because of depreciation on the earlier surge
in new capital investment but in 1997-98 it returned to the previous high level with
the increase in new investment.

Figure 2.8  Private new capital expenditure for the transport equipment
industry, 1968-69 to 1997-98
$1989-90, $million
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Source: Commission estimates based on ABS 5625.0 and unpublished ABS data.
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Employment

Employment in the automotive manufacturing industry decreased from a peak in
1973-74 of about 90 000 persons to 47000 in 1997-98 (figure 2.9). Part of this

decline occurred in motor vehicle production. In the early 1970s, employment in
motor vehicle production was nearly 60000. In 1997-98, employment was about

20 000.

For much of the 1980s, employment had stabilised in the industry, largely as a result
of the high levels of protection and the devaluation of the exchange rate. A large
decline in employment occurred after 1989-90 and continued beyond the recession
of the early 1990s.

Capital/labour ratios

Capital/labour ratios were estimated for the transport equipment industry because of
the unavailability of net capital stock data for the automotive industry.

Between 1988-89 and 1991-92, the capital/labour ratio for the transport equipment
industries increased by 13.2 per cent per year. This compares with an increase of
7.9 per cent per year for the manufacturing sector. Over the previous seven years,
the ratio increased by 3.1 per cent per year for transport equipment and 2.3 per cent
per year for manufacturing. After 1991-92, the ratio for transport equipment
declined slightly while that for manufacturing increased slightly.

Figure 2.9 Employment in the automotive industry, 1972-73 to 1997-98
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The sharp increase in capital/labour ratios from about 1987-88 reflect both
increasing capital investment and major reductions in employment in the industry.
The declining ratio after 1991-92 largely reflects the reduction in net capital stock
(figure 2.10).

Figure 2.10 Net capital stock per employee in the transport equipment
industry and total manufacturing, 1968-69 to 1997-98
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Source: Commission estimates based on ABS data.

2.5 Productivity performance

Labour productivity measures are available for the automotive industry. Multifactor
productivity (MFP) measures, however, are only available at the ANZSIC
subdivision level — transport equipment.

Multifactor productivity

MFP for the transport equipment industry has fluctuated considerably at times
(figure 2.11) and makes it difficult to determine the appropriate periods over which
to compare growth rates. Estimated growth rates are quite sensitive to the end points
of comparison periods.

Growth rates estimated on the peak-to-peak aggregate productivity cycle show
strong MFP growth since the late 1980s. Over the long aggregate productivity cycle
from 1981-82 to 1988-89, it increased at an average annual rate of 1.7 per cent and
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Figure 2.11 Multi-factor productivity for the transport equipment industry
and the manufacturing sector, 1968-69 to 1996-97
Indexes 1968-69 = 100
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Source: Gretton and Fisher (1997) and Commission estimates for 1995-96 and 1996-97.

Figure 2.12 Multifactor productivity for the transport equipment industry,
1968-69 to 1996-97
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between 1988-89 and 1996-97 it grew at 2.5 per cent per annum. During the first
cycle, MFP growth in the transport equipment sector was significantly below that
for the manufacturing sector as a whole (2.2 per cent per annum) but, in the reform
period, it was significantly higher than for manufacturing (0.7 per cent per annum).

A range of estimates of MFP growth can be obtained by calculating growth on
different peak-to-peak industry productivity cycles.

To reduce the sensitivity of the calculation of productivity growth rates to the
selection of end points, exponential trend lines were fitted for the periods before and
after 1986-87 (figure 2.12). According to this measure, MFP has increased at an
average rate of 2.1 per cent a year since 1986-87, compared with 1.7 per cent a year
prior to then.

Underutilised capacity has probably been a factor constraining MFP growth since
the late 1980s. Historically high levels of investment have been sustained from
1985-86 to 1996-97 (except during the recession) but production suffered in the
recession and for a few years thereafter. Production has since recovered to
historically high levels and there are signs of stronger productivity growth reflecting
improved efficiency in recent years.

Labour productivity

A simple measure of labour productivity growth in the PMV industry is the number
of vehicles produced per employee. This measure shows significant productivity
growth during the first half of the 1980s, little growth during the second half and
considerable improvement in the 1990s (figure2.13).

The vehicles per employee measure does not take into account the productivity
performance of the components sector. Figure2.14 provides a picture of labour
productivity for the automotive industry using value added per employee.

Labour productivity in the automotive industry according to this measure doubled
since the mid-1970s, but most of the increase was achieved from the late 1980s
when significant decreases in protection began to be implemented. The precise
turnaround in productivity growth cannot be determined because of a gap in the
data. It may have been as early as 1987-88 or as late as 1989-90. From 1988-89 to
1996-97, labour productivity grew at an annual average rate of 7.0 per cent,
compared with a growth rate of 1.1 per cent prior to 1988-89 (table2.4).
Automotive labour productivity underperformed, compared with Manufacturing
through the 1970s and 1980s, but outperformed it after 1986-87 and through the
1990s
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Figure 2.13 Vehicles assembled per employee, 1973 to 1997
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Data source: IC (1997b) and DISR (1998).

Figure 2.14 Value added per employee, automotive industry and total
manufacturing, 1968-69 to 1996-97
Indexes 1968-69 = 100
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Table 2.4 Average annual growth in value added per employee, selected
periods
Log-linear growth rate

Growth rate

1970s 0.7
1980s 3.3
1990s 6.8
1968-69 to 1988-89 11
1988-89 to 1996-97 7.0

Source: Commission estimates based on ABS data.

Growth rates were also estimated from fitted exponential trends for the periods
before and after 1986-87 (figure2.15). These confirm the strong improvement in
labour productivity in Automotive in the late 1980s and 1990s. Growth increased
from 1.0 per cent a year before 1986-87 to 6.4 per cent ayear after 1986-87.

Capital deegpening seems to have been a major influence on the initial improvement
in labour productivity growth. Between 1986-87 and 1991-92, the capital/labour

ratio for the transport equipment industries increased by 9 per cent per year
compared with 4 per cent per year over the previous seven years. The increase
between 1986-87 and 1991-92 was driven by both increases in net capital stock and
large reductions in employment.

Figure 2.15 Value added per employee for the automotive industry, 1968-69
to 1996-97
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Source: Commission estimates based on ABS data.

AUTOMOTIVE 71
INDUSTRY



There was a setback in labour productivity growth in the early 1990s at the time of
the recession but high growth has prevailed since then. MFP trends suggest
improving efficiency in resource use has been the dominant influence in recent
years rather than capital deepening. The capital/labour ratio has declined since
1991-92 by 1.4 per cent a year while labour productivity increased.

2.6 Role of microeconomic reforms

Reductions in protection beginning in 1988 and continuing into the 1990s appear to
have resulted in greater import competition and action by the industry to improve
productivity. In the late 1980s, there was an upturn in labour productivity growth
and large improvements in productivity were achieved in the 1990s.

The change appears to have been initiated through the PMV industry. The domestic
market share of the automotive industry as a whole largely held up until 1990-91
but a sharp increase in import competition in the passenger motor vehicle market
occurred from about 1988 when import quotas for PMV's were abolished and the
phased reduction of tariffs through to 2000 was initiated. Domestic market share
supplied by local PMV production continued to decline during the 1990s. Up until
the late 1980s the industry was insulated from pressure.

The improvements in labour productivity in the automotive industry were achieved
mainly through rationalisation of plant and models, greater product specialisation,
adoption of new technology, improved economies of scale and changes in
management and work practices.

A change in entrepreneurial approach was critical to the improved performance.
Faced with the increased competition, the industry rationalised both plants and car
models in order to achieve some economies of scale. The industry was also
provided with incentives (the export facilitation scheme) to become more globally
focused. Firms concentrated on the upper medium market segment where they are
better able to meet international competition, in part due to government purchasing
arrangements which favour domestically produced vehicles.

While the increased competitive pressure flowing from the announcement and
implementation of reduced assistance has been particularly significant in its own
right, it also facilitated the industry’s readiness to take advantage of other reforms
(for example, the improved institutional framework in the labour market). Improved
work practices and labour relations have flowed from changes in the institutional
arrangements in the labour market. Lean production is now used in some form by
each Australian vehicle manufacturer and by a number of their suppliers.
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