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State and Territory assistance to industry
In addition to assistance afforded to industry by the Australian Government, State and Territory governments (hereafter, ‘the States’) also assist industry through a range of programs. 
The Commission has previously reported on State assistance through its inquiry into State, Territory and Local Government Assistance to Industry (IC 1996) and in Trade & Assistance Review 2001‑02 (PC 2002). This chapter presents estimates of expenditures in 2008‑09 by the States which have been identified as supporting industry policy objectives. Due to informational limitations, any comparison between jurisdictions and over time should be treated with caution. 
The methodology used in this Review is outlined in section 4.2. Differences in the approach between this and earlier Commission studies are noted. The resulting estimates from this study are then presented in section 4.3. Some of the factors that currently shape industry assistance provided by States are identified in section 4.4 while some key points and implications are summarised in section 4.5.

Inclusion of an expenditure item as affording assistance, or having assistance implications, does not mean it is unwarranted or inappropriate. As noted in chapter one, industry assistance measures may deliver net community benefits, particularly where targeted cost effectively at addressing information gaps and other market inefficiencies. The primary purpose of listing State expenditures on industry programs is to highlight the level and distribution of State outlays intended to shape industry and to draw attention to some of the budgetary costs that need to be considered when assessing the community-wide impacts of policies. In this respect, it is necessary to ensure that outlays are no greater than the benefits that they are intended to deliver. 
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The role of State and Territory governments in industry assistance

Under Australia’s federal system, the States have retained constitutional responsibility for a number of functions that affect the development of businesses and industries in their jurisdiction. They supply or regulate many essential services, and plan and fund much general infrastructure. They develop and enforce many forms of social, economic and environmental regulation that affect business practices, and levy taxes such as on land and payrolls. The States are also responsible for, and in many cases deliver, health care, schooling, vocational education and other community services that, as well as being of direct importance for wellbeing, affect economic development and the attractiveness of a location as a place for doing business.

As part of their activities, the States operate a number of programs that are intended to support business, industry and regional development. They include various grants and loans, tax concessions, support for research and development, promotional activities, and assistance for industry adjustment. Local producers may also benefit from less transparent measures such as restrictions on competition, local industry participation policies, subsidised public infrastructure and services (sometimes at no cost to the user) such as information, advice and the facilitation of planning approvals. Certain regional development programs directly support regional firms or are intended to enhance the economic viability of business in particular locations. 
Some assistance to businesses also arises indirectly, as a by-product of the pursuit of other goals, such as in social, cultural or environmental policies. For example, certain indigenous business support is primarily intended to achieve social objectives, and assistance to arts businesses and professionals can arise from cultural development programs.
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Coverage and approach 
To provide indicative estimates of the level of State and Territory budgetary assistance to industry, this chapter reports on expenditure by departments with industry and business responsibilities. Non-budgetary outlay forms of State assistance to industry (such as land and payroll tax concessions and infrastructure pricing) have not been included in this report.
 Also, assistance provided by local governments (such as council rate reductions, providing land or buildings at a ‘peppercorn’ rental or cost, cash incentives, provision of infrastructure and information and facilitation services) have not been included. 
The Commission has used actual expenditure for the year ended 30 June 2009 as documented in the financial statements of department annual reports. The financial statements provide departmental aggregate expenditures as well as expenditures for each performance reporting sub-group.
 Expenditures reported are gross and can differ from the annual budget appropriations which are net of any associated income (including interest, industry and Australian Government contributions). 
The Commission has focussed on those expenditures by departments and agencies likely to account for the bulk of each States’ budgetary assistance to industry. Those expenditures include gross outlays relating to agriculture, fisheries, mining, manufacturing, tourism, innovation, small business and regional development. Portfolio coverage and financial account reporting structures, however, vary substantially across jurisdictions. Thus, it has not been practicable to classify the available information according to the industry and assistance categories adopted in chapter 2. However, it has been possible to delineate State assistance to industry by four portfolio groups: ‘primary industries and resources’, ‘industry, innovation and regional development’, ‘tourism’ and ‘film’. 

The estimated expenditures include both direct payments (grants and subsidies) and other industry support (such as agricultural research and development, promotion, advertising, and facilitation) as well as administrative and employee expenditures incurred by departments in the delivery of programs. 
While much of the spending covered is assessed as providing assistance to industry, either directly or indirectly, a number of borderline cases have been encountered. In particular:

· Expenditures relating to corporate functions, general policy advice and regulation are not normally included in the estimates of assistance to industry. Separate information on these items is often not distinguished in the relevant financial statements and therefore is subsumed in the estimates. 
· Some departmental reporting of regional industry development expenditures includes some grants which are of a community nature but which are not readily excludable.
· Similarly, some research and development support is for medical science and higher education research and not generally considered assistance to business but which is not readily excludable on a consistent basis across jurisdictions. 
· Expenditures on professional sport, the arts and Indigenous business have not been included. 

The approach and coverage of industry assistance in this chapter is similar to that adopted for the 2002 study (and the earlier 1996 inquiry), although there are some differences (box 
4.1). 
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Some differences in approach and coverage 

	The approach and coverage of the new estimates differ from that used for the earlier estimates reported in Trade & Assistance Review 2001-02 in the following respects:

· Data source. The previous studies were based on appropriations by program contained in State Budget Papers. This study is based on actual expenditures as reported in departmental annual reports. 
· User charges. The previous studies reported the ‘net cost of services’ — that is, exclusive of user charges, industry contributions and Commonwealth grants. The present study uses actual expenditures which does not net out any industry contributions or other related revenues.

· Grants and subsidies. The 2002 study did not separate outlays into sub-categories (grants and subsidies, administration and employee costs). This study does. 
· Resource management expenses. Information gathering and resource management expenditures of fisheries were included in the 2002 study, whereas resource assessment expenditures relating to minerals and forests were excluded, as the costs of the latter were assumed to be met by industry through royalty arrangements. This study includes identified outlays relating to fishery and mining. 

· The arts. The 2002 study included a range of programs that supported the arts industry, including programs that directly supported producers of works of art and films, and expenditure on art galleries and museums. Funding of galleries and museums (about 10 per cent of estimated assistance) was included partly on the basis that such expenditure incidentally assists the tourism industry. At the time, the Commission noted that a proportion of this expenditure could well be excluded because, for example, it might be deemed to have primarily an educative value or be part of domestic consumption. For the current study, the Commission has only included State support to the film industry but has excluded expenditure on galleries and museums and support for artists.

· Professional sport. The 2002 study included support for professional sport, whereas the current exercise has not examined such support. 

· Indigenous business support programs. The 2002 study included support for Indigenous business support programs when separately identified. The current study does not include such programs when delivered by agencies other than the industry departments covered. 
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Estimated State government expenditure on industry support

State and Territory government agencies expended around $4.1 billion in 2008‑09 on programs and services that provide assistance to industry. This equates to around $184 per person, Australia wide. This expenditure is additional to the $3.7 billion of budget outlays and $4.0 billion of tax concessions made by the Australian Government on industry assistance (chapter 2).

Details for each State are provided in appendix B.
A disaggregated picture

Programs relating to ‘primary industries and resources’ account for about 60 per cent of estimated industry assistance (table 
4.1) A significant proportion of the primary and resources total expenditure is for rural R&D support.
 In addition, there was state government drought support, including interest rate and transport subsidies, of over $170 million.
 

Table 4.
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Estimated State and Territory government assistance to industry, by portfolio group and expenditure type, 2008‑09

	Portfolio grouping
	Grants and other support
	Employee expenses
	Other operating expenses
	Total  expenditure

	
	$ million
	$ million
	$ million
	$ million

	Primary industry and resourcesa
	639.7
	1078.5
	758.1
	2476.3

	Industry, innovation and regional development
	570.7
	290.1
	267.5
	1128.3

	Tourism
	231.8
	89.1
	78.9
	399.5

	Film and screen
	49.2
	11.6
	8.0
	70.5

	Total
	1493.1
	1469.3
	1111.9
	4074.6


a Employee expenses includes wages and salaries paid to agricultural research staff.  
Source: Commission estimates.

Of the total expenditure on industry programs, around one third was paid in grants and subsidies or used in the provision of other direct support to industry such as marketing and promotion. Additional information suggests that in some portfolios or jurisdictions about half paid in grants.
 It also indicated that a substantial portion of grants may not be only to private businesses.
 

A further third was used to meet employee expenses associated with program delivery including for agricultural research staff in the primary industry and resources portfolio category. The remainder is attributable to other operating costs such as travel and the provision of information technology to support portfolio services. 
Support across jurisdictions

In terms of the level of actual expenditure, estimated State assistance to industry is highest in the more populous jurisdictions. Victoria estimated to have the largest expenditure on industry programs overall (table 
4.2), as well as the highest identified expenditure in each of the four broad portfolio groupings. 
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Estimated State and Territory government assistance to industry by jurisdiction, 2008‑09 

	Jurisdiction
	Expenditure
	Per capita (state)a

	
	$ million
	$ per person

	New South Wales 
	722.8
	101

	Victoria
	1059.5
	193

	Queensland 
	849.5
	190

	South Australia
	516.1
	315

	Western Australia 
	591.6
	261

	Tasmania
	160.6
	318

	Northern Territory 
	160.1
	703

	Australian Capital Territory 
	14.6
	41

	TOTAL
	4074.8
	184


a Estimated using State populations at 30 June 2009. 

Sources: ABS 3101.0 (release 24 June 2010); Commission estimates. 

On a per capita basis, expenditure on industry programs is highest in the Northern Territory, largely due to it having the highest per capita expenditure for tourism support (table 4.4). 

Details of the support to industry by portfolio group are provided for each jurisdiction in appendix C. 

Comparison of estimates with earlier studies

While differences in coverage and approach between studies reduce the comparability, the total expenditures (in nominal terms) identified for 2008‑09 are about 20 per cent above the total identified for the 2001‑02 total. The expenditures for most States have increased (in nominal terms) from 2001‑02 (figure 4.1). For New South Wales, the expenditures are estimated to have declined (in nominal terms) from 2001‑02 — a year influenced by one-off expenditures relating to the 2000 Sydney Olympics. 
Figure 4.
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Snapshot of successive estimates of State and Territory government assistance to industry 
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Sources: IC (1996); Trade & Assistance Review 2001‑02; Commission estimates 2008‑09.
Other than possible effects from methodological differences and changes in general activity and price levels, variations in estimated industry support over time could be due to changes in policy (for instance, an increased or decreased emphasis on a major area such as innovation, regional development or biosecurity), as well as ‘natural’ variations in demand-driven programs as with drought support. Variations in expenditures may reflect differences in grants and other support as well as in employee and administration costs. 
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Some considerations that currently shape state assistance to industry

State assistance has been variously shaped by several broad factors including:

· a general link to State strategic plans; 

· innovation strategies;

· identification of priority industries;

· regional development objectives; and

· business location incentives and support for events.

These considerations do not set the design and precise quantum of the assistance but operate as an overarching framework, particularly in relation to what industries or activities to target. 

A general link to State strategic plans

The activities of industry departments in 2008-09 were informed by State strategic plans in operation at the time.
 Those State plans set out certain economic and social goals, priorities and targets. State plans have been periodically revised and further changes will influence future activities and expenditures of industry departments.
 
While the objectives of these plans are generally broad, they nevertheless provide a backdrop for the activities of industry departments and the provision of programs to assist industry. For example, in its 2008‑09 annual report, the New South Wales Department of State and Regional Development reported that its activities were informed by the NSW State Plan 2006 (NSWDSRD 2009). That Plan comprises six priorities for State development, two of which are directly relevant to NSWDSRD — increased business investment and increased investment in rural and regional New South Wales. Similarly, the South Australian Department of Trade and Economic Development (SADTED) was charged in 2008‑09 with responsibility for 14 targets in the South Australian Strategic Plan relating to economic growth, business climate, business investment, innovation, trade, small business, and regional development (SADTED 2009, p.1). 

Innovation strategies
Innovation is widely recognised as a potential means of achieving higher productivity. Policies to encourage innovation and achieve productivity growth are articulated as objectives in State innovation strategies as well as in broad strategic plans. In line with these policies and strategies, most states have numerous R&D and innovation programs. 
The development and maintenance of State research and development and innovation programs is occurring in parallel with related programs delivered at the Commonwealth level. While these parallel programs are collectively directed at encouraging research and development and innovation, substantial overlap and duplication between State and Australian Government support was reported both in the Productivity Commission’s 2007 research report on Public Support for Science and Innovation (PC 2007) and in the subsequent 2008 National Review of Innovation (Cutler 2008). The Commission’s draft report on the funding and operation of rural R&D organisations, also found overlap in funding arrangements for rural R&D and scope for rationalisation (PC 2010c).

The Commission identified research (particularly agricultural) as at ‘risk of wasteful duplication of research effort across spheres of government’ (PC 2007, p.427).
 The Cutler review recommended that government should adopt a framework of common principles for innovation interventions to enhance consistency and improve overall accessibility and efficiency of the suite of interventions (recommendation 12.5).

Identification of priority industries

Against the backdrop of State strategic plans and innovation policies, most ‘industry’ departments nominate ‘priority’ or ‘target’ industries (table 
4.3). 

The lists tend to cover a broad range of activities and are selected on the basis of considerations such as: representing ‘significant value to and opportunities for Victoria’ (Victorian Department of Innovation, Industry and Regional Development (VDIIRD) 2009, p.x); ‘priority sectors where WA has a sustainable competitive advantage’ (Western Australian Department of Industry and Resources 2008, p.38), and to ‘further define opportunities [for the ACT] around the emerging green economy (Chief Minister’s Department, Annual Report 2009, p. 41). 

Implicit in the listings is a level of preferment in granting support or government services to some activities over others. 

While the range of activities that are given priority status across jurisdictions vary, tourism and film production are listed as priority activities in a number of jurisdictions and each State and Territory has a tourism and a film and screen agency (or business unit). Expenditure by these agencies supporting these activities amounted to nearly $400 million and $70 million, respectively (tables 
4.4 and 
4.5). This is additional to the expenditures of $165 million and $122 million by Tourism Australia and Screen Australia, respectively, to afford total outlays by agencies supporting tourism and film production of over $750 million in 2008-09. There is also substantial support for tourism and film activity in Australia beyond that delivered by the ‘agencies’. 

Table 4.
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Priority industries and activities of State industry departments 
	Jurisdiction
	Priority industries and activities

	New South Wales 
	Advanced manufacturing; agri-food; creative industries; defence and aerospace; finance, insurance and business services; information and communications technology; mining; transport and logistics (Department of Industry and Investment, website, accessed March 2011).

	Victoria
	Automotive; aviation; biotechnology; defence; energy; financial services; food; information and communications technology; international education; science; small business; and tourism (Department of Innovation, Industry and Regional Development Annual Report 2008‑09, p.14).

	Queensland
	Advanced manufacturing; alternative fuels; aviation; biotechnology; creative industries; environmental and mining services and technology; marine; processed foods; therapeutic medicines and devices; tourism; wine (Department of Tourism, Regional Development and Industry Annual Report 2007‑08 p.8).

	South Australia
	‘Regional development and the growth of our small business sector and manufacturing base were key priorities’. (Department of Trade and Economic Development Annual Report 2008‑09, p.4). Defence South Australia — the only stand-alone state defence organisation — was established in 2007 with lead responsibility for defence industry performance indicators contained in the South Australian Strategic Plan.

	Western Australia 
	In 2007‑08, the Department of Industry and Resources announced it would develop an Investment Attraction Strategy which would identify priority sectors where WA has a sustainable competitive advantage (Department of Industry and Resources 2007‑08 Annual Report, p.38). It also announced it would promote further development of specific industries including digital media, information and communications technology, biotechnology and titanium. 

	Tasmania
	Has as an objective (numbered 1.5) of ‘encouraging reinvestment and expansion by existing priority industries’. Against this objective the annual report specifically reports on departmental involvement in film and screen, food, natural gas, broadband, digital, forest, controlled waste management, mining and mineral processing, alternative energy and manufacturing (Department of Economic Development and Tourism Annual Report 2008‑09, pp.14‑16) .

	Northern Territory 
	None specifically listed. Nevertheless, there are specific departmental divisions and programs focussed on mining, defence and agriculture, forestry and fishing. (Department of Business and Employment Annual Report 2008‑09; Department of Regional Development, Primary Industry, Fisheries and Resources Annual Report 2008‑09)

	Australian Capital Territory 
	In 2009‑10, the Business and Industry Development Branch activities will include establishing the CollbIT program to link local SMEs with multinational companies in the ICT sector and further define opportunities around the emerging green economy (Chief Minister’s Department Annual Report 2008‑09, p.41).


With respect to tourism, almost 60 per cent of total State government support is accounted for by grants and promotional spending, with the remainder accounted for by agency employment and administrative spending (table 
4.4). The benefits of tourism are commonly interpreted by jurisdictions as being reflected in visitor nights and expenditure per visit. Information on the cost-effectiveness of support in adding to tourism activity would be one requirement when assessing the net benefits to the community of government assistance to tourism. Such information would need to differentiate between the effects of government support and those of other factors (for instance, exchange rate changes, and global and domestic economic conditions). 
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Tourism agencies’ expenditure, 2008‑09

	Agency
	Industry support
	Employee
	Other operating expenses
	Total
	Per
state capitab

	
	Grants
	Promotion
	
	
	
	

	
	$m
	$m
	$m
	$m
	$m
	dollars

	Tourism NSW a
	4.5
	25.9
	12.7
	4.4
	47.5
	7

	Tourism Victoria
	20.4
	34.1
	9.1
	4.9
	68.5
	12

	Tourism Queensland 
	5.4
	40.3
	15.3
	6.5
	67.5
	15

	South Australia Tourism Commission
	12.6
	18.2
	12.9
	21.2
	64.8
	40

	Tourism WA
	0.1
	23.2
	14.8
	23.7
	61.8
	27

	Tourism Tasmania
	9.1
	

–
	12.1
	16.5
	37.8
	75

	Tourism NT
	6.2
	30.1
	12.2
	1.7
	50.0
	220

	Australian Capital Tourism a
	1.7
	n.a.
	n.a.
	n.a.
	1.7
	5

	States & Territories
	60.0
	171.8
	89.1
	78.9
	399.5
	18

	Tourism Australia
	
	100.4
	31.8
	32.3
	164.5
	7


– Nil.  n.a. not available.  a Unit within a Department.  b Population at 30 June 2009.

Sources: Agency annual reports; ABS 3101.0 (release 24 June 2010).
States accounted for over 20 per cent of the total budgetary support of $323 million for the film and screen industry in 2008-09 (that is, Commonwealth and State) (table 
4.5). This support is equivalent to around 16 per cent of the value of output of the ANZSIC Film and video production and post-productions services industry — the industry class covering the main activities target by the support measures. This is broadly comparable to the rate of output assistance provided by the Australian Government to the relatively highly assisted TCF and motor vehicle industries. Moreover, while substantial in relation to overall industry activity levels, because the bulk of assistance is directed at qualifying ventures, the effective support provided to specific recipient projects is likely to be higher again. 
Table 4.
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Film and screen agencies expenditure, 2008-09
	Organisation
	Project costs
	
Employee
	Other operating expenses
	
Total 

	
	$m
	$m
	$m
	$m

	New South Wales Film and Television Office
	6.6
	2.4
	2.1
	11.1

	Film Victoria
	19.5
	3.7
	2.7
	25.9

	Screen Queenslanda
	9.8
	2.8
	0.7
	13.3

	South Australian Film Corporation
	3.5
	1.4
	1.8
	6.7

	ScreenWest
	9.7
	1.3
	0.7
	11.7

	Screen Tasmaniab
	1.4 
	n.a 
	n.a 
	1.4

	NT Film Officeb
	0.4 
	n.a 
	n.a 
	0.4

	ScreenACTc
	n.a 
	n.a 
	n.a 
	na

	States & Territories
	50.9
	11.6
	8.0
	70.5

	Screen Australia
	83.5
	20.7
	18.0
	122.2

	Film tax offset payments and concessionsd
	130.2
	–
	–
	130.2

	AUSTRALIA
	264.6
	32.3
	26.0
	322.8


– Nil.  n.a. not available.  a Known as Pacific Film and Television Commission in 2008‑09.  b Unit within a Department. The totals are not disaggregated in the financial statements. The Commission has recorded it as project costs.  c Administered by Canberra Business Council since 2007.  d Appendix A (table A.4, Culture and recreational services).
Source: Agency annual reports. 
Assistance to priority activities and industries, including tourism and film support, may result in high and variable levels of effective assistance to individual recipients. 

Regional development

Regional development objectives are included in each State plan and each of New South Wales, Victoria, South Australia and Northern Territory have a service group called ‘regional development’ within the ‘industry, innovation and regional development' portfolio grouping. Aggregate identifiable expenditure of these service groups was $165 million of which around $100 million was provided as grants and other support to business. Although Queensland does not report a separate regional development service group, regional development is a designated strategic focus of the department. 

Typically, designation of a program as having predominantly a ‘regional development’ objective is based on whether the recipients of the support would still be entitled to that support if, hypothetically, they were engaged in the activity in a metropolitan area. Examples of programs that fall within this definition are investment incentives for regional development, regional tourism marketing programs and regional business networking programs. 

Some programs that are aimed at industry development also have a regional impact due to the location of the target industry. For example, assistance to the agriculture or mining industries has its main effect in regional areas. However, as this primarily reflects the natural location of the industry, rather than a regional development objective, the Commission considers such programs to be general industry development. 

Business location incentives and support for events

Over many years each jurisdiction has offered or provided incentives for particular businesses to establish within its borders and has provided support for major events. The Commission’s inquiry in 1996 concluded that much of the selective assistance provided to industry by States, up until that time, had little or no positive effect on the economic welfare of Australian as a whole. 

In particular, jurisdictional rivalry in attracting specific investment/business/events seems to add little, if anything, to aggregate investment and employment, involves a costly transfer of funds from taxpayers and ratepayers to selected businesses and can result in a misallocation of resources which is harmful to economic growth. (IC 1996, p. x)
In recognition of the potential for granting excessively costly location incentives and interstate bidding wars, in 2001, New South Wales and Victoria agreed not to poach business investment from each other (Trade & Assistance Review 2001‑02, p. 5-17). This was followed by a broader Interstate Investment Co-operation Agreement in 2003 between the jurisdictions (except Queensland and initially the Northern Territory) to end investment bidding wars (box 
4.2). The 2003 agreement was renewed in 2006 for five years and is again due for renewal in 2011. 
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The Interstate Investment Co-operation Agreement

	In September 2003 six State and Territory Governments — New South Wales, Victoria, South Australia, Western Australia, Tasmania and the ACT — signed the Interstate Investment Co-operation Agreement, intended to reduce cross-border bidding for investment and events, and to restrict the use of financial incentives to attract investment. 

The Queensland and Northern Territory governments declined to join the initial agreement. 

The Agreement comprises three components.

· Financial incentives — state governments will cooperate (a) with a view to declining to offer any incentive in relation to footloose investment where there is no national benefit (such as relocation of business between states) and (b) to minimise incentives when it is clear that investment projects and major events are already committed to Australia.

· International markets — state governments will support joint measures to promote Australia as an investment destination. This will include the exchange of information, co-location of international offices and promotion of Australia in international markets.

· Communication and coordination — the agreement provides for annual reports on investment and event attraction activities to be provided to State Treasurers; nomination of a day-to-day point of contact; and periodic reviews of co-operation.

In announcing the Agreement, the Victorian Treasurer said that under preliminary arrangements before the Agreement Victoria and NSW had already exchanged information on 30 projects, and had found companies had overstated the incentives offered by the potential ‘rival’ location. It was estimated that that this action alone has already saved taxpayers around $20 million (Brumby 2003).
The Agreement was to apply for three years from September 2003.

In March 2006, all State and Territory Governments, except Queensland, renewed the Agreement (for another five years), largely carrying forward the commitments under the previous Agreement. It made provision for a formal review in 2010.

	

	


Governments publish certain information on location incentives programs, although the level of detail, and hence the scrutiny that can be given to the provision of government incentives, varies between jurisdictions. For example, Industry and Investment NSW publishes the aggregate of payments (and forward commitments) under the Major Investment Attraction Scheme in its annual report financial statements. However, there is no single list of recipient businesses or specific payments (or other non-grant specific help). Nevertheless, the annual report text contains examples of companies helped by the Department. The Victorian Department of Innovation, Industry and Regional Development publishes a list of recipient companies and the aggregate of financial assistance, although details of individual deals are deemed commercial in confidence and not published. 

For Queensland, in addition to aggregate information, detailed information on locational support provided by the Queensland Investment Incentive Scheme (QIIS) is publicly released after an eight year period. This transparency scheme was announced in 2004 (replacing the usual 30 year Cabinet rule) with the first details being publicly released in March 2007 in relation to incentives offered in 2000 and 2001. 

Whereas business location deals seek ‘permanent’ presence of business, States also offer support for major events (particularly major sporting and cultural events). Major events are often iconic in nature and are perceived to afford prestige to the host jurisdiction and in some cases the nation as a whole. However, claims of the potential benefits can be elevated above levels that can be justified or not fully assessed (box 
4.3). 

The concerns raised in respect of particular cases illustrate some of the risks associated with the pursuit of selective deals and events and, more broadly, the need for sound ex ante and ex post cost-benefit analysis and the importance of transparency throughout the process. 
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Some implications

Support for industry by the States is substantial (estimated to be around $4.1 billion) — collectively being a little more than the estimated $3.7 billion Australian Government budget outlays supporting industry (chapter 2). 

Assistance provided by State governments applies to many different industries, with some assistance involving direct payments to businesses while other support is provided through the provision of government services, as well as tax concessions and waivers and other measures. The direction of support is guided by policy directives such as State Plans and the designation of priority industries and activities. 
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Some issues in assessing major events

	Claims of potential benefits can be elevated 

In 1999, the ACT Government decided to stage the V8 Super Car event in Canberra. Its decision was based on an ‘economic evaluation’ contained in a (confidential) Cabinet submission that the event would produce significant economic benefits for the Territory However, the ACT Auditor-General found that the pre-event analysis of benefits from staging the race suffered from several deficiencies:

The economic benefit evaluation contained simple arithmetical errors, double counting, did not systematically allow for inflation, and did not discount future benefit and cost flows. The forecasts of interstate visitor impact, publicity value, jobs created and ticket sales are all overstated. The submission did not adequately deal with the financial risks associated with the race. The actual net financial cost of the race has been far above the predictions made in the submission, the indirect benefits much less. (ACT Auditor-General 2002, para 1.25)
It was found that, contrary to public proclamations at the time, subsidising the race actually yielded a net loss to the ACT community of more than $11 million over three years. 

Improving assessment frameworks 

In 2007, the Victorian Auditor General reported on State Investment in Major Events (Victorian Auditor General 2007). This audit concluded that major events had ‘added economic value to Victoria’. The report also identified areas for improvement such as ‘having a more analytical and evidence-based justification for the level of government funding requested’. In this vein, the audit suggested: 

…the government will be best placed to take decisions on financially supporting major events only when it has the most reliable and comprehensive information at its disposal. To that end, the audit makes out a powerful case that the economic assessments models currently used now warrant concerted re-evaluation and further development. (Victorian Auditor General 2007, p. vi) 

The audit also made a number of findings relating to event evaluation at the time of the audit, including:

The approach currently taken by agencies when conducting post event assessments did not directly assess costs and benefits. 

There is scope for greater transparency in economic assessments, particularly with regard to: the workings of economic models and the basis of assumptions used [and] the safeguards over the reliability of data collected from surveys of attendees at major events. (Victorian Auditor General 2007, p. 2)

	

	


While support is of benefit to the business or activity receiving it and the location of activities, more fundamentally that support should also be beneficial for the community. Assistance enjoyed by selected businesses or activities typically comes at a cost to other industries and activities across the economy as labour and financial resources are channelled to the activity receiving support. In addition, the provision of assistance can in itself entail costs — including tax raising, administration and compliance costs. 

State assistance to business and activities, particularly local incentives and priority industry support, will inevitably affect the structure and distribution of industries within and between jurisdictions. The ultimate community-wide effects of assistance structure depend on the extent of overlap and competition of measures between programs and jurisdictions. Assistance can also divert attention from getting the fundamental business climate right (including State tax and regulatory regimes). 

The key issues are whether the assistance structure, the interaction of (competing) measures, and the frameworks for providing and evaluating support are cost effective and contribute net benefits to the community as a whole. The last full review which considered these broader issues was conducted in 1996. The review found, at the time, evidence of a number of shortcoming in the frameworks for providing State assistance including in relation to bidding wars, transparency and review mechanisms and administration costs (box 
4.4).  

Clearly, there have been many developments in the design and provision of State (and Australian Government) support to industry since that time. In view of the current scale and breadth of support to businesses and activities, and the likely interaction of competing measures, consideration should be given to another broad review. Such a review could examine matters such as: the budgetary and other forms of assistance afforded to individual businesses and activities; the community-wide effects (impacts and benefits) of that support; the extent of overlap between State and Australian Government programs and the implications of these for business; and the scope for improvement in transparency and in evaluation frameworks. In reaching its conclusions, a broad review could also examine the impact of the assistance structure relative to other factors influencing business investment and location decisions.  
Do not delete this return as it gives space between the box and what precedes it.
	Box 4.

 SEQ Box \* ARABIC 4
Some conclusions in the 1996 Commission Inquiry into State Assistance to Industry 

	The Commission concluded that much of the considerable selective assistance provided to industry by State and local governments had little or no positive effect on the economic welfare of Australians as a whole. In particular, it said that most selective assistance is part of harmful State and local government rivalry for economic development and jobs, which at best shuffles jobs between regions and at worst reduces overall activity.
However, the Commission recognised that not all state assistance was likely to result in a misallocation of resources. For instance, where it clearly targets market failures such as a less than efficient level of activity in research and development, and where such assistance is delivered efficiently and effectively, it can enhance economic development. However, this form of assistance typically affects all States. Where this is the case, the Commission suggested that accordingly such assistance should be provided at the national level. 

The Commission also identified concerns with institutional arrangements. Prominent was the lack of transparency, particularly secrecy surrounding discretionary and selective ‘deals’. Another institutional weakness was deficient program evaluation — both ex-ante and ex-post — particularly the conceptual understanding of benefits and costs and the use of optimistic multiplier analysis. Moreover, there is ‘moral hazard’, whereby the agency with the interest in the project proceeding undertakes or commissions the analysis.

Relatively high administration and compliance were also a concern. Such ‘delivery’ costs were estimated to average 28 per cent of the assistance provided and were over 80 per cent for some programs.

	Source: IC (1996). 

	

	


�	Assistance delivered through payroll tax rebates (rather than revenue forgone) have been included (for example, the NSW Payroll Tax Incentive Scheme).   


�	The sub groups are variously called ‘service group’, ‘output’, ‘activity’ and the like and comprise broad groupings of programs and departmental activities that are intended to achieve a certain (common) objective. For example, the service group ‘State Development’ of the NSW Department of State and Regional Development (2008�09) has the objective of ‘facilitating and encouraging business investment in the State’.


�	Estimated State government support for to rural R&D was $420 million in 2008-09 (PC 2007), that is, 28 per cent of total rural R&D funding by all levels of government and industry. 


�	Drought support varies significantly over time, for instance, in the preceding year (2007-08) State payments for interest rate subsidies were $595 million (PC 2009b, p. 339). 


�	For example, for the NSW Department of State and Regional Development, grants and subsidies were $62.3 million while other industry support was $59.8 million (table B.1). 


�	For example, for Queensland Department of Tourism Regional Development and Industry in 2007�08, grants to private enterprise comprised $27.3 million of total grants and subsidies of $86.1 million. Other grant recipients include: universities; charities and community groups; and Australian, Queensland and Local government agencies.


�	New South Wales 2006 (NSW State Plan 2006); Victoria 2005 (Growing Victoria Together, 2005 statement); Queensland 2008 (Towards Q2 – Tomorrow’s Queensland); South Australia 2007 (South Australian Strategic Plan); Western Australia 2006 (Better Planning Better Futures – a framework for the Strategic Management of the Western Australian Public Sector); Tasmania 2005 (Tasmania Together 2020); Northern Territory 2009 (Territory 2030 Strategy) and Australian Capital Territory 2008 (The Canberra Plan: Towards our Second Century).


�	In 2010, the (former) New South Wales Government updated the 2006 State plan. The updated plan NSW State Plan: Investing in a Better Future, retained about 75 per cent of the priorities and targets of the 2006 plan and added 10 priorities and 20 targets (NSW 2010, p. 7).


� The Commission’s final report has been provided to the Australian Government (see also chapter 3). 


�	Work is underway on a national agreement to develop a national R&D framework for agriculture ‘to make best use of state and Commonwealth funding’. (Victorian Department of Primary Industries 2009, p.14)


�	Australian Government tax concessions and offset payments for film industry activity is substantial. The estimated value of such support is $130.2 million for 2008-09, increasing to $377.7 million in 2009-10 (Appendix A). Also, State and Territory governments afford payroll tax exemptions and salary rebate schemes to support film activity (DEWHA 2010, p.14). Australian Government support for Tourism, beyond Tourism Australia includes the Tasmanian Forest Tourism Initiative of $15.2 million in 2008�09.
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