	
	


	
	



	
	


Overview

	Key points

	· Government assistance to industry is provided through tariffs, budgetary outlays, taxation concessions, regulatory restrictions on competition and other measures. 

· Assistance generally benefits the industry receiving it and, if well targeted and designed, can deliver wider community benefits, but it can also come at a cost to other industries, taxpayers and consumers.

· For 2010‑11, total measured assistance by the Australian Government to industries was $17.7 billion in gross terms. 

· It comprised $8.7 billion in tariff assistance, $3.6 billion in budgetary outlays and $5.4 billion in tax concessions.

· After allowing for the cost to industries of tariffs on imported inputs, amounting to $7.9 billion, net assistance to industry was $9.8 billion.

· In the 12 months prior to the May 2012 Budget, the Australian Government announced further budgetary assistance of over $700 million, mostly to be expended over the next five years. 

· Most of this is directed at forestry, rural activities, R&D and innovation. 
· The Australian Government also announced the Clean Energy Future Plan involving budgetary support to industry over several years amounting to around $28 billion, a large part of which is compensation for the carbon price. 

· Around $10 billion of this is for investments by the Clean Energy Finance Corporation, while a further $8.6 billion relates to the Jobs and Competitiveness Program.
· The Plan also includes a number of activity and industry-specific support measures, such as for the coal and steel industries.
· The Commission has identified 70 budgetary measures by the Australian Government since 1996‑97 that have provided adjustment assistance to business. 
· Total estimated support was equivalent to about $22 billion in present day values (2010-11 dollars). 
· This adjustment assistance represents about 20 per cent of estimated total budgetary assistance to industry over the 16-year period. 
· Given program costs and uncertainties about efficiency, there would be merit in a more detailed assessment of different adjustment assistance programs, in order for any lessons to be incorporated into future program design and delivery.
· The Doha Round of multilateral trade negotiations remained stalled during 2011 under its conventional negotiating framework. 
· Attention has therefore turned to negotiating strategies that may advance specific elements of the Doha Development Agenda where consensus might be reached. 

	

	


Overview
The Australian Government assists industries through an array of measures, including import tariffs, budgetary outlays, taxation concessions, and regulatory restrictions on competition. Although assistance generally benefits the receiving industry and businesses, it can penalise other industries, taxpayers and consumers and therefore transparency about assistance arrangements are important. However, assessing whether the benefits of any particular support program exceed the costs requires detailed consideration — a task beyond the scope of this Review. 

The industry assistance landscape in Australia has changed considerably over the last 40 years. Tariff assistance has declined markedly, predominantly through unilateral reforms undertaken by the Australian Government. On the other hand, there has been a trend towards greater budgetary assistance to industry, particularly over the last decade. Such assistance is provided by the Australian Government and also by State and Territory governments, as well as by local governments. 

Although more difficult to quantify, assistance to industry is also provided though measures such as marketing arrangements, regulatory restrictions on competition, government purchasing arrangements and guarantees.
Estimates of assistance to industry

For 2010‑11, measured assistance to industry by the Australian Government amounted to $17.7 billion in gross terms — comprising $8.7 billion in tariff assistance, $3.6 billion of budgetary outlays and $5.4 billion in estimated tax concessions. 

After allowing for the cost to business of tariffs on imported inputs ($7.9 billion), estimated net assistance was $9.8 billion. 

The primary sector received the majority of its assistance in the form of budgetary outlays. The level of support to this sector in 2010‑11 declined from previous years with the ending of widespread drought and falls in tax expenditures under the farm management deposits scheme. The manufacturing sector continued to receive the majority of its assistance through tariffs. For the service sector, the tariff penalty on inputs significantly exceeds its measured budgetary assistance. 
Around 40 per cent of Australian Government budgetary assistance is directed towards small business assistance. This represents a substantial increase in the relative importance of assistance to small business compared to that reported in earlier Reviews. The change reflects effects of the introduction of the Small Business and General Business Tax Break in the 2008‑09 financial year. The concession amounted to $2.3 billion in 2010‑11. A further 27 per cent of total budgetary assistance related to R&D and innovation, with this assistance being spread across most industries. About 16 per cent of budgetary assistance was directed to selected industries — particularly automotive, TCF and film production — and another 8 per cent of total assistance was sector-specific (such as drought support for the primary sector). 
Across the primary, mining and manufacturing industries, in 2010‑11, the highest measured effective rates of assistance — net assistance per dollar of value added — were for the automotive, and textiles clothing and footwear industries. Effective rates of assistance are not estimated for the service industries. Net assistance is negative for most service industries because the cost of tariffs on imported inputs exceeds the magnitude of budgetary assistance.
Recent industry-related announcements

Since May 2011 (and prior to the May 2012 Budget), the Australian Government announced a number of budgetary and regulatory measures relating to industry assistance, across a wide range of activities. 

Announcements relating to budgetary outlays for the more ‘traditional’ forms of Australian Government support amounted to over $700 million. This was predominantly in relation to forestry and other rural support programs, and support for research, development and innovation. Most of the announced funding is planned to be expended over the next five years. 

In July 2011, the Australian Government also announced the Clean Energy Future Plan. The Plan is intended to reduce carbon emissions from energy production and industry, and to encourage investment in energy with lower or no direct carbon emissions. The Plan includes taxing carbon emissions and provides transitional assistance for businesses and communities, as well as ongoing assistance to households to help compensate for the impacts of the price on carbon emissions.

The Plan will involve, amongst other things, budgetary support to industry amounting to around $28 billion. Around $10 billion relates to funding of the new Clean Energy Finance Corporation, to invest in businesses to support clean energy proposals and technologies, and to support the transformation of manufacturing business to supply these activities, while a further $8.6 billion relates to the Jobs and Competitiveness Program. In addition, the Plan includes a number of activity and industry-specific support measures, such as the Coal Sector Jobs Package and the Steel Transformation Plan. It is expected that the support will be provided over the next seven years. 

Households will receive assistance through tax cuts, higher family payments and increases in pensions and benefits. 

Other announcements with potential assistance implications for firms and activities were made in relation to regional development and infrastructure; and broadcasting and communications. Funding associated with these totalled around $1.4 billion and is to be expended over the next three years. While the level of funding is substantial, the ultimate assistance implications of individual programs would depend on factors such as the level of government contributions relative to the scale of activities being supported, the economic incidence (whether payments accrue to businesses or households), and the effects of regulatory changes and any user charges. 
In addition to budgetary measures, assistance to industry can be conferred through regulatory arrangements which affect market access and competition. In this area, during the last year, the Government made a number of announcements and introduced legislation relating to intellectual property rights, a national food plan, and the Australian shipping industry. While such regulatory changes are likely to benefit certain businesses there may also be costs to other businesses and consumers.
Adjustment assistance

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.
In this Review, the Commission has identified 70 measures that have been included in the annual estimates of Australian Government budgetary assistance to industry since 1996‑97 and that may be considered as assisting firms and industries to cope with and adjust to changing circumstances. 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 been ongoing. (The coverage of measures in this Review does not include State Government programs.) 
Total estimated support since 1996-97 on the 70 programs is 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 is additional to any direct assistance to displaced workers through the social safety net (income support and training) and negotiated company redundancy packages. 

The bulk of adjustment assistance has been concentrated on relatively few industries and activities with the automotive industry accounting for around 40 per cent. Most of this comprises a series of schemes associated with successive tariff reductions. Exceptional Circumstances drought support accounted for around one quarter of outlays, while one eighth has been allocated to the TCF industry as part of its adjustment to lower tariffs. 
The remainder of the schemes identified have variously accompanied economic reform or market pressures on particular activities (such as dairy, forestry, fisheries, sugar and pork), supported local development objectives following the closure of a major regional employer, or helped businesses cope with natural disasters and respond to outbreaks of disease. The nature of the schemes has varied. Some assistance, such as that afforded the automotive industry, is typically conditional on the recipient firms undertaking research and development, investment or other activity. Other support has been designed to attract new or expanding activities to a target region. Other schemes have provided assistance to firms to exit or scale back operations. 
In order for adjustment assistance 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, 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.
International trade policy developments

The Doha Round of multilateral trade negotiations remained stalled during 2011. Significant meetings at the WTO and within the G20 and APEC publicly declared that the ‘business as usual’ approach was no longer viable. Attention has therefore turned to negotiating strategies that may advance specific elements of the Doha Development Agenda where consensus might be reached, including through the use of ‘critical mass’ agreements. The possibility of signing the Doha text ‘as is’ has also been canvassed. At a time of low growth in Europe and USA, the benefits offered by the Doha drafts would be particularly valuable. 
Outside of the multilateral trade negotiations, Australia has continued to be involved in negotiations on bilateral and regional trade agreements. One of these is the proposed nine-party Trans-Pacific Partnership (TPP). The group announced during the year that agreement had been reached on the broad outlines of the TPP. It is intended that a legal text of an agreement be prepared in 2012. 

There are number of international developments involving Australia that relate to intellectual property including the Anti-Counterfeiting Trade Agreements (ACTA) and negotiations towards the TPP. Such developments, on entering into force, could create obligations which require Australia and other member countries to increase the level of protection to IP holders, or the enforcement of IP rights. In regard to the extension of such rights through international agreements, the Commission’s 2010 report into Bilateral and Regional Trade Agreements recommended that IP provisions ‘should only be included in trade agreements in cases where rigorous economic analysis shows that the provisions would likely generate overall net benefits for the agreement partners’.

In June 2011, the Australian Government announced its response to the Commission’s report on Australia’s Anti-dumping and Countervailing system. The Government accepted 15 of the 20 recommendations. However, it rejected the key recommendation for a ‘bounded’ public interest test, instead retaining the existing Ministerial discretion over whether a recommended measure should be implemented.

In February 2012, the Commission released a draft report of an inquiry into Australia’s export credit arrangements. The Commission’s preliminary assessment was that information-related market failures in financial markets are only likely to affect newly exporting small and medium-sized enterprises (SMEs) accessing export finance. However, EFIC’s activity on the commercial account is largely focussed on large corporate clients and often repeat customers. 

In January 2012, the Australian and New Zealand Governments agreed that the Productivity Commissions of each country would jointly study options for further reforms to increase economic integration and improve economic outcomes across the Tasman. The study's final report is to be submitted to both governments in December 2012.
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