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Adjustment assistance
Adjustment assistance has long been a feature of the industry policy landscape. The Commission has previously addressed the topic in its 2001 research report, Structural Adjustment — Key Policy Issues (PC 2001). 

In its report, the Commission examined the circumstances in which it might be appropriate to use additional assistance measures rather than relying on the social safety net and generally available measures to handle the distributional and adjustment challenges associated with policy changes. It found that there were potential cases for adjustment assistance on efficiency as well as equity and fairness grounds. The efficiency case is strongest where specific adjustment assistance can reduce transactions costs attributable to market-based impediments (such as information gaps) and the expected benefits exceed the costs of intervention. This is generally more applicable to the circumstances of workers than owners of firms. The Commission also concluded that the case for adjustment assistance on equity or fairness grounds is likely to be strongest where the source of change is a policy change which:

· imposes a clear and sizeable burden on a specific group in the community (particularly if the affected group is relatively disadvantaged); and/or

· involves a largely unanticipated and material change to a well-defined and defensible ‘property right’.

The Commission discussed the relative merits of adjustment policy options including: pre-announcing, phasing or modifying policy changes; direct compensation to ‘losers’ from a policy change; and specific adjustment assistance to firms and regions such as for industry re-structuring and exit and socio-economic knock-on effects. The Commission also identified a need to address potential impediments to efficient adjustment (such as information gaps, inadequate skills, relocation frictions and industrial relations arrangements).

Since its 2001 report, the Commission has also reported on adjustment assistance issues in several inquiries (box 4.1). The Commission found that it was appropriate to target assistance at workers and communities in some circumstances. However, in a number of studies of industries facing commercial pressure the Commission’s assessment was that they had no stronger case for assistance than other industries. 

This chapter complements the Commission’s earlier work by identifying the compensation and specific adjustment assistance that have been provided to firms and industries by the Australian Government since 1996‑97. Section 4.1 discusses the role and nature of adjustment assistance. Estimates of adjustment assistance are presented in section 4.2 while some features of regional adjustment funds (established in response to closures of major local employers) and exit assistance programs are outlined in section 4.3. Final comments are made in section 4.4.

Detailed assessment of the appropriateness, effectiveness and efficiency of individual adjustment assistance packages is beyond the scope of this chapter, although some issues are raised.

	Box 4.1
Commission reporting on adjustment issues

	Since its 2001 research report, Structural Adjustment — Key Policy Issues the Commission has addressed adjustment issues in a number of studies including those relating to automotive (PC 2002a), citrus (PC 2002b), textiles, clothing and footwear (PC 2003a), pigmeat (PC 2005a, PC 2007c, PC 2008b), drought support (PC 2009b) and market mechanisms for recovering water in the Murray Darling Basin (PC 2010c). 

· The automotive and textiles, clothing and footwear inquiries considered adjustment assistance in the context of a change in policy (tariff reductions) and found there may be a need for adjustment assistance targeted at workers.

· The reports into the citrus and pigmeat industries, when each industry was under commercial pressure, found that industry-specific assistance to the businesses was not justified in the circumstances at the time. A common point made by those reports was that industry assistance would not target genuine low-income problems of individuals efficiently or equitably. Also, firm performance within the industries varied markedly — some were doing well and investing or transforming — and private adjustment strategies were available. The Commission’s assessment was that these industries had no strong case for assistance over other industries. 
· The Drought Support and Murray Darling Basin reports, among other matters, addressed concerns about sustaining regional communities in the face of underlying and ongoing change. Both reports held the view that such distributional concerns are better addressed through more direct measures rather than by modifying drought and water buy-back policy.

	

	


4.1
The role and nature of adjustment assistance

Economic change and calls for adjustment assistance

Adjustment by firms and individuals in response to changes in market conditions and government policies occurs continuously. Such adjustments are essential to economic growth and higher living standards. 

General changes in market conditions — such as variation in costs and prices, the behaviour of competitors, the introduction of new technologies, and shifts in consumers’ tastes and lifestyles — are for the most part relatively small or gradual and may be anticipated by businesses and individuals. Some market changes are larger or more sudden, such as changes in world commodity prices or exchange rate movements.

Economic conditions can also change as a result of government policies. Industry adjustment considerations have arisen in the context of such policies as reductions in tariffs, deregulation of commodity marketing arrangements, removal of restrictions on competition, and the pricing of carbon. Changes in access to, and the management of, resources such as of water, fisheries and forests also alter industry prospects. Similarly, regulatory decisions can also require industry adjustment; for instance, the live cattle export ban and the introduction or termination of various programs (such as the home ceiling insulation program). 

Changes in the natural environment, such as drought, floods, cyclones and bushfires, also affect economic conditions. Similarly, outbreaks of diseases such as equine flu, bird flu and foot and mouth disease directly affect businesses and households and impose additional costs on the local community. By the same token events overseas can present export opportunities for Australian producers. 

Some changes or adjustments may be considered ‘beyond normal’ and give rise to calls for governments to intervene to ameliorate adverse effects on individuals, business and communities. But, there is no set metric by which to define ‘beyond normal’ or an unexpected ‘shock’.

A number of approaches are available to governments. In the first instance, there are generally available social safety net and related support programs designed to assist individuals in difficulty due to any cause (box 4.2). These arrangements recognise that there are hundreds of thousands of involuntary job losses each year.
 It would not be feasible nor cost effective to have a multitude of special arrangements when structural adjustment and labour market changes are so frequent and widespread. Tailor-made programs may also result in treating individuals in similar circumstance differently and could therefore be regarded as inequitable and lead to inefficiencies. This is why the generally available measures are usually the most appropriate vehicles for supporting individuals through the process of adjustment and for moderating any adverse distributional impacts.

	Box 4.2
Relying on the general social safety net

	The social safety net includes transfer payments and concessions available through the income support and tax systems and a range of services providing assistance to job seekers. It affords income support to qualifying people during their lifetime including during periods of unemployment and economic hardship. It also assists in the development of capability to adjust to change, for example through job search and training. 

Such arrangements have several distinct advantages in performing these functions (PC 2001). They: 

· treat individuals in similar circumstances equally;

· target assistance to those in genuine need whatever the cause;

· address the net effects of the varying influences on the circumstances of individuals and families; and 

· support individuals and families rather than a particular industry or activity. 

Notwithstanding their advantages, such arrangements can have design and implementation limitations. For instance, the Commission’s Drought Inquiry (PC 2009) found that farmers face difficulty accessing the social security system due to their level of farm assets and the requirements of working on the farm.

	

	


If the social safety net and other generally available measures are insufficient or inappropriate for addressing adjustment pressure, other policy options include:

· modifying a policy proposal, such as phasing or diluting, or changing a policy after implementation; 

· addressing impediments to efficient adjustment, for instance information gaps on alternative employment opportunities, training and skills gaps, relocation frictions (such as stamp duty, housing availability, schooling), and adverse taxation implications (such as with farm exits); and

· providing specific adjustment assistance, the subject of this chapter.

Nature and design of adjustment assistance

Classifying a budgetary measure as industry adjustment assistance is not straight forward. Some measures are relatively explicit in their adjustment intent and the type of adjustment anticipated. There are other measures, however, where the objectives and the outcomes to be achieved are less clear. The approach taken in this chapter is to identify budgetary measures included in the Commission’s assistance estimates that have the potential to influence how targeted firms, activities or regions respond to changes in their operating environment, whether such changes are government induced or due to other factors.

Traditionally, adjustment assistance has referred to measures aimed at smoothing and dampening the adverse impacts of industry assistance reform, such as tariff reduction, deregulation of agricultural support schemes, removal of restrictions on competition and reduced natural resource access (forests, fisheries, water). 

As part of various industry policy changes, adjustment has at times been facilitated by phasing or pre-announcing the new policy settings and in some cases modifying the proposal, to provide for more gradual adaptation than otherwise. 

Where financial assistance has been provided as part of industry reform packages, its nature and design has varied. Some assistance has been compensatory, as was the case of deregulation of dairy marketing arrangements where adjustment assistance to dairy farmers was set in relation to the expected loss in income over the next three post-deregulation years. Buy-outs of fishery and forestry access, water entitlements and tobacco growers were also of a compensatory nature, as was support to home insulation businesses for excess to demand stockholdings. 

Other financial assistance associated with industry reforms has been facilitative or transformational. Such assistance has been conditional on businesses undertaking action considered to be consistent with a more viable future industry such as new investment, research, new products and practices, amalgamation and exit. For example, adjustment assistance for the automotive industry in response to tariff cuts has been conditional on investment and R&D expenditure. Grants to Tasmanian forestry businesses to re-tool for non-native forest timber is an example of conditional investment intended to transform the industry onto a more commercially viable footing. The requirement to undertake business planning and seek financial advice has sometimes been included as an eligibility condition for adjustment assistance.

Adjustment assistance has also been provided in response to general market pressures. The citrus, pork, sugar and lamb industries have been the recipients of assistance during difficult trading conditions. Sometimes the source of the market pressure facing Australian producers has been the result of government policy decisions overseas. For example, the sugar industry package announced in 2004 was against a background of no expansion in access to the US market for the sugar industry in the Australia-United States Free Trade Agreement (PC 2004a, p. 3.6). The package included restructuring grants, exit (re-establishment) grants, business planning, inter-generational transfer support, retraining assistance, crisis counselling and regional and community project support. In the case of the lamb industry package announced in 1999, a market event motivating the package was the imposition by the United States of tariff-quotas on imports of lamb. 

Another category of adjustment assistance is ‘forward looking’ measures intended to build capacity and enhance preparedness and resilience of recipients to future shocks and general market changes. Numerous rural programs have had this objective. Most recently, the Australia’s Farming Future (AFF) package was primarily focussed on assisting the agricultural sector to adjust to possible climate changes (PC 2009b, p. 100). 

Since 1992, rural adjustment policy has included Exceptional Circumstances drought assistance; prior to this, drought assistance was separate from adjustment policy. This has provided temporary support to assist farm households and farm businesses which are considered viable in the long-term but face financial difficulties until weather conditions return to ‘normal’. Other examples of such temporary support to business (and individuals) pending return to ‘normality’ are the equine influenza package and responses to cyclones.

Budgetary assistance programs have also been directed at the establishment of regional diversification programs in response to the closure of major employers; for instance, the Newcastle Structural Adjustment Fund following the closure of BHP in 1999. Since then, a further 14 such funds have been established. Regional flow-on effects have also been addressed by extending adjustment assistance beyond the immediately affected industry (businesses) and its employees to ‘related’ or ‘dependant’ businesses, for example, the cases of the Great Barrier Reef Marine Park Structural Adjustment Package (a fishing rights buy-out scheme which also extended assistance to onshore affected businesses) and assistance to farm-dependent rural small business during drought. 

The Commission has identified 70 measures that have been included in the annual estimates of Australian Government budgetary assistance to industry since 1996‑97 that may be considered as assisting firms and industries to cope with or adjust to changing circumstances (appendix table B.1). Many of these programs operated for only a few years, but some such as ‘transitional’ assistance for the automotive and TCF industries and drought support have become long term. (The coverage in this Review of measures affording adjustment assistance does not include numerous State Government programs.) 

4.2
Estimates of budgetary adjustment assistance to industry

Since 1996‑97, the 70 identified adjustment assistance measures to firms and industries have totalled about $18 billion in nominal terms, equivalent to about $22 billion in present day values (2010‑11 dollars).
 This represents about 20 per cent of estimated total budgetary assistance to industry over the 16-year period.
 This assistance was additional to any direct assistance to displaced workers through the social safety net (income support and training) and negotiated company redundancy packages.

Changes in outlays over time reflect the timing and scale of changes in industry policy, drought and other adjustment circumstances (figure 4.1). Total estimated adjustment assistance was relatively steady from 1996‑97 to 1999‑2000. The rise in 2000‑01 and 2001‑02 relates to the commencement of the dairy structural adjustment programs, and of new schemes for automotive and TCF (both of which coincided with further reductions in tariffs and which replaced previous, lower aggregate cost, adjustment assistance schemes). The significant increases in 2006‑07 and 2007‑08 relate to the increasing severity of the drought, the incidence of equine influenza support and substantial buy-backs of fishing rights and water entitlements. The last three years have seen an easing of drought conditions and the winding down or cessation of other programs. In real terms, estimated total adjustment assistance has declined to around the level of a decade before.

Figure 4.1
Estimated adjustment assistance to industry, 1996‑97 to 2010‑11
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Source: Commission estimates.

An industry perspective

Automotive industry adjustment assistance accounted for around 40 per cent in real terms of the estimated aggregate adjustment assistance paid over the period 1996‑97 to 2010‑11 (table 4.1). Most of this comprises the four schemes — the PMV Export Facilitation Scheme, Automotive Competitiveness and Investment Scheme (ACIS) Stage 1, ACIS Stage 2, and the most recent Automotive Transformation Scheme (ATC). Each scheme was associated with a new round of tariff reductions. The first three provided assistance in the form of import duty credits (tax revenue forgone) while the recent ATS provides grants. 

Table 4.1
Estimated adjustment assistance to industry, 1996‑97 to 2010‑11
	Category 
	Total assistance nominal dollars
	
	Total assistance 2010‑11 dollars

	
	$ million
	per cent
	
	$ million
	per cent

	Industry specific — accompanying reform or general market pressure 
	
	
	
	
	

	Automotive
	6 994.3
	39.1
	
	9 059.5
	40.4

	TCF
	2 306.0
	12.9
	
	2 964.1
	13.2

	Dairy
	1 287.0
	7.2
	
	1 710.3
	7.6

	Sugar
	482.9
	2.7
	
	619.7
	2.8

	Fisheries
	462.5
	2.6
	
	542.5
	2.4

	Forestry
	215.3
	1.2
	
	269.7
	1.2

	Printing
	63.6
	0.4
	
	90.5
	0.4

	Pharmacy 
	46.1
	0.3
	
	71.2
	0.3

	Tobacco
	54.1
	0.3
	
	62.9
	0.3

	Lamb
	29.5
	0.2
	
	43.3
	0.2

	Pork
	22.1
	0.1
	
	33.7
	0.2

	Citrus
	4.3
	..
	
	6.6
	..

	
	
	
	
	
	

	Regional adjustment funds to develop the local economy following downsizing of major regional employer
	
	
	
	
	

	Regional Innovation and Investment Funds
	124.0
	0.7
	
	140.1
	0.6

	Other regional development and diversification 
	2.8
	0.1
	
	4.0
	0.1

	
	
	
	
	
	

	Natural disasters and disease response
	
	
	
	
	

	Drought – Exceptional Circumstance
	4 556.9
	25.5
	
	5 252.3
	23.5

	Drought – Rural Adjustment Scheme
	288.0
	1.6
	
	452.0
	2.0

	Drought – other
	244.0
	1.4
	
	293.4
	1.3

	Drought – Murray Darling Basin Grants to irrigators
	205.5
	1.1
	
	227.9
	1.0

	Equine influenza
	256.8
	1.4
	
	289.0
	1.3

	Other 
	192.3
	1.1
	
	230.9
	1.0

	
	
	
	
	
	

	Other adjustment assistance to industry
	
	
	
	
	

	Climate Change Adaption Program (Australia’s Farming Future)
	24.6
	0.1
	
	25.6
	0.1

	
	
	
	
	
	

	Total
	17 862.9
	100
	
	22 389.1
	100


.. less than 0.1 per cent

Source: Commission estimates.
Exceptional Circumstances drought support accounted for around 24 per cent of outlays on adjustment assistance. The third largest component (about 13 per cent) relates to the measures focussed on the TCF industry as part of adjustment to lower tariffs. Income support to dairy farmers following the cessation of dairy industry marketing arrangements represents over 7 per cent of total adjustment support.

The size of the adjustment or transitional assistance relative to the protective assistance that was being withdrawn also varies. For instance, the dairy payments were set equivalent to the estimated expected fall in income for the three years following deregulation. The ACIS post-2000 transitional assistance for the automotive industry was broadly equivalent to the assistance afforded by the 15 per cent tariff (PC 2002a, p. 125). The 1998 Sugar Industry (Research) Assistance Package of $14 million was to help offset the estimated loss of assistance of $53 million from the removal of the sugar import tariff in 1997 and the partial deregulation of the Queensland Government price support (PC 2004a, p. 3.6). 

Funding of adjustment assistance 

Most adjustment assistance has been funded from Australian Government consolidated revenues. Other funding arrangements include: the sugar packages (2002 and 2004) funded by a three cents per kilogram levy on domestic sugar sales for five years; the dairy package funded by an 11 cent a litre consumer levy for eight years; and ACIS car assistance which was in the form of import duty credit (forgone tax revenue). Moreover, the recent regional adjustment funds involve some State government and company contributions in additional to Australian Government funding. 

4.3
Features of certain adjustment assistance

In order to illustrate the varying nature of adjustment assistance and how such assistance has changed over time, this section examines two broad groups of adjustment assistance:

· regional adjustment funds to help develop a local economy following downsizing of a major employer; and 

· exit and buy-back assistance programs. 

Regional adjustment funds
Successive Australian Governments have established regional structural adjustment funds, intended to diversify local economies, following closure or downsizing of iconic local employers and major employing industries. 

Since 1997, fifteen such ‘regional adjustment funds’ have been established (table 4.2).
 The earlier funds were variously labelled, for instance, structural adjustment fund or community development fund, while the more recent programs have been commonly titled ‘Innovation and Investment Funds’ (IIFs). The twelve funds since 2004 have been the responsibility of the ‘industry’ department. The three funds prior to 2004 were the responsibility of ‘regional’ and/or ‘forestry’ departments.

These funds have generally been designed to attract new or expanding businesses to the region with grants for investing in plant or equipment. The Beaconsfield and Scottsdale
 funds are exceptions in that about half of the fund proceeds were awarded to major employers at risk. 

Grants under the funds were competitively based and covered up to 50 per cent of project costs, typically providing a minimum of $50 000 to a maximum of $5 million. The Australian Government has financed the majority of the funds to date, with co-contributions by the relevant State government and, in two cases, the major company that is closing or downsizing (Ford and BlueScope Steel). There is no set sharing formula and shares differ on a case-by-case basis.

The expected job displacement from the major employers at the time of the announcements of the adjustment funds totalled about 8000, though variations were subsequently reported in particular cases as plans firmed. For example, Ford had originally announced in July 2007 it would lose about 600 jobs in Geelong but subsequently continued operations.
 (The Geelong IIF continued despite Ford continuing to operate). Actual retrenchments at closure were also much lower than employment at the time of the foreshadowed downsize because of job turnover in the interim. For instance, employment at the time BHP announced in 1997 that it would close in Newcastle in 1999 was around 2800, but with retirements and those leaving over the subsequent two years, there were around 900 needing assistance to find a job when the facility closed (Hobson 2002).

Total announced funding for the 15 funds was almost $250 million, a notional ex‑ante subsidy of around $31 000 per direct job initially flagged as at risk. The amount per expected job loss varies across funds. It is not clear how the size of each Fund is determined.

The notional (ex-post) subsidy per actual job lost is unclear as there is no consolidated public record of final retrenchments (voluntary and mandatory) upon closure or after downsizing. The notional subsidy per job lost will be higher to the extent that actual retrenchments are lower than initial estimates of employment at risk. On the other hand, total expenditure from the funds to 2010‑11 is estimated at $134 million, somewhat lower than the announcements totalling $250 million. Some recent funds are still active and some funds did not expend the full announced amount as some projects did not proceed or meet all milestones.

The expected direct job losses as a share of regional employment vary across the funds. For example, direct displacement of 800 workers from BlueScope Steel foreshadowed in 2011 represents about 0.7 per cent of the 118 000 workers in the target local government areas of Wollongong, Shellharbour and Kiama. The 143 jobs lost from the local canning plant in Eden in 1999 represented about 8 per cent of the Eden region employment. This was in addition to an estimated 196 forestry jobs lost in the preceding few years.
 

Table 4.2
Regional adjustment funds since 1997

	Program
	Date
	Expected closure or downsize
	Expected job displacement
	Fundinga

	Newcastle Structural Adjustment Fund
	1997
	BHP
	2800h
	$10 millionb

	Eden Regional Adjustment Package
	November
1999
	Forestry access; fish canning plant
	143
	$3.6 million 

	South-West Forests Structural Adjustment Package
	1999
	Reduced forestry access
	unknown
	$5 million

	Structural Adjustment Fund for South Australia (SAFSA) 
	May 
2004
	Mitsubishi (Lonsdale)
	1100
	$45 million ($40m Aust. + $5m SA)

	Beaconsfield Community Fund
	May
2006
	Gold mine collapse
	235
	$8.3 million

	Port Kembla 
Industry Facilitation Fund (PKIFF)
	June 
2006
	BlueScope Steel 
	250
	$5 million 

	Innovation Investment Fund for South Australia (IIFSA)
	September 2006
	Electrolux 
	500
	$30 million 
($25m Aust.
+ $5m SA) 

	Scottsdale 
Industry and Community Development Fund (SICDF)d 
	March 
2007
	Auspine

	280
	$6 millionc 

	Geelong 
Investment and Innovation Fund (GIIF)
	August 
2007
	Ford

	600
	$24 million ($15m Aust.
+ $6m Vic. 
+ $3m Ford)

	South Australian 
Innovation and Investment Fund (SAIIF)
	February 
2008
	Mitsubishi (Tonsley Park)
	930
	$30 million 
($25m Aust. 
+ $5m SA)


	North East Tasmania Innovation and Investment Fund (NETIIF)f
	August 
2008
	Gunns 

	135i
	$3.7 millione 


(continued next page)

Table 4.2
(continued)
	Program
	Date
	Expected closure or downsize
	Expected job displacement
	Fundinga

	North West and Northern Tasmania Innovation and Investment Fund (NWNTIIF)
	December 
2009
	Paperlinx 
(two sites)
	252 & 
222
	$20 million 
($12.5 Aust. 
+ $7.5 Tas.)

	South East South Australia Innovation and Investment Fund (SESAIIF)
	January 
2011
	Kimberly Clarke 
	200
	$17 million 
($10m Aust.
+ $7m Tas.)

	Illawarra Region 
Innovation and Investment Fund (IRIIF)
	August 
2011
	BlueScope Steel

	800g
	$30 million 
($20m Aust.
+$5m NSW
+$5m BlueScope

	Tasmania Innovation and Investment Fund (TIIF)
	October 
2011
	Forestry access
	unknown
	$8 million


a Excludes additional worker assistance included in some announcements.  b The NSW Government concurrently established a $10 million Hunter Advantage Fund.  c Auspine was awarded $4 million from the Fund, plus a further $450 000 from the Tasmanian Softwood Industry Development Program. The full amount was not paid as the agreement was terminated in August 2008 following closure of the sawmill.  d This Fund subsequently developed into the North East Tasmania Innovation and Investment Fund.  e In addition to the $3.6m NETIF, there was $0.6m for the North East Tasmania (NET) micro program, funded equally by the Australian and Tasmanian Governments.  f This Fund built upon the unfinished Scottsdale package.  g A further 200 job losses were concurrently announced for the Western Port hot strip mill in Victoria.  h Employment at the time of the BHP announcement was around 2800. Closure was two and half years later. Nearly 650 left in the interim and between 400 and 500 retired. At closure, about 900 were reported as needing assistance to find a job (Hobson 2002).  i Possibly around 235 — approximately 150 jobs (103 full time, 32 contractors and 16 casual) were expected to be lost when it was announced in December 2011 that the mine would close in June 2012 (The Australian 2011). A year earlier 85 jobs had been lost.  
Source: Commission research.

Differences in eligibility criteria and targeting

While each fund has a similar general focus — sustainable, new regional investment — there are differences across the various IIF’s in terms of eligibility criteria. For example, the Illawarra IIF and Tasmanian IFF guidelines were released in the same month. Yet, the Illawarra IIF has six assessment criteria and the Tasmanian IFF has three. The Tasmanian IIF also has 13 questions pertaining to the criteria which it is suggested that applicants ‘should answer’. No such guidance is provided for the Illawarra IFF. The North East Tasmania IIF has four criteria and Geelong IIF seven evaluation criteria. The North West Tasmania IIF states that its three criteria are equally weighted. No weighting rules are mentioned for the other funds.

Targeting appears to differ in some respects across the funds (box 4.3). Some target the specifically affected local area, some the broader region. Some seek to maintain the focus on the traditional activity (for example, timber related or manufacturing). Others seek to diversify away from the dominant local activity. The five Tasmanian funds include some overlap in the eligible regions.

The emphasis on innovation also varies between the funds. The only reference to innovation in the customer guide and eligibility criteria for the North East Tasmanian IIF is in the name of the program. On the other hand, the IIF for South Australia referred to innovation as a desirable (through not essential) criterion to secure a grant. By contrast, the Illawarra IIF seems to have a stronger innovation focus — ‘projects which demonstrate the introduction of new innovations and/or technology will be favoured’. While innovation is variously incorporated in the title and objectives of individual funds, these funds are not included in the annual Australian Innovation System Report (or listed as an innovation program on the Department of Innovation, Industry, Science and Research website).

Possible windfall gains on activity that would have occurred anyway
Some of the IIF Guidelines seek to avoid dissipating funding on activity that would have occurred anyway or which crowds out or transfers activity from elsewhere. For instance, in the case of the Geelong IIF:

... projects which involve no sustained increase in economic activity in Australia or involve a relocation of activity to the Geelong region from within Victoria or from other States and Territories will not be funded. (DIISR 2007, p. 5)

One of the seven evaluation criteria for the Geelong IIF is:

... the extent to which it would be unlikely to proceed without the subsidy. (DIISR 2007, p. 5)

	Box 4.3
Some differences in targeting of the regional Innovation and Investment Funds

	Targeting preferences have been variously indicated in the Ministerial announcements of the funds, the fund guidelines and the eligibility criteria. Preferences include particular activities and locations. The extent to which the pattern of grants awarded conforms to the indicated preferences has not been analysed.

· The announcement of the Illawarra IIF said the Fund will focus on creating innovative, high-skilled jobs ‘mainly in manufacturing’ (Carr and O’Farrell 2011). 
· The Tasmania IFF is intended to support innovative job creation projects ‘particularly in areas affected by the restructuring of the forestry sector’ (Ausindustry 2011). 
· While the North East Tasmania IIF was targeted at the North East (Dorset and Launceston Local Government boundaries) ‘preference will be given to those projects that demonstrate the benefits that would flow to the Scottsdale area’. (Ausindustry 2008). The Fund is also intended to ‘particularly encourage applications for projects that add value to the region’s timber resources’. About a third of the successful applicants were related to forestry, timber, furniture. The largest of the grants was to a yacht manufacturer. 

· The announcement of the South Australian IIF said the fund would ‘encourage projects supporting the introduction of new innovations or technology including investment in emerging growth sectors such as defence and ICT’. The focus would be on the southern suburbs of Adelaide and the possible use of the Tonsley Park site and facilities (Carr and Rann 2008). 
· Eligibility criteria for the Geelong IIF included ‘contribution towards the diversification of the Geelong regional economy beyond the automotive industry’ (DIISR 2007). 
· The Structural Adjustment Fund for SA was intended to support job opportunities around Adelaide following closure of Mitsubishi. Eligibility for grants from the fund was not restricted to the southern region of Adelaide where Mitsubishi’s Lonsdale plant existed. The largest funding recipient was a chicken processing plant located 50km from the car plant. Another recipient was 74km away. In part, the approach was justified on the basis that workers from the south would commute to the new opportunities (in north Adelaide), but research subsequently showed that many retrenched workers were reluctant to undertake the journey (Beer 2006). 

· In contrast to all other funds, where all payments were directed to new activities, the Beaconsfield and Scottsdale fund/packages each awarded about half the support to the employer where jobs were at risk (Macfarlane 2007a; Macfarlane 2007b). 

· The five Tasmanian funds involve some regional overlaps. For instance, Dorset and Launceston Local Government Areas are covered by both the North West and North IIF and North East IIF, while the Tasmania IIF covers the whole of Tasmania.

	

	


Outright grant schemes nevertheless risk subsidising activity that would have occurred anyway.
 The break-even subsidy required to induce each project is likely to vary, so with many grant recipients having received close to the funding limit of 50 per cent there is likely to have been a windfall gain for some. In an attempt to maximise the additionality from the available funding, and minimise windfall gains to recipients, some adjustment assistance programs ask the recipient what they are willing to accept to exit the industry or for relinquishing natural resource access rights.

How do the IIFs fit into the general framework of regional programs?

During the period since 1997, Australian Governments have also operated several general regional development programs. These broader programs provided support for both regional businesses and community projects. The current Government’s approach to regional development is ‘to work in partnership with communities, government and the private sector to foster the development of self-reliant communities and regions’ (DRALGAS 2012). A key advisory body supporting this approach is Regional Development Australia (RDA), a national network of 55 committees made up of local leaders who work with all levels of government, business and community groups to support the development of their regions.

The regional adjustment funds operate in parallel to the general regional development programs. They appear to have different regional representation to the general programs. Regional input into the more recent IIFs has been via a local representative on the grant assessment panel. For example, the Geelong IIF provided for ‘an independent Chairperson of eminent reputation able to reflect the views of the Geelong Community’. 
A threshold matter with regional assistance is the definition of a vulnerable region (box 4.4). There are three fundamental criteria: a sufficient adverse shock, a weak capacity to absorb that shock, and a meaningfully defined geographic area for providing assistance. All can involve difficult judgments. At the time of the announcement of the IIFs, there appears to have been little accompanying analysis demonstrating the (relative) vulnerability of the local area. It is unclear how the IIF approach fits with the vulnerability and needs assessment framework underlying general regional development programs.

	Box 4.4
Assessing regional vulnerability 

	In April 2004, it was announced that the Lonsdale plant of Mitsubishi Motors would be closed with a loss of 700 jobs and a further 400 voluntary redundancies from Mitsubishi’s Tonsley Park assembly plant. The southern region of Adelaide — defined as the jurisdictions of the City of Onkaparinga and the City of Marion — was perceived to be at risk economically as a consequence of the Mitsubishi job losses. Its potential vulnerability was deemed to reflect a number of factors.

· The region had a relatively unskilled and under-qualified workforce; regional incomes were lower than the national average; and a significant proportion of the workforce was employed outside the region. 

· The workforce being made redundant was mature and tended to be concentrated in neighborhoods close to the Mitsubishi factories. There was, therefore, a real prospect that those who left Mitsubishi would not find paid employment and that the consequences of employment loss would be concentrated in a relatively small area. 

· The region had lagged behind the expansion of manufacturing — and especially advanced manufacturing — in other parts of the metropolitan area, as the majority of new manufacturing enterprises had established in northern Adelaide. 

· Businesses within the region tended to be small-scale and relatively mature. The Mobil (Exxon) oil refinery at Lonsdale had closed two years previously with significant loss of employment and the local wine industry faltered in 2004 and 2005 as the national supply of grapes for wine production exceeded demand. 

· The southern region of Adelaide was relatively poorly served in terms of transport, power and telecommunications.

	Source: Beer (2006).

	

	


The establishment of the IIFs is accompanied by little, if any, vulnerability analysis other than the headline number of jobs expected to be lost. It is not clear how the vulnerability of these regions compares with other regions where IIFs are not operating. Nor is it clear how IIFs compare with other options for addressing regional needs.

Limited ex-post evaluation 

In the case of most funds, the employment experience and characteristics of the displaced workers is not well known.
 Labour market studies indicate that, on the whole, a substantial proportion of displaced workers are re-employed relatively quickly, but it is also common for a minority to remain unemployed many months after being made redundant, while others withdraw from the workforce altogether (PC 2001).
 

There is also limited evaluation of the employment outcomes and firm survival of grant recipients. While governments generally announce successful applicants and highlight the numbers of new jobs and investment dollars expected to be attracted to the region, there appear to be limited systematic monitoring and public reporting of the actual outcomes. 

The limited evaluations that have been conducted suggest the funds may not be as effective as intended. For instance, the commissioned evaluation of the Eden Regional Adjustment Package found that actual job creation peaked at 69 per cent of expected employment two years into the program, and had fallen to 50 per cent after five years (Hassell & Associates 2006). This equated to $34 500 per job created. A non-government study of outcomes, based on aggregate regional employment, concluded that the IIFs do not appear to have had any positive effect on regional employment (box 4.5). 

These studies suggest that the IIFs have limited impact in addressing short-term regional vulnerability to closure of a major firm or providing for the early uptake of displaced workers. The studies identified lags in bringing on subsidised new investment. Grants awarded under the IIFs have to be expended within three years. Inghams Enterprises (the largest recipient under Structural Adjustment Fund for SA) announced more than a year after its grant was confirmed that it was just beginning to recruit and would take up to another two years to reach full staffing at the new facility (Emmerson 2007).

Exit and buy-back assistance

Significant adjustment assistance has been provided in the form of exit and buy-back payments. The objectives of these payments have variously been to voluntarily reduce effort in the harvesting of resources (such as fisheries and native forests), compensate businesses for the cancellation of resource-use or production entitlements (as in the case of tobacco), or facilitate the exit of struggling agricultural operators.

	Box 4.5
Evaluation of regional employment outcomes 

	The GRATTAN Institute studied six of the regionally focussed adjustment funds — those centred on Scottsdale, Tonsley Park, North West and Northern Tasmania, Lonsdale, North West Adelaide and Geelong. The study reached a number of conclusions.

· The Funds do not appear to have significantly affected overall long-term employment trends in the region.

· The Funds did not result in the regions performing any better than other regions that lose a major employer but did not receive any government assistance (for example, Fletcher Jones in Warrambool and Kodak in Coburg).

· The once-off cost per expected job from the structural adjustment packages ranges from $20 000 to nearly $60 000 — if all of the planned jobs did not materialise, the costs per actual job is higher still. This notional subsidy is high relative to an employer who takes on an apprentice in a regional area (a $5000 subsidy). 

· While the areas that received assistance started with relatively more depressed labour markets, the regions without assistance appeared to adjust slightly better over the next two years. While in all regions unemployment rose in the short term immediately following plant closure, the recovery was not any quicker in regions that received structural adjustment assistance.

· Funding under the packages generally had a six to 12 month lag, so any discernible immediate effect on local employment of the packages are more likely due to the intensive retraining and job search assistance. 

	Source: Grattan Institute (2011).

	

	


Two general models of exit and buy-back assistance can be identified: 

· pre-set amounts up to prescribed limits, with the precise payment amount linked to criteria such as asset levels or previous revenue; and

· bids by business, with payment variously subject to price ceilings or reserves and non-price merit ranking conditions such as how much entitlement is being offered for buy-back (box 4.6).

In addition to the exit assistance afforded to eligible businesses, complementary assistance has sometimes been made available for training, advice, relocation, re-establishment, and/or the removal of productive assets.

	Box 4.6
Examples of exit assistance and buy-backs

	Pre-set amounts

· Pork Producer Exit Program (1999), involving payment up to $45 000 to producers with net assets of $90 000 or less. The grant reduces by $2 for every $5 of net assets in excess of $90 000.

· Dairy Exit Program (2000), involving payments of up to $45 000.

· Sugar Industry Assistance Package (2002), involving payments of up to $45 000.

· Sugar Industry Reform Program (2004), involving payments of up to $50 000, $75 000 or $100 000 depending on year of exit with larger amounts for earlier years. 

· Tobacco (2006), involving payments of up to $150 000.

· Drought — EC Exit Package (2007), involving payments of up to $150 000. The maximum applies if net assets are less than $350 000. The payment is reduced by $2 for every $3 of net assets in excess of $350 000 and extinguished at $575 000.

· Torres Strait Prawn Fishery buy-back (2007), was a mandatory 100 per cent buy-out with each license holder paid compensation based on the volume of seafood they caught in past years as a proportion of the total catch.

· Climate Change Re-establishment Grant (2008), involving payment up to $150 000.

· Small Block Irrigators Exit Grant Package (2008), involving payment up to $150 000. Same asset test and phase out as EC Exit Package (above).
Competitive tender

· Great Barrier Reef Marine Park Fishery buy-back (2004) took the form of a single-stage voluntary tender. The average paid to 122 fisheries businesses was about $270 000 ($33 million in total). The average paid to 16 onshore fisheries-related businesses was about $444 000 ($7 million in total). 
· Securing Our Fishing Future buy-back (2005) took the form of two voluntary sealed bid tenders. The first Round provided an average of about $225 000 to 400 operators (about $90 miIlion) while the second provided an average of about $400 000 to 150 operators (about $60 million). The total buy-back removed approximately 30  per cent of fishing effort.

· Restoring the Balance water buy-back (2009), involved multiple rounds and non-binding expression of interest, as well as bids under a reserve price being automatically accepted. At 31 January 2010, 797 gigalitres (GL) of entitlements of varying reliability (equal to about 532 GL long term reliability) had been purchased for $1.3 billion.
· Tasmanian Forest Contractors Exit Assistance (2010) took the form of a competitive application process which ranked applicants against four criteria: bids up to a maximum of $750 000 with lower bids more highly ranked; the percentage of operations in the native forest sector; the size of contracted/agreed volumes; and their level of debt (higher debts and entitlements owed ranked higher). The bid criterion attracted a 40 per cent weighting in the ranking process and the other three criterion each a 20 per cent weighting.

	


The granting of exit assistance has generally been accompanied by restrictions on re-entry. For example, dairy farmers and tobacco growers were precluded from agriculture for five years, while forest exit eligibility has included rules about the on-sale of machinery. The Murray Darling Small Block Irrigators Exit program required the removal of crops and above ground irrigation infrastructure.

While there has been no overarching review of exit and buyback programs, a number of issues have been raised about the effectiveness, efficiency and equity of individual programs. Some of these issues are identified below.

Low take up rates

Impediments to the take-up of exit assistance can limit the intended impact of the schemes. For instance the take-up of exit assistance under the dairy and drought schemes was reportedly below expectations (Harris 2004, PC  2009b). A factor in the dairy scheme was the restriction on withdrawing from all agriculture for five years. This limited its attractiveness to some dairy farmers who intended switching to other agricultural pursuits. The concurrent availability of ‘continuation’ assistance is also likely to have limited the attractiveness of the dairy and drought exit programs. The take-up rate of the drought exit scheme was also limited by its failure to address the non-monetary reasons for remaining on the farm (PC 2009b). To some extent, the small block irrigators exit scheme addressed this by allowing irrigators to remain living on the block — in this scheme it was the water entitlement that was being ‘exited’. This was seen as a way to facilitate structural adjustment (water recovery) without social disruption. 

Lower than expected take-up rates of exit may simply reflect improvement in conditions rather than design limitations. For example, the world indicator price of raw sugar increased by about 30 per cent in 2004‑05 and a forecast of a further rise of 16 per cent in 2005‑06 may partly explain the limited take-up of re-establishment grants under the 2004 Sugar Industry Reform Program (PC 2005b, p. 3.13). The Government responded by easing the asset limit test and extending the application deadline.

Design and cost effectiveness
Designing a cost effective and efficient tender process is complex. The design of tender processes for buy-backs have differed in terms of whether multiple rounds were used, reserve prices, maximum prices, binding or non-binding bids, the time length of the tender and other facets (box 4.6, above). 

Tender processes have been changed in light of experience. For example, the Securing Our Fishing Future (2005) design sought to respond to concerns with the approach adopted for the Great Barrier Reef Marine Park Fishery (2004) which involved a single stage tender with relatively short timeframes. It was also complicated by operators having to concurrently choose between exit and ongoing business restructuring assistance, but with uncertainty attached to the amount of assistance under either (Gunn et al 2010, p. 80). The conduct of the Restoring the Balance water buy-back has changed from a nine month rolling system with repeat bidding allowed, to a series of short, sharp tenders. In the longer format, price discovery became known informally very quickly, which was considered to seemingly negate the reason for choosing tenders over other market mechanisms.

Besides the specifics of the tender itself, the cost effectiveness of a buy-back can be influenced by the broader context in which it is taking place. As the Commission observed in its 2010 report on Market Mechanisms for recovering water in the Murray-Darling Basin (PC 2010c), purchasing water from willing sellers (at appropriate prices) is a cost-effective way of meeting the Government’s liability for policy-induced changes in water availability. However, it noted that the buyback was occurring before sustainable diversion limits (SDLs) were set under the Basin Plan, and before the liability for policy-induced changes to water availability had been resolved. This Commission concluded that this created uncertainty in the minds of irrigators and affected the efficiency of the buyback.

Formulating pre-set amounts of exit assistance involves setting a balance between providing sufficient incentive for a business to take-up the exit option and a risk of providing assistance in excess of what a business would be willing to accept to exit as revealed under a tender process. In this context, the independent consultant that reviewed an exit assistance proposal by the Tasmanian Forestry Contractors Association (TCFA) estimated that a realistic base cost of exiting was $311 000 per business, compared with the TCFA request of $1 million per business. (Poyry 2007). 

Whilst exit assistance and buy-backs may prove effective in reducing the scale of operations in line with program objectives, it does not follow that there are net benefits from a community-wide perspective. In the case of the Securing Our Fishing Future buy-back (2005), although it was designed to facilitate the government purchasing the greatest number of fishing concessions for the least cost, the improvements in net economic returns realised by the remaining operators were assessed to be relatively small compared with the $149 million that was paid to scale back the fishing effort (ABARE 2010).

Equity concerns

Some concerns have also been raised about the equity of some exit schemes. For example, in examining the drought exit scheme the Commission found no clear rationale for why exit grants should be available to the farming sector well beyond that provided to other small businesses that wish to cease trading (PC 2009b). 

Buy-backs also raise equity concerns depending on whether the program aims to remove actual or potential capacity, or resource users, from the system. Some licenses and entitlements are underutilised but could be enacted if other users vacated. Buying out ‘latent effort’ can result in concerns over the equity of payouts to people who were not actually operating their rights to earn a livelihood (Loxton et al 2011).

Assessment criteria for forestry exit packages have included, in addition to the amount of funding the business applies for and the size of quotas held, the business’ level of debt and its demonstrated lack of viability. Directing funding to the least successful businesses raises equity concerns (Loxton et al 2011). 
Another equity aspect relates to whether a business should be eligible for exit assistance if it has previously received adjustment assistance. For example, a comparison of grant recipients under the Tasmanian Community Forestry Agreement (SRRATLC 2009) and the Tasmanian Forest Contractors Exit Assistance Program (DAFF 2011) suggests eight Tasmanian forestry businesses received a total of $3.8 million for transformation investment in 2007 and were later to be awarded $6.4 million in exit grants in 2011.

4.4
Concluding comments

Adjustment assistance of various kinds has long been a feature of government support to firms, workers and regions experiencing difficulty in response to market developments, including those related to policy changes. It can play a potentially valuable role in facilitating change, reducing transitional costs and easing burdens. However, in order for it to yield net benefits to the community as a whole, it needs to be properly justified, well targeted and administered, and have the outcomes monitored. Experience has been variable in these respects, as has the likely efficacy of the various programs.

Given the opportunity costs in funding such programs, it is important that taxpayers’ money is well directed. To this end, on the basis of this review, there would be merit in conducting a more detailed assessment of programs of different kinds, in order for any lessons to be incorporated into future program design and delivery.
� 	As an illustration, between 2006 and 2011, there were around 1.7 million retrenchments economy-wide and nearly 1.8 million involuntary job losses due to the cessation of temporary jobs. An indicator of the highly dynamic nature of the labour market is that around 20 per cent of full-time employees had more than one employer in the year ending February 2011 (ABS 2011, cat. 6206.0, table 6). Thousands of businesses cease trading each year — during 2010�11 around 290 000 did so (ABS 2012, cat. 8165.0). 


� 	Each year’s nominal value was re-valued to 2010�11 dollars using the Gross Domestic Product implicit price deflator. 


� 	The other 80 per cent of estimated budgetary assistance includes support for research and development, innovation, small business, export, and industry specific development (such as renewable energy, tourism, film and finance).


� 	A similar program involving grants to local businesses — the Wide Bay Burnett Structural Adjustment Fund — was established in 2001-02. This was in response to persistent long-term unemployment and significant social disadvantage, rather than the loss of a major employer. 


� 	The payment to Auspine from the Scottsdale Fund was conditional on Auspine committing to job retention and no redundancies. However, Auspine was taken over about six months later by Gunns Limited which closed the sawmill a few months later. The Government agreement with Auspine was terminated and further payments halted.


� 	Ford had originally announced in July 2007 it would close the engine plant in 2010, losing ‘about’ 600 jobs — Ford’s total Geelong workforce was 1500. In response, the Geelong IIF was established. However, in November 2008, Ford announced it would retool the plant, saving the 400 current jobs. Later, in April 2010, Ford announced significant investment (supported by an undisclosed contribution from the Victorian Government) in the casting plant, adding 50 new jobs and securing the 100 jobs already there.


� 	In addition to the adjustment fund, there were six other programs established to assist the Eden region, targeted at community support, training and development, and to increase social and economic confidence.


� 	The Commission found evidence of windfall gains in grant programs in its evaluation of the Pharmaceutical Industry Investment Program (PC 2003b) and Public Support for Science and Innovation (PC 2007a). Alternative subsidy design instruments may reduce such a risk (PC 2007b, box 6.4). 


� 	One exception is the case of workers from Mitsubishi in 2004 (Beer et al 2006). 


� 	Of the 1850 workers who lost their jobs with Pacific Brands (in 2009 and 2010) the employment status of 1193 was assessed one year later. Almost half (44 per cent) were employed. Of those employed, 22 per cent were in permanent jobs (Kirk 2011� HYPERLINK ��). 
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