. Australian Government

Productivity Commission

Trade & Assistance

Productivity Commission

Review 2011-12 | Annual Report Series




© Commonwealth of Australia 2013
ISBN 978-1-74037-442-2

This work is copyright. Apart from any use as permitted under the Copyright
Act 1968, the work may be reproduced in whole or in part for study or training
purposes, subject to the inclusion of an acknowledgment of the source.
Reproduction for commercial use or sale requires prior written permission from the
Productivity Commission. Requests and inquiries concerning reproduction and
rights should be addressed to Media and Publications (see below).

This publication is available from the Productivity Commission website at
www.pc.gov.au. If you require part or all of this publication in a different format,
please contact Media and Publications.

Publications Inquiries:

Media and Publications
Productivity Commission
Locked Bag 2 Collins Street East
Melbourne VIC 8003

Tel: (03) 9653 2244
Fax: (03) 9653 2303
Email: maps@pc.gov.au

General Inquiries:
Tel: (03) 9653 2100 or (02) 6240 3200

An appropriate citation for this paper is:

Productivity Commission 2013, Trade & Assistance Review 2011-12, Annual Report
Series, Productivity Commission, Canberra, June.

The Productivity Commission

The Productivity Commission is the Australian Government’s independent research
and advisory body on a range of economic, social and environmental issues affecting
the welfare of Australians. Its role, expressed most simply, is to help governments
make better policies, in the long term interest of the Australian community.

The Commission’s independence is underpinned by an Act of Parliament. Its
processes and outputs are open to public scrutiny and are driven by concern for the
wellbeing of the community as a whole.

Further information on the Productivity Commission can be obtained from the
Commission’s website (www.pc.gov.au) or by contacting Media and Publications on
(03) 9653 2244 or email: maps@pc.gov.au




Foreword

The Productivity Commission is required under its Act to report annually on
industry assistance and its effects on the economy. Trade & Assistance Review
2011-12 contains the Commission’s latest quantitative estimates of Australian
Government assistance to industry. It also identifies recent developments in
assistance for various industries and sectors of the economy, and international trade

policy.

This year’s review includes an information chapter on Intellectual Property, the
design and implementation of which has widespread influences on Australia’s
innovation and trade. The Commission has also recently completed a report on
Compulsory Licensing of Patents. Combined, this work could provide a base for
further work on what is likely to be an area of increasing trade and innovation
policy interest.

In preparing this report, the Commission has received helpful advice and feedback
from a number of officials in Australian Government agencies and academia. The
Commission is very grateful for their assistance.

Peter Harris
Chairman
June 2013
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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.

The assistance estimates presented in this Review mark the commencement of a
new series based on the 2008-09 ABS input-output tables.

Using the new series, tariff assistance to industry was $7.9 billion in 2011-12 in gross
terms. After allowing for the cost to industries of tariffs of $6.8 billion, net tariff
assistance was $1.1 billion.

Assistance of $9.4 billion was also provided through budgetary outlays and taxation
concessions — $5.1 billion in budgetary outlays and $4.3 billion in tax concessions.

Net assistance from tariffs and budgetary measures was $10.5 billion in 2011-12.

The effective rate of assistance (net assistance as a proportion of unassisted value
added) for manufacturing is about 4 per cent and 3 per cent for primary industries.

— Effective assistance to the TCF and motor vehicle industries at around 7 and
9 per cent, respectively, although much reduced, remain higher than average.

Budgetary assistance in 2011-12 was $0.4 billion lower than in 2010-11. There were
large decreases from the winding down of the Small Business and General Business
Tax Break, reduced outlays on drought relief payments reflecting (at the time)
improved conditions, and large increases in carbon-related support to industry.

Since the May 2012 Budget, the Australian Government announced further
budgetary assistance of over $430 million, most to be spent over the next five years.

In relation to trade policy, with the stalling of the Doha Round of multilateral trade
negotiations, Australia has been promoting alternative pathways including in the
areas of trade facilitation and trade in services, where consensus may be reached.

Intellectual property (IP) law has a pervasive impact on innovation, production, trade
and consumption and is the theme topic in this Review.

— IP law aims at encouraging the creation of beneficial new ideas.

It influences firms’ capacity to derive pecuniary benefits from innovations and
creations. It also influences the activities of firms and individuals seeking to use IP
protected goods and services.

— Because of the pervasiveness of IP law, it is important that the design, operation
and review of IP systems be carefully governed.

— For such a diverse topic area, an issue is whether there would be a role in the
medium term for an independent overarching framework-style review, to
complement ongoing topic-specific reviews into current issues and developments.
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Overview

The Australian Government assists industries through an array of measures,
including import tariffs, budgetary outlays, taxation concessions, regulatory
restrictions on competition and government purchasing arrangements and
guarantees. Although assistance generally benefits the receiving industry and
businesses, it can penalise other industries, taxpayers and consumers. Transparency
about assistance arrangements is therefore important.

This Review reports on the levels of assistance afforded by government to industry
as well as trade policy developments with assistance implications. 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 tariff reductions implemented by the Australian Government. On the other
hand, there has been a shift towards greater budgetary assistance to industry,
particularly over the last decade. Such assistance is provided by the Australian
Government, as well as by State, Territory and local governments.

Estimates of assistance to industry

Assistance estimates presented in this Review mark the commencement of a new
series. The new series is benchmarked to the 2008-09 ABS input-output tables,
replacing the previous 2004-05 based series. With the re-benchmarking of
assistance estimates, the Commission also introduced the latest ABS classification
of industries — the Australia and New Zealand Standard Industrial Classification
2006 Edition. Because of structural changes in the economy between input-output
years and data revisions, the estimated level of tariff assistance varies between the
last three series where the years overlap (figure 1). The difference between series
for the latest revision is not large compared with the rebasing from the 2001-02
series to 2004-05, or compared with the size of the economy in 2008-09 (around
$1.3 trillion). The last two series (2004-05 and 2008-09) are consistent in revealing
the broad downward path in net tariff assistance associated with tariff reductions
and the growth in relative importance of the services sector (which is not tariff
assisted).
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Figure 1 Net tariff assistance to Australian industry
Gross assistance to output less tariff penalty on inputs
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Using the new 2008-09 benchmarked series, measured assistance to industry by the
Australian Government amounted to over $17.3 billion in gross terms in 2011-12 —
comprising $7.9 billion in gross tariff assistance, $5.1 billion of budgetary outlays
and $4.3 billion in estimated tax concessions.

After allowing for the cost to business of tariffs on imported inputs ($6.8 billion),
estimated net assistance was $10.5 billion in 2011-12.

The manufacturing sector continues to receive the highest level of net assistance —
mainly because of tariff assistance on outputs. For the services sector, the tariff
penalty on inputs exceeds its measured budgetary assistance. While the primary
industries sector received the majority of its assistance in the form of budgetary
outlays, tariff protection continues to be afforded to a range of horticultural, crop
and forestry products.

The estimated value of budgetary assistance amounted to $9.4 billion in 2011-12
down from $9.8 billion the previous year. The largest reduction was the winding
down of temporary assistance afforded by the Small Business and General Business
Tax Break introduced in the 2008-09 financial year as part of the Nation Building
and Jobs Plan. The concession amounted to $680 million in 2011-12 compared with
$2.4 billion in 2010-11. The level of budgetary support to rural industries in
2011-12 declined further from earlier years mainly because of lower Exceptional
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Circumstances (drought relief) payments. The largest increases in budgetary
assistance to industry in 2011-12 were $1 billion under the Energy Security Fund
(Transitional Assistance) and $219 million for the Coal Sector Jobs Package.

With the unwinding of the temporary tax breaks the relative importance of
assistance to small business is estimated to have declined from nearly 40 per cent of
total budgetary assistance to industry in 2010-11 to around one quarter in 2011-12.
The relative importance of assistance to R&D remained around 30 per cent. A
further 30 per cent of budgetary assistance was directed to selected industries —
including, textiles, clothing and footwear (TCF), motor vehicles, film production,
steel, coal and electricity. The remainder of industry assistance is designated as
sectoral-wide support, and assistance for exports, regional structural adjustment and
investment.

Across the primary, mining and manufacturing industries, in 2011-12, the highest
measured effective rates of assistance — net assistance per dollar of value added —
continued to be for the TCF and motor vehicles industries. The effective rate of
assistance for these industries was around seven and nine per cent, respectively, in
2011-12 compared to the average for manufacturing of around four per cent. The
effective rate of assistance to primary industries is around three per cent. In dollar
terms, the highest assistance was afforded to the food processing industries and
metal and fabricated metal products industries — mainly on account of tariffs on a
range of products manufactured by these industries.

While effective rates of assistance have not been estimated for the service
industries, net assistance is negative for most service industries because the tariff
penalty on inputs exceeds the magnitude of budgetary assistance.

Recent industry-related announcements

Since May 2012 (the reporting date for the 2010-11 Review), the Australian
Government has announced a number of budgetary and regulatory measures
relating to industry assistance, across a wide range of activities.

Announcements relating to proposed budgetary outlays affording assistance to
businesses and activities amounted to around $430 million. Of this, announcements
in respect of industry-support programs totalled around $230 million, much of
which is planned to be expended over the next five years. This predominantly
relates to transitional assistance to the fishing industry, the automotive new markets
program, regional-industry infrastructure programs and tourism programs. A further
$192 million was announced for carbon emission reduction and energy efficiency
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measures (including the Briquette Restructuring Package and the United States-
Australia Solar Energy Collaboration).

In addition to these proposed expenditures, expenditure with potential assistance
implications for firms and activities of over $230 million were made, most of which
related to the future submarine project.

Although difficult to quantify, assistance to industry can also be conferred through
regulatory arrangements which affect market access and competition. During the
last year, the Government made a number of such announcements and introduced
legislation relating to the airport passenger movement charge and the promotion of
tourism, broadcasting and communications, and fisheries.

International trade policy developments

The global financial crisis (GFC) was associated with significant disruption of
financial markets, the effects of which have been felt unevenly across the globe.
When the crisis began in 2008, world trade contracted severely and rapidly, but has
since recovered and now exceeds pre-GFC levels. At the time of the crisis, the risk
of increased protectionism and associated costs was recognised and high level
commitments were made to avoid this. While average tariffs (trade-item average)
worldwide have continued to decline, the onset of the crisis was marked by an
increase in protectionist measures, the most common of which included trade
remedies (such as anti-dumping investigations) and border assistance (including
some increases in applied tariffs).

Concern continues to be expressed about the apparent shift in the policy emphasis
of trade remedies and other trade-restricting measures, from measures aimed at
combatting the temporary effects of the GFC, towards ‘national industrial
planning’, including through government subsidies and purchasing preferences.
Monitoring of changes in these by the WTO is proving difficult leading to calls for
improvements in transparency and peer review.

In the aftermath of the GFC, concern has also been expressed that competitive
currency devaluations are being used to gain advantage in trade.

The Doha Round of multilateral trade negotiations remain stalled. In order to
progress the Doha agenda, the Australian Government has been promoting a ‘new
pathways’ approach that involves attempting to conclude on those areas of the
agenda where agreement may be attained. Two areas being pursued by the
Australian Government as candidates for early completion are negotiations on trade
facilitation (such as customs procedures) and agreement on trade in services. On the
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latter matter, Australia is co-chairing with the United States negotiations amongst
46 WTO members.

Australia has continued to be involved in negotiations on bilateral and regional
trade agreements. One of these is the proposed Trans-Pacific Partnership (TPP). It
has also joined in negotiations for a proposed Regional Comprehensive Economic
Partnership (RCEP) which was launched at the East Asia Summit in 2012. The two
agreements, if formed to include the current negotiating parties would constitute
two trading blocs with limited overlap in member-to-member trade.

In October 2012, the Australian Government issued the Asian Century White Paper.
In this paper, it recommitted to existing schedules to lower tariffs and commitments
encompassed in trade agreements. It also committed to work towards reducing
unnecessary domestic regulatory impediments to cross border business activity,
investment and skilled labour migration.

During the year, the Australian Government also made a number of other trade
policy announcements.

« It indicated that it will implement a national foreign ownership register of
agricultural land and a working group has been formed.

« It announced that the Export Finance and Insurance Corporation (EFIC) will
apply a new market failure test to determine the eligibility for support and will
direct more resources to small and medium sized enterprises seeking to expand
into Asian markets.

+ It established an Anti-Dumping Commission and announced changes to enable it
to deal with anti-dumping cases more quickly and rigorously.

The Anti-Counterfeiting Trade Agreement (ACTA) was also subject to review by
the Joint Standing Committee on Treaties. The Committee raised a number of
concerns including the potential for the agreement to shift the balance of
interpretation in favour of intellectual property rights holders. To date, ACTA has
not been ratified by Australia.

Intellectual property (the theme chapter in this year’s Review)

Intellectual property (IP) law has a pervasive impact on innovation, production,
trade and consumption and is the theme topic in this year’s Trade & Assistance
Review. (Recent Reviews have included separate theme chapters on adjustment
assistance, state and territory government assistance to industry, assistance to the
finance industry and carbon reduction measures.)
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Given the capacity for IP systems to facilitate (or inhibit) innovation, creative
activity and trade, it is important that the design, operation and review of IP systems
be carefully governed.

Intellectual property law, itself, has evolved over the centuries in response to
changing economic circumstances. The inclusion of IP in the global trading system
that accompanied the establishment of the World Trade Organization (WTO) in
1995 signalled a significant elevation of IP in economic policymaking.

An underlying motivation for much IP law is to facilitate trade and commerce,
either through providing incentives for inventiveness and creativity, or through
revealing information about new technology and ways of working to the market
while preserving the proprietary rights of the IP owners. A stream of IP law also
seeks to acknowledge the moral rights of creators and performers over their talents.

There are many types of IP provided for by statutory law in Australia, including
patents, trade marks, designs, plant breeder’s rights, copyrights, circuit layout
rights, artists resale royalty rights, moral rights and performers rights. This law and
its implementation variously influence firms’ capacity to derive pecuniary benefits
from their innovations and creations. The IP system also influences the activities of
firms and individuals seeking to use IP in the production of their own goods and
services, innovation and private consumption.

One of the most obvious differences between the various types of IP is the duration
of protection — with the shortest maximum currently at eight years for an
innovation patent while copyright protection extends to 70 years after the death of
the author. Trade marks are of indefinite duration (provided they continue to be
renewed). Differences in the duration of protection have also evolved within
different types of IP. For example, the maximum duration available for
pharmaceutical patents is longer than other standard patents in recognition of the lag
between the patent being granted and regulatory approval for sale.

Complex legal systems and administrative frameworks have been established to
manage [P law. In Australia, patents and other industrial I[P are administered by
Intellectual Property Australia, which employs around 1100 people and had a total
expenditure in 2011-12 of about $156 million, most of which was recovered
through fees. Copyright is administered by the Attorney General’s Department
while a range of other government agencies including Department of Agriculture,
Fisheries and Forestry, Department of Health and Ageing, the Department of
Foreign Affairs and Trade, Department of Broadband, Communications and the
Digital Economy, and Department of Regional Australia, Local Government, Arts
and Sport have responsibility for aspects of IP policy and administration.
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National systems of IP law are complemented by international frameworks and
treaties. There are now 24 IP treaties administered by the United Nations World
Intellectual Property Organization (WIPO) of which 15 are in force in Australia.
Australia is also a member of the Agreement on Trade Related Aspects of
Intellectual Property Rights (TRIPS) established in 1995 as an outcome of the
Uruguay Round of trade negotiations. This agreement adopted the most-favoured-
nation principle and sets substantive minimum standards in virtually all areas of IP.
[P provisions are also negotiated as part of bilateral and regional trade agreements
and there are separate international agreements on the protection of new plant
varieties (of which Australia is a member) and an anti-counterfeiting agreement
(which Australia has not ratified, at this stage).

Empirical research suggests that the relevance and impact of IP law varies between
activities, while administrative arrangements can have separate effects on IP
activity. Recent empirical research has covered a wide range of topics including the
traditional focus on the incentive to invent and create, as well as new IP issues such
as the impact of file sharing on copyright revenue and coordination of multiple
input patents required to produce one product.

Australia has a substantive tradition of review and public debate concerning the
implications for IP law of changing technology and ways of working, and evolving
community norms. A review has just been completed in the area of compulsory
licensing of patents while reviews are under way with respect to the implications of
the digital economy on copyright and into pharmaceutical patents, amongst other
matters.

Topic-specific reviews will continue to be needed from time-to-time to ensure that
the economic, legal and administrative frameworks remain up to date. Empirical
research on the balance of trade-offs associated with IP and the impact of IP
protection on economic performance is likely to continue and deepen with
improvements in information systems and analytical techniques.

For a large topic area such as IP, an issue is whether there would be a role in the
medium term for an independent over-arching framework-style review, as has
occurred in Australia in other areas, for example, the financial system and consumer
policy.
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1 Introduction

The Productivity Commission Act 1998 defines government assistance to industry
as:

... any act that, directly or indirectly: assists a person to carry on a business or activity;
or confers a pecuniary benefit on, or results in a pecuniary benefit to, a person in
respect of carrying on a business or activity.

Assistance thus takes many forms. It extends beyond direct government subsidies to
particular firms or industries and includes tariffs, quotas, regulatory restrictions on
imported goods and services and tax concessions. Assistance can also arise from the
provision of services below cost by government agencies and from government
procurement policies.

Although assistance generally benefits the firms or industries that receive it, it
typically imposes costs on other sectors of the economy. For example, direct
business subsidies increase returns to recipient firms and industries, but to fund the
subsidies governments must increase taxes and charges, cut back on other spending,
or borrow additional funds. Similarly, while tariffs provide some price relief to
domestic producers, they result in higher input costs for other local businesses and
higher prices for consumers, who then have less money to spend on other goods and
services.

Governments provide assistance for many different reasons. Some types of
assistance — such as for R&D and to meet environmental objectives — can deliver
net community benefits. Similarly, some policies which have industry assistance
effects may be justified on other grounds, such as the achievement of social or
equity objectives.

In view of the costs, as well as the potential benefits, that industry assistance can
entail, government measures that provide assistance need to be monitored and
regularly reviewed. One of the Productivity Commission’s functions under its
legislation is to review industry assistance arrangements. It also has a more general
statutory obligation to report annually on assistance and its effects on the economy.

This edition of Trade & Assistance Review contains the Commission’s latest
estimates of Australian Government assistance to industry (chapter 2). These
estimates cover the years 2006-07 to 2011-12. They provide a broad indication of
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the resource allocation effects of selective government industry policies, and
highlight some of the costs of industry support. The estimates of assistance
presented in this Review mark the commencement of a new series and the adoption
of the 2006 edition of the Australian and New Zealand Standard Industrial
Classification (ANZSIC). A comparison is provided in the body of this report
between the new, re-benchmarked series and the previous series. Appendix A
provides additional details of the Commission’s estimates of assistance.

Care is required in interpreting the estimates. Among other things, they generally
cover only those government measures that selectively benefit particular firms,
industries or activities, and which can be quantified, given practical constraints in
measurement and data availability. Because industry assistance is discriminatory
and can distort the allocation of economic resources, assessing whether the benefits
of any particular industry support program exceed its costs involves case-by-case
consideration — a task beyond the scope of this volume.

This Review also reports on a number of developments from May 2012, the
reporting date of the last 2010-11 Review, with consequences for Australia’s
assistance structure generally or for particular sectors or industries.

o Chapter 3 reports recent policy announcements relating to: research,
development and innovation; primary industries; manufacturing; carbon
emission reduction and energy efficiency; infrastructure, regional assistance;
broadcasting and communications; and other industry assistance developments.

« Chapter 4 provides an overview of the nature and extent of Intellectual Property
rights currently available in Australia. The chapter outlines the extent of trade
and commerce in IP in Australia, identifies international IP agreements in force
and Australia’s involvement in these, notes Australian policy reviews affecting
Australian IP law and developments in the spheres of IP administration and legal
recourse. It also outlines finding from recent empirical research. (Appendix B
provides a supporting catalogue of legislated measures providing protection to
Intellectual Property rights).

o Chapter 5 reports on post-GFC trade developments, selected recent
developments in international trade negotiations and agreements, including
Australia’s continued involvement in negotiating Preferential Trade Agreements
(PTAs), complaints affecting Australia lodged through the WTO disputes
resolution framework and other recent trade policy developments and program
reviews. (Appendix C provides information on recent anti-dumping and
countervailing duty cases in Australia.)

12 TRADE & ASSISTANCE
REVIEW 2011-12



2 Assistance estimates

Industry is assisted through a wide array of government programs, regulatory
instruments and policies. Each year, the Commission updates and publishes
estimates of the assistance afforded by:

« import tariffs, which mainly assist the manufacturing sector while raising costs
to consumers and to industries that use manufactured and other tariff-assisted
inputs;

« Australian Government budgetary measures — divided into government outlays
and tax concessions — which apply to the primary production, mining,
manufacturing and service sectors; and

« certain agricultural pricing and regulatory measures.

As well as providing estimates for these three categories, the Commission
aggregates them to yield an estimate of the ‘combined’ assistance for four broad
sectors of the Australian economy — ‘primary production’, ‘mining’,
‘manufacturing’ and ‘services’ — along with effective rates of assistance for the
primary, mining and manufacturing industries. For each category of assistance, the
Commission provides more detailed estimates of assistance by 34 industry
groupings. Estimates for which industry detail is not available are assigned to one of
four ‘unallocated’ categories (primary production, manufacturing, services or
other).

The Commission also disaggregates its estimates of budgetary assistance into
categories (such as R&D, export assistance and support to small business) to
facilitate more detailed assessments of changes in the composition and nature of
assistance.

While the estimates cover a broad range of measures that afford support to industry,
the estimates do not capture all Australian Government support for industry
(box 2.1), nor State government assistance. The assistance provided through
government regulation is also not represented in the estimates.

The following sections outline the coverage of the Commission’s assistance
estimates, present the most recent (2011-12) estimates and report on broad changes
in the structure of industry assistance over the last four decades.
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Box 2.1 Coverage of the Commission’s assistance estimates

The Commission’s assistance estimates cover only those measures which selectively
benefit particular firms, industries or activities, and which can be quantified given
practical constraints in measurement and data availability. Arrangements that may
have assistance implications but are not part of the estimates include:

quarantine restrictions and the allocation and pricing of water resources;

the effects of government purchasing preferences and local content arrangements
— for example, as they affect the manufacturing sector, IT industries and
broadcasting;

regulatory restrictions on competition — such as those relating to pharmacy, air
services, importation of books and media and broadcasting;

anti-dumping and countervailing measures;

certain differential tax rates, including in relation to excises, the GST and
superannuation;

State and Territory government support to industry, other than designated
agricultural marketing arrangements and rural support programs;

government programs affecting a range of service industries, mainly relating to the
provision of health, education, and community services;

government programs affecting national security and public safety, including police
and defence programs;

government programs and taxation concessions affecting professional sport and the
arts;

government programs affecting the labour market; and
resource access arrangements including to mining, forestry and fisheries.

The estimates reported in this chapter cover the years 2006-07 to 2011-12. The
estimates presented this year mark the commencement of a new series and
incorporate revisions in underlying data sources (box 2.2). As such, they differ from
the estimates published in the previous edition of the Trade & Assistance Review,
with the key differences being noted in the body of this chapter. Further information
on the assistance estimation methodology, program coverage, industry allocation
and implementation of the new input-output series is to be provided in a
(forthcoming) Methodological Annex to this Review.
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Box 2.2 The ‘new series’ of assistance estimates
Updated input-output and import data used to estimate tariff assistance

The Commission’s previous series of tariff assistance estimates (last published in
Trade & Assistance Review 2010-11) were benchmarked to the Australian Bureau of
Statistics (ABS) input-output and import data for the year 2004-05. For the new series,
the Commission has re-benchmarked its estimates to ABS input-output and import
data for the year 2008-09 (ABS 2012a).

Because of structural changes in the economy between input-output years and data
revisions, estimated tariff assistance to outputs and tax penalty to inputs varies
between series. The main changes from the 2004-05 benchmark to the 2008-09
benchmark are:

« lower output in tariff assisted activities (mainly textiles, clothing and footwear and
motor vehicles) lowering the level of output assistance;

« higher activity levels of industries using tariff assisted products (including services)
which act to raise the input penalty incurred; and

« an apparent shift towards inputs with lower or zero tariffs (including services inputs)
which acts to lower the input penalty incurred.

The net effect of the changes has been to lower the estimated input penalty of tariffs
relative to output assistance, raising the estimated level of net tariff assistance
(section 2.1, below).

Latest ANZSIC industry classification

The Commission’s previous series of assistance estimates were reported according to
the ABS’s 1993 version of the Australian and New Zealand Standard Industrial
Classification (ANZSIC). As part of the re-benchmarking exercise carried out for this
Review, the Commission’s new series of estimates are now reported according to the
ABS’s latest classification, ANZSIC 2006 (ABS 2006).

To facilitate comparability of industry estimates over time, as far as practicable, the
ANZSIC 1993 industries adopted in the previous Reviews have been concorded with
the 34 ANZSIC 2006-based industries in the updated classification.

Effective rates of assistance

The Commission’s previous estimates of the effective rate of assistance (published in
Trade & Assistance Review 2010-11) were calculated using 2004-05 input-output data
to determine the ‘value added’ for the primary, mining and manufacturing industries.
For the new series, the Commission has used input-output data for 2008-09 to
determine value added by industry. Estimated effective rates for both the new and
previous series are presented in this Review (section 2.4, below). Taking into account
the impact of both tariff and budgetary assistance, the estimated effective rates of
assistance and year-to-year changes provided for the two series broadly align (for the
overlapping years).
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2.1 Tariff assistance

Tariffs have direct effects on the returns received by Australian producers. The
Commission’s estimates of tariff assistance are divided into three main categories
— ‘output’ assistance, ‘input’ assistance and ‘net’ assistance.

« Tariffs on imported goods increase the price at which those goods are sold on the
Australian market, and thus allow scope for domestic producers of competing
products to increase their prices. These effects are captured by the Commission’s
estimates of output assistance.

« On the other hand, tariffs also increase the price of local and imported goods that
are used as inputs and thus penalise local user industries. This ‘penalty’ is
reduced if tariff concessions are available to Australian producers. The penalties
are reflected in the Commission’s estimates of input assistance.

« Net tariff assistance represents the ‘effective’ assistance provided through tariffs
to industry, and is calculated as output tariff assistance less the input assistance,
or input penalty, imposed by tariffs.

Output assistance

Using the new 2008-09 benchmarked series, the Commission estimates that the
gross value of tariff assistance to domestic production was around $7.9 billion in
2011-12 (table 2.1). The estimated declines in the years 2009-10 and 2010-11
mainly reflect reductions in assistance to passenger motor vehicles and parts, and
textiles, clothing and footwear products in January 2010. The estimated decline in
2011-12 reflects lower output levels in tariff assisted activities (mainly food,
beverages and tobacco, wood and paper products, printing and recorded media, and
non-metallic mineral products).

Reflecting lower levels of output in tariff assisted activities, as measured in the
2008-09 benchmark series relative to the 2004-05 series, the estimated level of
output assistance is lower in the re-benchmarked series (in the overlapping years
2006-07 to 2008-09) than the previous series. (table 2.1). The direction of change in
both series in the overlapping years is, nevertheless, the same. Changes reported
over the period 2006-07 to 2008-09 reflect changes in industry activity levels and
not changes in tariffs.
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Table 2.1 Tariff assistance, 2006-07 to 2011-122

$million (nominal)

2006-07  2007-08  2008-09  2009-10  2010-11  2011-12

2008-09 series (preliminary)

Input penalty -5983.6 -6443.0 -6717.0 -6620.1 -6652.5 -6813.8
Net tariff assistance 2488.4 2589.4 2219.3 1798.2 1423.5 1081.2

2004-05 series®

Output assistance 9215.3 9847.0 9591.9
Input penalty -7387.6 -7963.4 -8254.1
Net tariff assistance 1827.7 1883.7 1337.8

a Nominal tariff assistance estimates are derived by re-indexing a reference series based on 2008-09 (and
2004-05, as appropriate) ABS input-output data, using ABS Industry Gross Value Added at current prices data
(ABS 2012b). This information is subject to periodic revision by the ABS. b Overlapping estimates shown for
comparison of trends between the old (2004-05-based) and new (2008-09-based) series.

Source: Commission estimates.

Input penalty

In the new — 2008-09 — series, the estimated cost penalty on inputs to user
industries (including primary, manufacturing and service industries) arising from
tariffs was around $6.8 billion in 2011-12. This compares with a penalty of around
$6 billion in 2006-07. Given the input-output structure of the 2008-09 input-output
tables, the estimated penalty has increased in nominal terms with the general growth
in the economy and rising price levels. This increase was moderated in 2009-10 and
2010-11 by reductions in tariffs on passenger motor vehicles and parts, and textiles,
clothing and footwear products in January 2010.

The changing structure of the economy, as reflected in ABS input-output tables, has
been associated both with an increase in the size of non-tariff assisted activities and
a shift towards the use of inputs that have lower or zero tariffs (including services).
As noted (box 2.2), the first of these changes would raise the cost of the tariffs to
local producers (as the demand for inputs expands) and is reflected in year-to-year
estimated assistance. The second, however, would lower the cost of tariffs (as
producers use of goods with low or zero tariffs and services, increase) and is
captured with the re-benchmarking of assistance estimates. Overall, the cost
lowering effect of structural changes between the input-output years appears to have
exceeded the cost raising effects, so that the estimated level of input penalty is
lower in the re-benchmarked series (in the overlapping years) than the previous
series. (table 2.1).
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Net tariff assistance

After deducting the tariff input penalty from the output assistance, net tariff
assistance (for the Australian economy) was estimated to be around $1.1 billion in
2011-12, down from nearly $2.5 billion in 2006-07. This reflects both high relative
growth in the services sector (which incurs significant tariff penalties), especially
relative to the manufacturing sector (a significant beneficiary of tariff assistance),
together with some reductions in tariffs applied to manufactured products.

Reflecting structural changes between input-output years and data revisions,
estimates of net tariff assistance vary between series in the years for which
estimates overlap (figure 2.1). The difference between the 2004-05 and the new
2008-09 series is not large compared with the difference between the 2001-02 and
2004-05 series, or compared with the size of the economy in 2008-09 (around
$1.3 trillion). The main factor influencing this change is the evident shift in activity
in favour of inputs with relatively low tariffs and services. Further, the last two
series (2004-05 and 2008-09) are also consistent in revealing the broad downward
path in net tariff assistance associated with tariff reductions and the growth in
relative importance of the services sector (which is not tariff assisted).

Figure 2.1 Net tariff assistance, 2001-02, 2004-05 and 2008-09 Series
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Source: Commission estimates.
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In the Commission’s tariff assistance estimates, preferences granted under
Australia’s preferential trading agreements are treated on the basis that domestic
prices in Australia remain unchanged (box 2.3).

Box 2.3 Treatment of preferential tariffs in assistance estimates

The tariff preferences provided under Australia’s preferential trading agreements
(PTAs) need not result in any change in prices in the domestic market and, thus, in
assistance to Australian industry provided by the general (Most Favoured Nation
(MFN)) tariff regime. This would be the case if producers in the partner country
effectively ‘pocketed’ the tariff concessions, rather than reduced their prices below the
prevailing (tariff-inflated) price of rival imports.

However, to the extent that tariff concessions provided by PTAs reduce the prices of
imported products in the Australian market, assistance to the relevant industry’s
outputs would be lower than that implied by the MFN rate. At the same time though,
where the price of imported inputs falls as a result of PTA preferences, the penalties
(or negative assistance) on the industry’s inputs will also be lower than implied by the
MFN rate. Whether this leads to a net overstatement or understatement of assistance
to the Australian industry in question would depend on trade patterns with the PTA
partner countries, which products are subject to price reductions, and their relative
magnitudes.

Sources: PC (2004a; 2004b; 2008).

Tariff assistance by industry grouping

Most tariff assistance on outputs is directed towards the manufacturing sector, and
in particular the Metal and fabricated metal products ($1.8 billion), Food,
beverages and tobacco ($1.7 billion), Petroleum, coal, chemical and rubber
products ($1 billion), and Motor vehicles and parts ($0.8 billion) industry groups
(table 2.2 left hand column).

Mining and primary production industries receive little tariff assistance on outputs,
and tariffs are not levied on services. On the other hand, tariffs impose input-cost
penalties on all industries (because of their cost-raising effects on inputs) (table 2.2
middle column).

All manufacturing industries are estimated to receive positive net tariff assistance,
as the value of tariff assistance on outputs outweighs the cost impost of tariffs on
inputs for each industry group (table 2.2 right hand column).
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Table 2.2 Tariff assistance by industry grouping, 2011-12ab

$million (nominal)

Output Input cost Net tariff
Industry grouping assistance penalty assistance
Primary production 209.5 -73.4 136.1
Horticulture and fruit growing 154.3 -8.3 146.0
Sheep, beef cattle and grain farming 0.2 -17.2 -17.1
Other crop growing 20 -3.8 -1.8
Dairy cattle farming - -2.8 -2.8
Other livestock farming - -4.0 -4.0
Aquaculture and fishing 0.8 -13.1 -12.2
Forestry and logging 52.3 -10.3 41.9
Primary production support services - -13.8 -13.8
Mining 1.0 -208.5 -207.5
Manufacturing 7684.5 -2083.9 5600.7
Food, beverages and tobacco 1698.5 -486.4 1212.1
Textile, leather, clothing and footwear 295.6 -60.4 235.3
Wood and paper products 720.6 -145.8 574.8
Printing and recorded media 219.0 -35.5 183.5
Petroleum, coal, chemical & rubber products 991.5 -288.5 703.1
Non-metallic mineral products 246.3 -42.2 204.0
Metal and fabricated metal products 1780.4 -423.6 1356.8
Motor vehicle and parts 785.2 -289.2 496.1
Other transport equipment 68.6 -61.2 7.4
Machinery and equipment manufacturing 641.7 -193.4 448.3
Furniture and other manufacturing 236.9 -57.7 179.2
Services 0.0 -4448.1 -4448.1
Electricity, gas, water and waste services - -77.6 -77.6
Construction - -1542.6 -1542.6
Wholesale trade - -267.7 -267.7
Retail trade - -179.3 -179.3
Accommodation and food services - -520.9 -520.9
Transport, postal and warehousing - -190.9 -190.9
Information, media and telecommunications - -144.3 -144.3
Financial and insurance services - -10.0 -10.0
Property, professional and admin. services - -596.4 -596.4
Public administration and safety - -203.4 -203.4
Education and training - -110.5 -110.5
Health care and social assistance - -256.2 -256.2
Arts and recreation services - -77.2 -77.2
Other services - -271.3 -271.3
Total 7895.0 -6813.8 1081.2

—nil. @ See footnote (a) in table 2.1. b Totals may not add due to rounding.

Source: Commission estimates.
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Outside the manufacturing sector, the Horticulture and fruit growing, and Forestry
and logging industries are also estimated to have received positive net tariff
assistance in 2011-12. Some imported products in these two particular industry
groupings attract tariffs (for example, grapes and softwood conifers). The Mining
and Construction industries, together with all other service industries (and most
primary production industries), incurred negative net tariff assistance.

Net tariff assistance by industry sector

In the new — 2008-09 benchmarked — series, the estimated value of net tariff
assistance for the manufacturing sector has decreased by around 8 per cent since
2006-07, largely reflecting reductions in tariff assistance to the Textiles, clothing,
footwear and leather, and Motor vehicles and parts industries in January 2010
(table 2.3). The year-to-year changes are also affected by activity levels in tariff-
assisted activities. At the same time, the net tariff penalty on the service sector has
increased by 24 per cent (to over $4.4 billion), reflecting growth of that sector.
Similarly, the net tariff penalty on the mining sector has increased substantially over
the period. The value of tariff assistance to primary production has varied from
year-to-year with changes in the value of activity in the sector, including changes as
a consequence of drought.

Table 2.3 Net tariff assistance by industry sector, 2006-07 to 2011-122
$million (nominal)

2006-07  2007-08  2008-09  2009-10  2010-11  2011-12

Primary production 79.4 78.1 125.0 133.1 132.3 136.1
Mining -121.0 -131.3 -179.5 -143.9 -191.3 -207.5
Manufacturing 6112.5 6521.4 6408.8 5997.6 5742.0 5600.7
Services -3582.5 -3878.9 -4135.1 -4188.6 -4259.6 -4448.1
Total 2488.4 2589.4 2219.3 1798.2 1423.5 1081.2

a Nominal tariff assistance estimates are derived by re-indexing a reference series based on 2008-09 ABS
input-output data, using ABS Industry Gross Value Added at current prices data. This information is subject to
periodic revision by the ABS.

Source: Commission estimates.
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2.2 Australian Government budgetary assistance

Budgetary assistance includes actual payments (outlays) and tax concessions
(figure 2.2). Some measures provide assistance directly to firms, such as the
Automotive Transformation Scheme and taxation concessions on R&D
expenditures, while other budgetary support measures deliver benefits indirectly to
an industry via intermediate organisations such as the Rural Industries Research and
Development Corporations and the Commonwealth Scientific and Industrial
Research Organisation (CSIRO).

The budgetary assistance estimates are derived primarily from actual expenditures
shown in departmental and agency annual reports, and the Australian Treasury Tax
Expenditures Statement (TES). Industry and sectoral disaggregations are based
primarily on supplementary information provided by relevant departments or
agencies.

Figure 2.2  Forms of budgetary assistance

Budgetary assistance
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Aggregate budgetary assistance

The estimated gross value of budgetary assistance to Australian industry was around
$9.4 billion in 2011-12, compared with $9.8 billion in 2010-11 and $6.8 billion in
2006-07 in nominal terms (figure 2.3). In real terms, this represents a decline of
5 per cent since 2010-11, but an increase of 16 per cent since 2006-07.
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The main reasons for the reduction in aggregate budgetary assistance in the last
12 months are:

a decrease of around $1.7 billion in temporary assistance afforded by the Small
Business and General Business Tax Break introduced in the 2008-09 financial
year as part of the Nation Building and Jobs Plan — the concession amounted to
$680 million in 2011-12 compared with $2.4 billion in 2010-11;

decreases of around $215 million and $140 million in Exceptional
Circumstances interest rate subsidies and drought relief payments, respectively;

the cessation of the Automotive Competitiveness and Investment Scheme in
December 2010, although this was largely offset by the introduction of the
Automotive Transformation Scheme; and

the cessation of a number of other programs that together afforded around
$180 million in budgetary assistance in 2010-11.

Figure 2.3  Budgetary assistance to industry, 2006-07 to 2011-12
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Sources: Commonwealth Budget and Budget related papers (various years); departmental annual reports
(various years); Australian Government (2013a); Commission estimates.

On the other hand, there were some increases in budgetary assistance totalling
around $2.7 billion in 2011-12, including:

ASSISTANCE 23
ESTIMATES



« $1 billion in transitional assistance under the Energy Security Fund,

o around $219 million and $164 million under the Coal Sector Jobs Package and
Steel Transformation Plan, respectively;

o around $288 million under the Automotive Transformation Scheme;
« around $200 million under the Farm Management Deposits Scheme;

o around $130 million under the Sustainable Rural Water Use and Infrastructure
Program; and

« increases of around $485 million in other on-going programs.

Because not all taxation concessions affording assistance to industry are quantified
in the annual TES, the coverage of taxation expenditures in the assistance estimates
i1s limited. In cases where quantification is not practicable, the TES generally
provides indicative ranges within which the value of the concession may fall. The
published ranges suggest that gross budgetary assistance to industry could be
substantially higher than the assistance estimates reported in this Review.

Activities targeted

Budgetary assistance is often designed to encourage particular activities (such as
R&D or exports) or to support particular firms, industries or sectors. To provide an
indication of the distribution of assistance among activities and to facilitate more
detailed assessments of changes in the composition and nature of assistance, the
Commission categorises its estimates of Australian Government budgetary
assistance into:

e R&D measures, including that undertaken by CSIRO, CRCs and rural R&D
corporations, as well as R&D taxation concessions;

o Export measures, including through Export Market Development Grants, import
duty drawback, TRADEX and Austrade;

o Investment measures, including development allowances and several former
investment attraction packages;

o Industry-specific measures, including the Automotive Transformation Scheme,
the Textiles, Clothing and Footwear Strategic Investment Program, film industry
measures and the Offshore Banking Unit Taxation Concession;

o Sector-wide measures, such as ‘exceptional circumstances’ drought relief
payments and the tax concessions under the Farm Management Deposits
Scheme, in the case of the primary sector;
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o Small business programs, such as the Small Business and General Business Tax
Break, the small business capital gains tax concessions, the 25 per cent
Entrepreneurs’ Tax Offset and the Small Business Advisory Services Program;

o Regional assistance, including the Tasmanian Freight Equalisation Scheme,
Regional Partnerships Program and various structural adjustment programs with
a regional focus; and

o a residual ‘other’ category, including the Textiles, Leather, Clothing and
Footwear Corporate Wear Program, the Pooled Development Funds initiative,
and the Enterprise Connect Innovation Centres Initiative.

The majority of budgetary assistance in 2011-12 was directed to specific industries
(31 per cent); R&D (28 per cent), and small business (22 per cent) (figure 2.4, right
hand panel). This division of budgetary assistance to industry in 2011-12 is broadly
similar to the division in 2006-07 (figure 2.4, left hand panel) though there have
been substantial variations in the intervening years. In particular, with the
unwinding of the temporary tax breaks to small business introduced in 2008, the
relative importance of assistance to small business is estimated to have declined
from nearly 40 per cent of total budgetary assistance to industry in 2010-11 (as
reported in the 2010-11 Review) to around one quarter reported for 2011-12
(figure 2.4, right hand panel). The introduction of the Clean Energy Future Plan,
which involves targeted assistance to qualifying activities and industries has seen
the share of industry-specific assistance increased significantly from 15 per cent of
budgetary assistance in 2010-11 to over 30 per cent in 2011-12.

A number of budgetary measures included in the estimates relate to carbon
emissions reduction, renewable energy and energy goals. These measures support a
range of activities that span R&D, industry-specific, sector-specific and other
measures. The measures amounted to around $1.7 billion (18 per cent) of estimated
budgetary assistance in 2011-12, around $1.4 billion higher than in 2010-11. The
increase is largely on account of the Australian Government’s newly introduced
Clean Energy Future Plan.

Some caution is required when interpreting these shares. While programs have been
allocated to one category only (based on the nature of the support and main
activities assessed as receiving that support), some have characteristics that relate to
more than one category. For example, the R&D category includes rural R&D,
which could also be considered sector specific.
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Figure 2.4  Budgetary assistance by category, 2006-07 and 2011-12
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Sectoral and industry distribution

The Commission records the incidence of budgetary assistance by the initial
benefiting industry, that is, the industry to which the assistance first accrues.
Estimates are presented for 34 industry groupings, while four ‘unallocated’
categories are used for programs for which it has not been possible to confidently
identify the initial benefiting industry or sector.

In 2011-12, the services sector is estimated to have received around 45 per cent of
estimated budgetary assistance; up from around 34 per cent in 2006-07 (figure 2.5).
The manufacturing and primary production sectors, which together contribute about
12 per cent of value added, received around one third of total estimated budgetary
assistance in 2011-12, while the mining sector received relatively little measured
budgetary assistance. While it has been practicable to assign an initial benefiting
industry to over 80 per cent of budgetary assistance, the proportion not assigned to a
benefiting industry has increased.
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Figure 2.5 Budgetary assistance by industry sector, 2006-07 and 2011-12

2006-07 2011-12

Unalloc-
ated _ Unalloc-
10% Primary ated

= prod. 14%

Primary
Industries
15%

4

i
i
el

&
2525
525

S

e
SN
fedeledel

el

LY.

Mining
7%

5 o
el

<
A5

y

P

ﬁ'ﬂ
7 Mining
5%

Services
34%

Bre,

H Manuf-
Services G acturing
H H Manuf- 45% 19%
acturing
24%

P

~

Source: Commission estimates.

In 2011-12, most budgetary assistance was afforded through outlays for the primary
production, mining and manufacturing sectors while for services, the majority of
assistance was provided through tax concessions.

Budgetary assistance by industry grouping

Six industry groups collectively accounted for around 50 per cent of estimated
budgetary assistance to industry in 2011-12 (table 2.4).

o Budgetary assistance was highest for the FElectricity, gas, water and waste

services industry ($1.1 billion), mainly in the form of transitional assistance
provided under the Energy Security Fund.

Financial and insurance services was the next highest recipient ($914.7 million),
mainly in the form of the Concessional Rate of Withholding Tax concession, the

Offshore Banking Unit Taxation Concession and Small Business Capital Gains
Tax concession measures. |

o Mining accounted for $700.4 million, mainly in the form of the Coal Sector Jobs
Package and R&D tax concession programs.

Taxation concessions on retirement savings associated with Australia’s compulsory
superannuation arrangements, while providing incidental benefits to the finance sector as the
provider of financial services, are not included in the Commission’s assistance estimates.
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o Motor vehicles and parts accounted for $620.7 million, mainly in the form of the
Automotive Transformation Scheme, the Green Car Innovation Fund, Assistance
to Ford Australia and the TRADEX scheme.

o Property, professional and administrative services accounted for $611.3 million,
mainly in the form of R&D tax concession programs and Small Business Capital
Gains Tax concession measures.

o Sheep, beef cattle and grain farming accounted for $567.9 million, mainly in the
form of the Farm Management Deposits Scheme, Income Tax Averaging
Provisions for Primary Producers, the Small Business Capital Gains Tax
concession measures, and assistance to the Grains R&D Corporation.

Budgetary assistance not assigned to an industry sector is reported in the
Unallocated other category. That assistance accounted for around 14 per cent of
total estimated budgetary assistance in 2011-12. The Small Business and General
Business Tax Break ($680 million), for which Industry allocation data is currently
not available through taxation statistics, accounts for around a half of the category.
Other budgetary assistance not classified to industry included Tourism Australia,
Austrade and the TCF Corporate Wear Program.
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Table 2.4 Budgetary assistance by industry grouping, 2011-12

$ million (nominal)

Total budgetary
Outlays  Tax concessions assistance
Primary production 891.2 548.3 1439.5
Horticulture and fruit growing 83.4 55.6 139.0
Sheep, beef cattle and grain farming 212.9 355.0 567.9
Other crop growing 30.2 33.2 63.4
Dairy cattle farming 29.6 31.7 61.3
Other livestock farming 22.2 245 46.7
Aquaculture and fishing@ 52.4 14.3 66.7
Forestry and logging 60.2 17.6 77.8
Primary production support services 4.6 14.6 19.2
Unallocated primary produc’tionb 395.8 1.8 397.6
Mining 400.9 299.5 700.4
Manufacturing 1389.9 362.6 1752.6
Food, beverages and tobacco 44.6 61.3 105.8
Textile, leather, clothing and footwear 53.4 6.6 60.0
Wood and paper products 8.4 9.6 18.0
Printing and recorded media 8.4 4.3 12.7
Petroleum, coal, chemical and rubber prod. 177.7 46.1 223.8
Non-metallic mineral products 8.6 101 18.7
Metal and fabricated metal products 2204 45.5 265.9
Motor vehicle and parts 579.9 40.9 620.7
Other transport equipment 21.5 7.9 29.3
Machinery and equipment manufacturing 120.2 62.4 182.6
Furniture and other manufacturing 20.7 5.6 26.3
Unallocated manufacturingb 126.2 62.5 188.7
Services 2091.1 2110.4 4201.5
Electricity, gas, water and waste services 1050.8 26.6 1077.4
Construction 242 107.5 131.7
Wholesale trade 63.0 162.5 2254
Retail trade 39.2 91.8 130.9
Accommodation and food services 4.8 35.2 40.0
Transport, postal and warehousing 56.2 55.8 112.0
Information, media and telecommunications 105.8 40.3 146.1
Financial and insurance services 69.7 845.1 914.7
Property, professional and admin. services 193.7 417.6 611.3
Public administration and safety 30.9 2.5 334
Education and training 18.5 10.8 29.3
Health care and social assistance 111.6 51.7 163.3
Arts and recreation services 117.7 233.7 3514
Other services 24.9 29.5 54.4
Unallocated services? 180.3 - 180.3
Unallocated other® 355.6 970.4 1326.0
Total 5128.7 4291.2 9419.9

—Nil. @ Aquaculture and fishing includes Hunting & trapping. b Unallocated includes programs for which
details of the initial benefiting industry cannot be readily identified.

Source: Commission estimates.
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2.3 Combined assistance

This section presents the results for combined tariff, budgetary assistance, and
agricultural pricing and regulatory assistance. Combined assistance is reported in
terms of the net value of assistance and its components, and the effective rate of
assistance (box 2.4).

Box 2.4 Summary measures of combined assistance

In reporting its estimates of net combined assistance, the Commission adopts two
summary measures.

« First, it reports total net assistance (also referred to in assistance methodologies as
the net subsidy equivalent (NSE)), which is the dollar value of net assistance to the
land, labour and capital resources used in a particular industry or activity. It
indicates the level of transfers of income to benefiting producers from consumers,
taxpayers and other firms. NSE estimates are reported for the four sectors and 34
industry groupings.

« The second summary measure is the effective rate of assistance (ERA). It
measures the NSE of combined assistance to a particular industry in proportion to
that industry’s unassisted net output (value added). It provides an indication of the
extent to which assistance to an industry enables it to attract and hold economic
resources relative to other sectors. That is, where there is some competition
between industries for resources, those industries with relatively high effective rates
of assistance are more likely, as a result of their assistance, to be able to attract
resources away from those with lower rates of effective assistance. ERA estimates
are reported for industries in the primary production, mining and manufacturing
sectors. Effective rates of assistance are not published for the services sector.

Aggregate assistance

Total estimated gross combined assistance was $17.3 billion in 2011-12, a decline
of around $0.6 billion from 2010-11 in nominal terms (table 2.5). This represents a
decline of around 3 per cent in nominal terms and 5 per cent in real terms.
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Table 2.5 Combined assistance, 2006-07 to 2011-12

$million (nominal)

2006-07  2007-08 2008-09 2009-10 2010-11  2011-12

Tariff output assistance 8472.0 9032.4 8936.3 8418.3 8076.0 7895.0
Budgetary outlays 3701.6 44111 3689.7 3802.3 3574.5 5128.7
Tax concessions 3103.6 3987.9 4607 .1 5796.0 6230.9 4291.2
Agr!cultural pricing 124.3 120.1 0.2 3 3 3
assistance

Gross combined 154015 17551.5 172332 18016.6 17881.3 17314.9
assistance

Tariff input assistance -5983.6  -6443.0 -6717.0 -6620.1 -6652.5 -6813.8
Net combined assistance? 9418.0 11108.5 10516.3 11396.5 11228.8 10501.1

— Nil. @ Further information on the estimation and interpretation of net combined assistance is provided in the
(forthcoming) methodological annex to this Review. Estimates prior to 2011-12 differ from estimates published
in earlier Reviews. Differences reflect the effects of re-benchmarking the estimates of tariff assistance and
changes in source information. Further information on earlier estimates is provided in the methodological
annex to Trade & Assistance Review 2008-09.

Source: Commission estimates.

After considering the negative effects of tariff assistance on industry inputs, total
estimated net combined assistance amounted to around $10.5 billion in 2011-12, a
decrease of around $728 million (in nominal terms) from 2010-11. Tariff and
budgetary assistance declined by around $340 million and $385 million,
respectively.

Over the six-year period 2006-07 to 2011-12, total estimated net combined
assistance to industry has increased by around 12 per cent in nominal terms, but has
decreased by around 7 per cent in real terms.

Value of combined assistance by industry grouping

Table 2.6 summarises, at the industry level, tariff and budgetary assistance for
2011-12. Reflecting the earlier discussion on individual elements, the
manufacturing sector receives the highest level of net combined industry assistance
because of the tariff assistance on its outputs. Although the services sector receives
the most budgetary assistance (around $4.2 billion in identifiable support), such
assistance is outweighed by the estimated input tariff penalty ($4.4 billion). The
primary production sector received the majority of its assistance in the form of
budgetary outlays, although some tariff protection continues to be afforded to a
range of horticultural, crop and forestry products. A time series of net combined
assistance (column 7) by industry grouping for the period 2006-07 to 2011-12 is
presented in appendix A.
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Table 2.6 Combined assistance by industry grouping, 2011-122

$million (nominal)

Tariffs Budgetary

Net

Input  Net tariff Tax combined

Industry grouping Output penalty assistance Outlays concess assistance
Primary production 209.5 -73.4 136.1 891.2 548.3 1575.6
Horticulture and fruit growing 154.3 -8.3 146.0 83.4 55.6 284.9
Sheep, cattle & grain farming 0.2 -17.2 -17.1 212.9 355.0 550.8
Other crop growing 20 -3.8 -1.8 30.2 33.2 61.6
Dairy cattle farming - -2.8 -2.8 29.6 31.7 58.4
Other livestock farming - -4.0 -4.0 22.2 24.5 42.6
Aquaculture and fishing 0.8 -13.1 -12.2 52.4 14.3 54.5
Forestry and logging 52.3 -10.3 41.9 60.2 17.6 119.7
Primary production services - -13.8 -13.8 4.6 14.6 5.4
Unallocated primary - - - 395.8 1.8 397.6
Mining 1.0 -208.5 -207.5 400.9 299.5 492.8
Manufacturing 7684.5 -2083.9 5600.7 1389.9 362.6 7353.2
Food, beverages and tobacco 1698.5 -486.4 12121 44 .6 61.3 1318.0
Textile, clothing and footwear 295.6 -60.4 235.3 53.4 6.6 295.3
Wood and paper products 720.6 -145.8 574.8 8.4 9.6 592.8
Printing and recorded media 219.0 -35.5 183.5 8.4 4.3 196.2
Petroleum, coal and chemicals 991.5 -288.5 703.1 177.7 46.1 926.9
Non-metallic mineral products 246.3 -42.2 204.0 8.6 101 222.7
Metal and fabricated products 1780.4 -423.6 1356.8 2204 45.5 1622.7
Motor vehicle and parts 785.2 -289.2 496.1 579.9 40.9 1116.8
Other transport equipment 68.6 -61.2 7.4 21.5 7.9 36.8
Machinery and equipment 641.7 -193.4 448.3 120.2 62.4 630.9
Furniture and other products 236.9 -57.7 179.2 20.7 5.6 205.6
Unallocated manufacturing - - - 126.2 62.5 188.7
Services 0.0 -4448.1 -4448.1 2091.1 2110.4 -246.6
Electricity, gas, water and waste - -77.6 -77.6 1050.8 26.6 999.8
Construction - -1542.6 -1542.6 24.2 107.5 -1410.9
Wholesale trade - -267.7 -267.7 63.0 162.5 -42.3
Retail trade - -179.3 -179.3 39.2 91.8 -48.3
Accommodation & food services - -520.9 -520.9 4.8 35.2 -480.9
Transport, postal & warehousing - -190.9 -190.9 56.2 55.8 -79.0
Information & telecommunications - -144.3 -144.3 105.8 40.3 1.8
Financial and insurance services - -10.0 -10.0 69.7 845.1 904.8
Property, professional and admin. - -596.4 -596.4 193.7 417.6 14.9
Public administration and safety - -203.4 -203.4 30.9 25 -170.1
Education and training - -110.5 -110.5 18.5 10.8 -81.2
Health care and social assistance - -256.2 -256.2 111.6 51.7 -92.9
Arts and recreation services - -77.2 -77.2 117.7 233.7 274.2
Other services - -271.3 -271.3 24.9 29.5 -216.8
Unallocated services - - - 180.3 - 180.3
Unallocated other - - - 355.6 970.4 1326.0
Total 7895.0 -6813.8 1081.2 5128.7 4291.2 10501.1

— Nil. @ Read in conjunction with notes to tables 2.2 and 2.4.

Source: Commission estimates.
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Effective rates of (combined) assistance

Estimated effective rates of combined assistance by industry grouping

For the manufacturing sector, the estimated effective rate of assistance — that is,
the value of assistance as a proportion of (unassisted) value added — was
4.1 per cent in 2011-12, and in line with the estimate for previous years (table 2.7).
The effective rate for the primary sector in 2011-12 was 3.3 per cent. (It had
reached 6.4 per cent in 2007-08, reflecting assistance afforded the industry for
drought relief). The estimated effective rate of assistance from tariff and budgetary
assistance for mining is negligible.

Table 2.7 Effective rate of combined assistance by industry grouping,
2006-07 to 2011-122

per cent
2006-07  2007-08 2008-09 2009-10 2010-11 2011-12
Primary productionP 5.9 6.4 4.7 4.4 3.4 3.3
Horticulture and fruit growing 4.1 4.2 4.4 4.0 3.7 3.5
Sheep, beef cattle and grain 5.7 6.3 6.3 5.2 3.4 2.7
Other crop growing 7.6 6.9 2.0 2.1 1.2 1.6
Dairy cattle farming 12.5 13.2 4.5 4.3 2.6 1.8
Other livestock farming 1.8 1.7 1.2 1.0 0.9 1.1
Aquaculture and fishing 12.0 6.9 3.5 3.8 3.9 3.3
Forestry and logging 6.9 6.8 -1.3 4.5 55 7.2
Primary production services -0.1 0.2 0.3 0.1 0.1 0.1
Mining 0.2 0.3 0.2 0.3 0.2 0.3
Manufacturing® 4.4 4.4 4.6 43 4.0 41
Food, beverages and tobacco 3.2 3.2 3.4 3.3 3.3 3.3
Textile, clothing and footwear 12.4 12.2 13.8 11.0 9.0 7.3
Wood and paper products 4.8 4.9 5.2 4.6 4.6 4.6
Printing and recorded media 34 3.4 3.5 3.4 34 3.4
Petroleum, coal & chemicals 2.7 2.7 29 2.8 29 2.8
Non-metallic mineral products 29 3.0 29 29 2.8 2.8
Metal and fabricated products 4.6 4.4 4.5 4.3 4.3 4.7
Motor vehicle and parts 12.5 11.9 13.1 11.6 8.7 9.4
Other transport equipment 0.8 0.8 0.9 0.9 0.9 0.9
Machinery and equipment 3.2 3.1 3.2 3.1 3.0 3.0
Furniture and other products 4.8 5.0 4.6 4.4 4.4 4.4

2 Combined assistance’ comprises budgetary, tariff and agricultural pricing and regulatory
assistance. P Sectoral estimates include assistance to the sector that has not been allocated to specific
industry groupings.

Source: Commission estimates.
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Textiles, leather, clothing and footwear and Motor vehicles and parts

The Textiles, leather, clothing and footwear and Motor vehicle and parts industry
groupings continue to have higher effective rates of combined assistance than other
manufacturing activities. While remaining relatively high, the estimated effective
rates of assistance to both industry groups have declined significantly over recent
decades following substantial reductions in tariff rates and the removal of import
quotas. Effective rates of assistance for these industries have also declined
significantly since 2008-09, following the legislated tariff cuts in January 2010 and
net reductions in budgetary assistance following the closure of ACIS and
introduction of the new automotive assistance arrangements.

For Motor vehicles and parts industry in 2011-12, however, the effective rate of
assistance increased from 8.7 to 9.4 per cent following increases in budgetary
assistance under the Green Car Innovation Fund and Assistance to Ford Australia.

Dairy cattle farming and Sheep, beef cattle and grain farming

The estimated effective rate of assistance for Dairy cattle farming declined
markedly from 2007-08 to 2011-12 — from 13.2 per cent to 1.8 per cent. This
reflects a decline in Exceptional Circumstances drought support and the cessation of
payments under the Dairy Structural Adjustment Program in April 2008. Prior to the
dairy industry’s deregulation in July 2000, the effective rate of combined assistance
was estimated to exceed 30 per cent.

Reflecting lower claims for Exceptional Circumstances drought support, the
effective rate of assistance for the Sheep, beef cattle and grain farming group
declined from 6.3 per cent in 2008-09 to 2.7 per cent in 2011-12. Declines were also
estimated for some other agricultural industry groupings because of lower claims
for drought support.

Fisheries and Forestry and logging

The estimated effective assistance to Aquaculture and fishing, and Forestry and
logging has changed markedly over recent years. A decline in annual expenditure
under the Fisheries Structural Adjustment Program has seen the estimated effective
rates for Fisheries decrease from a high of 12 per cent in 2006-07 to 3.3 per cent in
2011-12.

The change in effective assistance to Forestry and logging from 6.8 per cent in
2007-08 to a negative 1.3 per cent for 2008-09 and then back to 4.5 per cent in
2009-10, as indicated above, reflects the impact of changes in the direction of
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accelerated write-offs on forestry-managed investments from positive assistance in
2007-08 (the acceleration stage) to increased taxation in 2008-09 (the pay-back
stage). The Forestry Managed Investment Scheme was terminated on 30 June 2008.

Effective rates of assistance to Forestry and logging have increased further in more
recent years — 5.5 per cent in 2010-11 and 7.2 per cent in 2011-12 — reflecting
new structural adjustment packages for the Tasmanian forest industry.

2.4 Effective rates of industry assistance since 1970

The Commission has estimated assistance to the manufacturing and agricultural
sectors since the early 1970s. The estimates have been derived in several ‘series’,
each spanning a number of consecutive years, with each series retaining a common
methodology, coverage of measures and data sources across those years. While
methodologies and data sources have changed between series, taken together, the
series provide a broad indication of directions and trends in assistance at the sectoral
level.

Figure 2.6 presents effective rate estimates from the different series from 1970-71 to
the present. Breaks in the series are represented by gaps in the chart, and overlaps
are included to show the effects of the methodological and data changes made in
moving between series. In figure 2.6, estimates of the effective rate of assistance for
the previous 2004-05 benchmarked series are reported for the years 2003-04 to
2008-09. Estimates for the new 2008-09 benchmark series are reported for the years
2006-07 to 2011-12. The overlapping estimates are also shown in expanded form in
an insert in the figure.

Manufacturing

The estimates indicate a marked decline in measured assistance to the
manufacturing sector particularly over the 23 year period from 1974-75 to 1996-97.
The estimated effective rate of assistance for manufacturing as a whole (as
calculated in the first series) was around 35 per cent in 1970-71 when the estimates
were first calculated, whereas since the late 1990s, the rate (as calculated in the new
2008-09 series and previous 2004-05 and 2001-02 series) has been around
5 per cent or less.

Major influences on this decline in manufacturing assistance over the past four
decades have been the 25 per cent across-the-board tariff cut of 1973, the abolition
of (subsequent) tariff quotas and the broad programs of tariff reductions that
commenced in the late 1980s. Recent declines have been mainly associated with
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reductions in tariff assistance to the TCF and passenger motor vehicle industries. A
5 per cent tariff, levied on over 50 per cent of manufactured items of merchandise
trade, continues to provide assistance to a range of manufacturing activities, as well
as an associated impost on consumers and industry and costs to government
administration.

Figure 2.6  Effective rates of assistance to manufacturing and agriculture?,
1970-71 to 2011-12
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a Refers to selected agriculture activities up to and including the year 2000-01. From 2001-02, estimates refer
to division A of the Australian and New Zealand Standard Industrial Classification which covers agriculture,
forestry, fishing and hunting activities.

Source: Commission estimates.

Agriculture (primary production)

For agriculture, the estimated effective rate of assistance (as calculated in the first
series) was over 25 per cent in 1970-71 and, by 1974-75, it had fallen to about
8 per cent. The subsequent volatility in the agricultural estimates, particularly
through the 1970s and 1980s, reflects variation in differences between domestic
support prices and world prices (used for assistance benchmarks) as well as the
impact of drought and other factors on output and assistance conferred on the
sector.
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The rise in the effective rate of assistance to agriculture in 2006-07 and 2007-08
reflects significant increases in Exceptional Circumstances drought relief payments
and interest rate subsidies at the height of the drought through much of Australia.
Such assistance has since declined significantly and the estimated assistance to the
sector overall has declined to around 3 per cent.
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3 Recent developments in industry
assistance

This chapter provides an overview of Australian Government announcements and
related developments pertaining to industry assistance since May 2012, the
reporting date for Trade & Assistance Review 2010-11.

Developments in industry assistance or with assistance implications are reported in
this chapter in the following groupings: research, development and innovation,
primary industries, manufacturing, carbon emissions reduction and energy
efficiency, regional assistance and broadcasting and communications, and other
industry assistance developments.

Some of the policy initiatives reported in the chapter also include announcements
with government service provision or social objectives. These are also noted.

3.1 Research, development and innovation

Support for business innovation R&D, including R&D and commercialisation,
forms a significant component of the Australian Government’s budgetary assistance
to industry. As measured by the Commission, it accounted for around 30 per cent of
budgetary assistance to industry in 2011-12 (chapter 2). This section reports on
recent Australian Government announcements in this area.

Industry and Innovation statement

In February 2013, the Australian Government announced its Industry and
Innovation Statement (Combet 2013 and Gillard, Swan and Combet 2013). The
Statement is in response to a report by the non-Government members of the Prime
Minister’s Taskforce on Manufacturing.! The Statement is intended to provide a

' The taskforce chaired by the Prime Minister included non-Government members from industry,
unions, universities and the CSIRO. The Government released the report of the non-
Government members in August 2012 (Prime Minister’s Manufacturing Taskforce 2012).
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vision and strategic framework for current and future industry and innovation
initiatives. It sets out the Australian Government’s major commitments and
priorities to facilitate business growth and the creation of new high-skilled jobs. It
includes several new policy measures intended to address the concerns expressed by
manufacturers, including those arising from the current period of intense structural
change. The Statement also acknowledges that innovation and increasing
productivity are important for businesses and jobs across the Australian economy,
including in the services sector.

The statement, titled A4 Plan for Australian Jobs, contains three core strategies
(Box 3.1):

« backing Australian firms to win more work at home;
« supporting Australian industry to increase exports and win business abroad; and

« helping Australian small to medium businesses to grow and create new jobs.

In announcing the package of initiatives the Government stated that they will be
funded via changes to the R&D Tax Incentive (Combet and Swan 2013). Under the
changes, businesses with annual Australian turnovers of $20 billion or more will no
longer be eligible for the incentive. This change in arrangements is estimated by the
Government to result in savings of over $1 billion from 2014-17.

Manufacturing Technology Innovation Centre

In May 2012, the Australian Government announced the creation of a new
$29.8 million Manufacturing Technology Innovation Centre (Combet 2012a). The
Centre is intended to assist growing manufacturing Small and Medium Enterprises
(SMEs) to become better managed, more capable and higher value enterprises, and
to collaborate and innovate more effectively. Under the announced arrangements,
the Centre will be led by industry through the creation of a small number of sectoral
collaborations involving major manufacturers, SMEs, public research agencies
(including CSIRO) and universities. Qualifying industry collaborations will also be
able to draw on related innovation infrastructure and support, including:

o the services of Austrade, AusIndustry, Commercialisation Australia and
Enterprise Connect;

o a new $236 million Industrial Transformation Research Program (reported in
PC 2012a);

o relevant Cooperative Research Centres (CRCs) such as the Advanced
Manufacturing CRC, the Automotive Australia 2020 CRC and the Advanced
Composites Structures CRC; and
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o skills and training through the National Workforce Development and
Productivity Agency and associated Fund.

The Manufacturing Technology Innovation Centre was subsequently absorbed into
the Manufacturing Precinct initiative announced as part of the Industry and
Innovation policy statement (Box 3.1).

Further funding for Cooperative Research Centres

In November 2012, the Australian Government announced that it would provide
$240 million for the 16™ round of the Cooperative Research Centres (CRC)
Program (Evans 2012). This funding is part of the larger $619 million of funding
which the government intends to provide to the CRC program over the next four
years.

3.2 Primary industries

In 2011-12, Australian Government support for the primary industries is estimated
to be around 15 per cent of budgetary support to industry (chapter 2). This section
reports on developments directly affecting agriculture and fishing, and the export of
primary products during the year.

Rural industries

Caring for our Country program

The Australian Government announced in May 2012 that it was committing to a
further five years of funding for the Caring for our Country program (Ludwig and
Burke 2012a). Total funding arising from the extension was estimated at
$2.2 billion from 2013-14 to 2017-18.

The program will now be separated into two discrete funding streams, using the
categories of ‘sustainable agriculture’ and ‘sustainable environmental’ activities.
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Box 3.1 Main elements of A Plan for Australian Jobs

At the time of its release in February 2013, the Australian Government stated that its
industry and innovation statement consisted of three broad streams.

Backing Australian industry to win more work at home
« Expenditures in this stream are valued at $125.9 million, including:

— a new Australian Industry Participation Authority to help businesses build the
capabilities and connections to win work on major projects;

— legislating Australian Industry Participation (AIP) arrangements, requiring major
projects worth $500 million or more to implement AIP Plans to give local industry
opportunities to win work on a commercial basis;

— requiring projects worth $2 billion or more applying for concessions under the
Enhanced Project By-Law Scheme to embed Australian Industry Opportunity
officers within their global supply offices; and

— Changes to the anti-dumping system, including the establishment of a new Anti-
Dumping Commission.

Supporting Australian industry to win new business abroad
« Expenditures in this stream are valued at $514.4 million, including:

— more than $500 million to establish up to 10 Industry Innovation Precincts
intended to encourage business innovation and growth in areas of Australian
competitive advantage with the first two precincts being a Manufacturing Precinct
with locations in South East Melbourne and Adelaide, and a Food Precinct
headquartered in Melbourne; and

— a new Industry Innovation Network intended to enable Australia to take part in
Precinct activities, gaining access to knowledge, support, services and
partnerships regardless of the location of their operations.

Helping Australian small and medium businesses to grow and create new jobs
« Expenditures in this stream are valued at $406.3 million, including:

— a new $350 million round of the Innovation Investment Fund intended to
encourage private investment in innovative Australian start-up companies;

— changes to venture capital tax arrangements intended to improve clarity and
certainty for investors and encourage participation by so-called ‘angel’
syndicates;

— a new Growth Opportunities and Leadership Development (GOLD) initiative
intended to provide focused support for SMEs with high-growth potential;

— extending the Enterprise Connect program for SMEs to more manufacturing firms
and to new sectors; and

— a new Enterprise Solutions Program intended to help SMEs become better
equipped to win work through public tenders.

Source: Australian Government (2013b), Gillard, Swan and Combet (2013).
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The Sustainable Agriculture stream is intended to provide support to increase the
adoption of more sustainable farm and fisheries practices while increasing the
capacity of land managers for improved natural resource management. Support will
be provided to professional farming groups, Indigenous groups, industry bodies,
land managers, farmers, fishers, regional natural resource management
organisations, governments, Landcare groups and communities.

Activities to be supported in the Sustainable Environment stream include carbon
storage, enhanced biodiversity, and improved urban waterways and coastal
environments.

The further funding followed a review of the first phase of the program. The review,
conducted by the Australian Government Land and Coasts Caring for our Country
Review Team (2012), considered that the program should exceed the outcomes set
for it in the first five years of its operation.

New research grants for agriculture

In May 2012, the Australian Government announced that funding of $72.5 million
would be allocated to over 100 research and demonstration projects as part of the
first round of its Filling the Research Gap and Action on the Ground programs
(Ludwig and Dreyfus 2012).

The Filling the Research Gap program will expend $47 million into 57 projects in
research areas including ‘reducing methane emissions (from livestock and manure),
reducing nitrous oxide emissions (from fertilisers and soils), and increasing soil
carbon and improving modelling capability’.

The Action on the Ground program will outlay $25.2 million into 59 projects to
‘trial and demonstrate a range of on-farm technologies and innovative practices that
store carbon, reduce or mitigate emissions of nitrous oxide and methane and
improve farm productivity.’

The 116 projects funded cover a range of areas, including ‘reducing emissions from
livestock and cropping, through to on-farm trials of practices and technologies
intended to help land managers become more sustainable and resilient.’

National Food Plan review

In July 2012, the Australian Government released its National Food Plan green
paper (Ludwig 2012b) as part of an ongoing review process towards the
development of a Plan to safeguard Australia’s food future.
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The green paper sought views on possible future food policy options, including in
relation to:

« assisting Australian producers to enter overseas markets and create closer trade
ties;

« fostering stronger supply chain relationships; and

« increasing rural research and development investment.

Following the release of the green paper, further public consultation was
undertaken, and this concluded on 30 September 2012. It is intended that the final
National Food Plan will be released as an Australian Government white paper.

Rural Research and Development Corporations

In June 2011, the Australian Government released a preliminary response to the
Productivity Commission’s report on Rural Research and Development
Corporations (RDCs) (PC 2011). The response stated that, while the Government
acknowledged that improvements can be made to the RDC model, it would not
adopt the Commission’s recommendation to halve the cap on government matching
contributions to RDCs in conjunction with the introduction of a new subsidy above
the cap.

The final response to the report was released in July 2012 (Australian
Government 2012c). The Government agreed or agreed in principle to thirteen of
the Commission’s recommendations. These included recommendations on public
funding principles, industry requests for marketing, evaluations and performance
reviews, specific maximum levy rates, government matching funding, annual
monitoring and reporting, and government representation on RDC Boards. As
noted, the Government confirmed that it did not agree with the recommendations on
halving the cap on government matching contributions to RDCs in conjunction with
the introduction of a new subsidy above the cap. It also announced it did not agree
with the recommendations on the possible establishment of a new RDC, Rural
Research Australia.

New national framework on drought

On 30 June 2012, the Australian Government closed the Exceptional Circumstances
Interest Rate Subsidy program. The decision to close the program was based on
successive reviews of drought policy since 1997, including by the Productivity
Commission, which found that the subsidy was ineffective and could lead to farm
businesses being less responsive to drought conditions.
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At the same time, the Australian and Western Australia governments also concluded
the pilot of drought reform measures in Western Australia (see Trade & Assistance
Review 2010-11 for a description of the program). The outcomes from the pilot
informed the development of the future package of drought-related programs.

Subsequently, on 26 October 2012, the Australian, state and territory primary
industries ministers agreed at a Standing Council of Primary Industries meeting to
the framework for a new package to better support farmers and their families
prepare for future challenges. The new package focuses on risk management and
preparedness, rather than crisis management (Ludwig 2012e).

The new package, which is scheduled to be implemented by 1 July 2014, will
include:

« a farm household support payment;

« promotion of Farm Management Deposits and taxation measures;

« anational approach to farm business training;

« acoordinated, collaborative approach to the provision of social services; and

« tools and technologies to inform farmer decision making (encompassing a range
of options for improving the information available to farmers to help them
prepare for and manage the risks of climate variability).

Further details of the new package will be announced as Australian, state and
territory government budgets are finalised.

Ministers also agreed that further consideration would be given to providing in-
drought support that is consistent with agreed reform principles.

The approach announced in the new national framework draws on, and appears
broadly consistent with, that of the Commission’s 2009 report on Government
Drought Support (PC 2009¢c) and the 2011 report of the Independent Drought Pilot
Review Panel (Keogh, Granger and Middleton 2011).

In a later development, in April 2013 the Australian Government announced that it
was introducing a Farm Finance package consisting of four measures:

o short—term assistance in the form of concessional loans for productivity
enhancement projects or debt restructuring;

o funding for up to 16 additional full-time counsellors with the Rural Financial
Counselling Service;
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« increasing the non-primary production income threshold for Farm Management
Deposits (FMDs) from $65 000 to $100 000, and allowing consolidation of
existing FMD accounts; and

« establishing a nationally consistent approach to farm debt mediation (Swan and
Ludwig 2013).

Fishing

Assistance to the fishing industry

In June 2012, the Australian Government announced the final network of new
marine reserves. At the same time, around $100 million of fisheries adjustment
assistance funding was announced to assist the commercial fishing industry adjust
to the introduction of the new marine reserves (Ludwig and Burke 2012b). The
major elements of the package include:

« transitional business assistance — payments to fishing businesses based on their
recent fishing history in those parts of the fishery where they will not be able to
operate as a result of the new marine reserves;

« sectoral measures — competitive grants to improve the long-term sustainability of
fisheries displaced by the marine reserves; and

o removal of commercial fishing effort — the purchase of individual fisher’s
entitlements or quota units in fisheries, where appropriate, up to the level of
production displaced by the new marine reserves (Burke 2012c).

As part of the announcement, the Australian Government estimates that the new
reserves will displace approximately 1 per cent of the annual value of wild-catch
fisheries production in Australia. This displacement is estimated at approximately
$10.1-11.1 million gross value of production per year (Larcombe and Marton 2012).

Assistance for recreational fishing projects

In August 2012, the Minister for Agriculture, Fisheries and Forestry announced the
provision of a total of $1.74 million in funding to ten recreational fishing projects
(Ludwig 2012d and Burke 2008). The projects funded covered areas including
national education, climate change matters, and the monitoring of fish stocks.
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Revised export inspection and certification system

In May 2012, the Australian Government announced new transitional funding of
$4 million to the grain, fish and egg export industries (Ludwig 2012a). This is
intended to help businesses transition to revised certification arrangements (reported
in the Trade & Assistance Review 2010-11 (PC 2012a)). In announcing the new
funding, the Minister indicated that the assistance was part of the Government’s:

... commitment to small and medium sized businesses and to jobs in regional Australia.
(Ludwig 2012a)

3.3 Manufacturing sector

Australian Government support for the manufacturing sector comprised around
19 per cent of total budgetary assistance in 2011-12 (chapter 2). The main identified
changes to manufacturing assistance arrangements have focused on the automotive
industry.

Automotive New Markets Initiative and other measures

In August 2012, the Australian, Victorian and South Australian governments
announced a joint initiative intended to assist automotive manufacturers to compete
in global automotive markets (Combet, Dalla-Riva and Snelling 2012). The
$35 million Automotive New Markets Initiative places an emphasis on global
supply chains, and will run for four years to 2014-15. It has three main elements:

« a $30 million Automotive New Markets Program, co-funded by the Australian
and Victorian Governments;

o funds provided by the Australian Government under the Business Capability
Support Program intended to assist automotive firms to develop new capabilities
and improve productivity; and

« the establishment of an Automotive Envoy and Automotive Supplier advocate.
The initiative is part of the Australian Government’s $5.4 billion New Car Plan.

Subsequent to this announcement, in December 2012 the Minister for Industry and
Innovation announced the appointment of the automotive industry advocate
(Combet 2012b). It is intended that the advocate will be tasked with developing an
action plan to increase the purchase of Australian-made vehicles by fleets. It is also
intended that the advocate will to work with small and medium sized component
makers to build their capabilities to compete in local and overseas markets.
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The Government also announced the establishment of Automotive Supplier
Excellence Australia (ASEA) in December 2012 (Combet 2012c¢). ASEA is
intended to assist the automotive industry in diversifying and integrating into new
supply chains. The Government has provided $2.6 million of funding towards the
establishment of ASEA.

3.4 Carbon emissions reduction and energy efficiency

In the Trade & Assistance Review 2007-08, the Commission compiled a list of
existing or prospective measures by Australian, State and Territory Governments
intended to reduce carbon emissions. That stocktake identified $342 million in
Australian Government budgetary assistance alone in 2007-08 with total Australian
Government budgetary assistance for the period 2007-08 to 2011-12 estimated at
around $22 billion (PC 2009d). As reported in chapter 2, for the current 2011-12
reporting period, assistance measures in this area amount to around $1.7 billion, that
is, 18 per cent of Australian Government assistance to industry.

This section reports on more recent announcements relating to carbon emissions
reduction and energy efficiency programs. While reporting focuses on
announcements of new programs or variations of pre-exiting programs, some items
cover major outlays under previously announced programs.

As with other programs reported in this chapter, this section does not report on the
cost-effectiveness of the programs being undertaken, a matter beyond the scope of
the Trade & Assistance Review.

Review of Carbon Reduction and Energy Efficiency Measures

The Council of Australian Governments (COAG) undertook a review of
unnecessary carbon reduction and energy efficiency schemes, and opportunities for
fast tracking or rationalisation of policies and programs (Business Advisory
Forum 2013).

As a result of the review a total of 12 state-based measures were found to be non-
complementary or duplicative and will be removed or not renewed. Other programs,
such as the Australian Government’s Energy Efficiency Opportunities (EEO)
program were found to be complementary, but will be revised to improve flexibility
and reduce compliance and reporting burden.
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Energy Efficiency Information Grants

The Australian Government announced funding for 28 projects in May 2012 under
its $40 million ‘Energy Efficiency Information Grants’ program (Ferguson and
Dreyfus 2012). This included funding of $612 000 to the Australian Tourism Export
Council to undertake workshops and web seminars on energy efficiency for tourism
businesses; and $423 000 to the Australian Hotels Association to provide tailored
information for hotels and accommodation businesses to help them reduce costs and
increase their energy efficiency.

Funding for Large Scale Solar Power Plant

In June 2012, the Australian Government announced a $129.7 million grant towards
a project involving electricity and gas retailer AGL Energy and solar photovoltaic
manufacturer First Solar (Ferguson 2012a). The project, built across two sites in
Broken Hill and Nyngan, is intended to establish a 159 Megawatt advanced thin-
film PV solar plant. The grant was awarded as part of the Government’s Solar
Flagships Program.

As part of the same announcement, the Australian Government also provided
$40.7 million under the Education Investment Fund to the Universities of
Queensland and New South Wales to conduct related research.

Advanced Lignite Demonstration Project

A $90 million partnership between the Australian and Victorian Governments was
announced in August 2012 to establish the Advanced Lignite Demonstration Project
in the Latrobe Valley (Ferguson and O’Brien 2012).

Each government will contribute $45 million to the program, which will ‘fund the
development and deployment of emerging technologies to improve the economic
recovery of brown coal and reduce emissions from coal-fired electricity generation.’

The program is administered by the Victorian Department of Primary Industries
(DPI) with the Victorian and Australian Governments having a joint decision-
making role.

The program is intended to pursue the development of more efficient and less
emissions-intensive coal upgrading technologies including direct conversion, drying
or dewatering of coal, and conversion to higher value energy products.
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The program has a two stage project selection process which closed in March 2013.
An announcement of successful projects is expected in the third quarter of 2013.

Coal Mining Abatement Technology Support Package

In July 2012, the Australian Government commenced the Coal Mining Abatement
Technology Support Package (DRET 2013a). The Package provides $70 million
over five years intended to complement and support the coal industry’s own
research activities aimed at developing safe abatement related technologies and
processes to reduce fugitive methane emissions from coal mining. Funding will be
directed at three elements:

o research, development and demonstration of technologies and processes
associated with coal mining greenhouse gas mitigation including the
measurement and monitoring of emissions, avoidance and abatement
technologies;

. work to address safety and regulatory issues associated with the development
and deployment of greenhouse mitigation related technologies, equipment and
processes; and

« assistance to small and medium-size coal sector participants for the development
abatement strategies or the conduct of feasibility studies to reduce emissions
from current and proposed mines.

Projects submitted for the first round of funding round are currently being assessed
and successful projects are expected to be announced by July 2013.

Geothermal Energy Grant

In September 2012, the Australian Government announced that it had awarded a
grant of $1.25 million from its Emerging Renewables Program to the South
Australian Centre for Geothermal Energy Research at the University of Adelaide
(Ferguson 2012 h). The grant will contribute to a project on understanding and
predicting the permeability of geothermal drilling wells.

Renewable Energy Venture Capital Fund

The Australian Government’s Renewable Energy Venture Capital (REVC) Fund
aims to provide a total of $100 million of funding intended to assist with
commercialisation activities for designated energy projects.
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In September 2012, the Government announced an initial outlay of $1.5 million out
of the fund to Queensland company Brisbane Materials (Ferguson 2012j). The
outlay was made out of the Government’s Southern Cross Renewable Energy Fund,
which is a part of the broader REVC fund. In making the announcement, the
Minister stated that:

The Southern Cross Renewable Energy Fund is a co-investment arrangement, with the
Australian Government’s commitment of $100 million... matched dollar for dollar by
(the private sector).

The Australian Renewable Energy Agency (ARENA) oversees the day to day
operations of the REVC fund.

Ethanol Production Grants (EPG) program

The EPG Program was first introduced in September 2002 and was intended to
encourage the use of biofuels in transport. Initially, the Program was to run for a
12 month period, while longer-term arrangements were considered regarding the
future of the emerging renewable energy industry (DRET 2013b). The program has
subsequently been extended on a number of occasions, most recently in June 2011,
providing for the Program to continue until 30 June 2021 with a review after that
date.

The EPG program is a demand driven program that effectively eliminates, for
approved recipients, the excise on domestically produced transport-grade ethanol.
Under the program, domestically produced fuel ethanol sold for transport use into
the Australian market is liable for full excise of 38.143 cents per litre. This is
reimbursed to eligible ethanol producers through the EPG program.

ARENA funding for uninterruptible power supply system

In October 2012, the Australian Government announced that it was providing
$15 million in ARENA funding towards the $45 million King Island Renewable
Energy Integration project (Ferguson 2012k). The objective of the project is to
provide a reliable, off-grid power supply by integrating designated alternative
energy sources with enabling and storage technologies.

The ARENA is a $3.2 billion Australian Government commitment intended to
improve the competitiveness of designated alternative energy technologies and
increasing the supply of energy in Australia from such sources.
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Funding for commercial scale gasifier

The Australian Government announced $3.6 million of funding in November 2012
intended to assist in the development of a commercial scale gasifier
(Ferguson 20121). The announcement stated that, when operational, the gasifier
would convert agricultural and mallee biomass into energy for small-scale,
distributed electricity generation applications. The grant was provided to Renergi
Pty Ltd, a Curtin University company, as part of the Government’s ARENA
Emerging Renewables program.

Collaboration on Building a Solar Future

In December 2012, the Minister for Resources and Energy announced over
$83 million of funding for solar research as part of the United States-Australia Solar
Energy Collaboration (USASEC) (Ferguson 2012m). USASEC was established in
2010 to support collaborative solar research between the United States. The US is
providing in-kind support for the most recently funded projects and programs
‘through access to researchers and facilities that complement Australian expertise’.
The announcement also stated that:

The Australian Government’s commitment is leveraging $140 million of research and
industry investment, resulting in more than $220 million for solar research and
involving over 40 organisations across Australia and the US.

Further government support for CCS Project

In December 2012, the Minister for Resources and Energy announced an additional
$13 million of funding for the Callide Oxyfuel project (Ferguson 2012n). The
funding is intended to facilitate an extension of the demonstration phase of the
project by 15 months. The Queensland-based project aims to demonstrate ‘how
oxyfuel carbon capture technology can be applied to traditional coal-fired power
stations to significantly lower CO2 emissions.’

Carbon programs for the dairy industry

In June 2012, the Australian Government announced that it was funding the
provision of information to the dairy sector on energy efficiency (Crean, Dreyfus
and Sidebottom 2012). The funding of $1 million was given to Dairy Australia to
provide energy efficiency advice to around 900 dairy farms Australia-wide. As part
of the same announcement, the Government also stated that it was providing further
detail to dairy farms on the methodology to be used in earning tradeable carbon
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credits. This involves the use of covering systems in waste pools to trap methane
and other greenhouse gases.

Community Energy Efficiency Program

The Australian Government announced the first round recipients of grants under its
Community Energy Efficiency Program (CEEP) in June 2012 (Crean and
Dreyfus 2012). These grants are intended to assist local governments and
community groups to improve their energy efficiency. Of the 63 successful
recipients, 28 were regional organisations.

3.5 Regional assistance programs

This section reports on assistance announcements directed at regional activities,
including assistance to regional business, infrastructure development and natural
disaster recovery support that may have industry assistance implications. Federal
support in regions is typically associated with co-contributions by relevant state
jurisdictions. In some instances these co-contributions are termed ‘partnership
investments’.

While assistance measures covered in this section have a regional focus, including
the maintenance of certain regional employment, the measures are often targeted at
specific businesses, activities or industries. By its nature, the levels of assistance
provided may not be large at the national level, but the subsidy equivalent to
recipient businesses could be substantial.

Point Henry aluminium smelter

The Australian and Victorian governments announced in June 2012 that they would
assist the restructuring of Alcoa’s Point Henry aluminium smelter in Geelong
(Combet, Baillieu and Napthine 2012). The Australian Government’s commitment
is $40 million in new funding over the 2011-12 Budget year. The restructure aims to
help ensure the smelter’s continued operation and to support jobs in the region.
Under the announced arrangements, Alcoa will use the assistance in areas such as
workforce skills and training, maintenance and repairs, and other activities that will
contribute to the competitiveness of the smelter.
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Latrobe Valley pulp and paper mill

The Australia Government announced in October 2012 that it was contributing
$9.5 million of funding towards a $90 million project to construct a de-linked pulp
plant at Australian Paper’s pulp and paper mill at Maryvale in Victoria’s Latrobe
Valley (Combet, Ryan and Dalla-Riva 2012). As part of the announcement, the
Government stated that it expects the project to create 140 construction jobs in its
initial phase, to directly support the jobs of around 900 workers when initial
production commences in 2014, and support over 4000 indirect jobs connected to
the mill’s operations.

The Government will redirect funding of $1.1 million over two years from the
Green Building Fund to partially offset the cost of providing the assistance. It will
also redirect funding of $1.4 million in 2012-13 from the South-East South
Australia Innovation Investment Fund to partially offset the cost of providing the
assistance.

Burnie stormwater infrastructure upgrade

In June 2012, the Australian and Tasmanian Governments announced that a
$4.25 million Federal Government grant would be provided to the Lion Dairy and
Drinks company in Burnie, Tasmania (Crean, Green and Sidebottom 2012). The
grant is intended to assist the company in the upgrading of stormwater
infrastructure. The announcement also stated that the company would itself be
investing $140 million towards expanding its speciality cheese production from
11 000 to 18 000 tonnes each year by 2016.

Eyre Peninsula Lucky Harbour upgrade

In July 2012, a joint announcement of funding was made by the Australian and
South Australian Governments for an upgrade of Lucky Harbour in the Eyre
Peninsula (Crean and Gallacher 2012). The Federal Government will provide a
$2.2 million grant administered through the Regional Development Australia Fund
(RDAF) toward the upgrading costs of $12.1 million. The announced funding is
intended to assist the region to benefit from increases in mining activity.

Assistance to Vodafone Hutchison Australia

In March 2013, the Australian Government announced that it was providing
$4 million of funding to Vodafone Hutchison Australia (Gillard, Combet and
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Crean 2013). The funds are intended to assist with the expansion of Vodafone’s
customer service centre in Tasmania and to ‘assist Vodafone to increase the skills of
the company’s Tasmanian workforce and to help them harness the benefits of the
NBN.” The announcement also stated that, as part of the assistance package, the
Tasmanian Government would be providing $850 000 for infrastructure costs and
would be waiving payroll tax for Vodafone’s new employees.

Assistance to Premium Fresh Tasmania

In August 2012, the Australian and Tasmanian governments announced a joint
assistance package of $750 000 to Premium Fresh Tasmania which is intended to
support the operations of the company through a period of Voluntary
Administration (O'Byrne and Sidebottom 2012). The assistance is intended to
enable the company — one of Australia’s largest carrot washing, grading and
packing facilities — to restructure.

Briquette Restructuring Package

The Australian Government announced a two-year restructuring package of
$50 million intended to allow Energy Brix Australia Corporation Pty Ltd and
associated company Industrial Energy Pty Ltd to maintain briquette production to
30 June 2014 (Ferguson, Combet and Crean 2012). The funding is intended to
ensure that around 50 downstream businesses nationwide which rely on the
briquettes have time to transition to alternative fuels or feedstock. The restructuring
package is in addition to entitlements to transitional assistance under the Energy
Security Fund.

Briquette Replacement Program

The Australian Government announced a $5.5 million Briquette Replacement
Program to provide existing briquette customers of Energy Brix Australia
Corporation and associated company Industrial Energy Pty Ltd with support to
transition to cleaner alternatives (Crean 2013). The program is intended to
complement the Briquette Restructuring Package. The Briquette Replacement
Program will operate over two years from 2013-14 to 2014-15 and includes two
elements: Engineering Advice (entitlement rebates to obtain engineering and
associated costing advice); and Investment Support (competitive grants to support
capital investment to facilitate the transition to cleaner alternatives). The Investment
Support is for applicants who are non-manufacturers and not eligible for the Clean
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Technology Investment Program or Clean Technology Food and Foundries
Investment Program.

Water for the Future initiative

Irrigation infrastructure investment

In the May 2012 Budget, the Australian Government announced that it would
commit $350 million to support water reform in the Murray Darling Basin through
investing in irrigation infrastructure (Burke 2012a). This funding, provided under
the Sustainable Rural Water Use and Infrastructure Program, comprises:

o an additional $150 million over six years from 2012-13 for the On-Farm
Irrigation Efficiency Program to support individual farm infrastructure
improvement projects; and

« $200 million over four years for the Strategic Sub-System Reconfiguration
Program, which aims to achieve water savings through decommissioning or
reconfiguring inefficient off-farm water delivery infrastructure.

Targeted assistance for South Australian River Murray Communities

In October 2012, the Australian Government committed up to $265 million for
water recovery and industry regeneration projects in South Australian River Murray
communities (Burke 2012b). This funding comprises:

« up to $180 million to recover 40 gigalitres of water for the environment under
the South Australia River Murray Improvements Program; and

o $85 million for a National Partnership Agreement with South Australia for an
Industry Futures fund comprising research, regional development and industry
development in South Australian River Murray communities.

Murray-Darling Basin Regional Economic Diversification Program

In November 2012, the Australian Government committed $100 million to the
Murray-Darling Basin Regional Economic Diversification Program (Crean 2012c).
The program aims to assist communities in the Murray-Darling Basin living in a
water-constrained environment to invest in programs to stimulate employment and
regional growth.
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3.6 Broadcasting and communications

Across 2011-12, there were several significant announcements regarding
broadcasting and communications policies and related activities. The
announcements covered policy measures varying significantly in nature. They
include support for the transition to digital television and measures related to the
take-up of the NBN. To the extent that the measures afford services to businesses or
activities below the normal cost of service provision and confer pecuniary benefits
on businesses or activities, the measures may have assistance implications.
Measures affording budgetary support to businesses and activities would typically
be included in the Commission’s estimates of assistance to industry at the time
expenditures are made by government.

NBN local training services

The Australian Government announced in July 2012 that it had provided
$15.2 million of funding out of its Digital Hubs and Digital Enterprises program to
establish local NBN training services (Conroy 2012a). The announcement stated
that the successful applicants, located in 36 communities across Australia, will
operate 24 Digital Hubs and 20 Digital Enterprise programs ‘to highlight the
opportunities of the National Broadband Network.” These programs are intended to:

 help individuals in local communities improve their online and digital literacy
skills;

« assist local residents to understand the opportunities created by the NBN; and
« work with small business and not-for-profit organisations to develop their online

presence.

The successful applicants listed as part of the announcement include territory
governments, local councils, not for profit organisations, as well as private
companies and consultancy businesses.

In a subsequent announcement in July 2012, the Government also stated that it was
providing $5 million to 14 local governments to assist them to take advantage of the
NBN to provide better services to their communities (Conroy 2012b).

Local government funding

In June 2011, the Australian Government announced the Digital Local Government
Program which is intended to assist local councils to take advantage of the NBN
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through the development and upgrade of innovative online service delivery to
homes and businesses (DBCDE 2013).

As at the end of March 2013, three funding rounds had been announced, with 32
councils having received over $11.3 million in project funding. Projects funded
under this program include:

o live customer support which people can access from their home or business
using videoconferencing;

« live community consultation and engagement services which people can access
from their home or business using videoconferencing;

« planning and development application services which enables people to lodge
and track applications online; and

. an emergency management system which enables emergency service personnel
to communicate and share data in real time using videoconferencing.

Government response to 2011-12 Regional Telecommunications
Review

In August 2012, the Australian Government’s response to the 2011-12 Regional
Telecommunications Review was released (Conroy 2012¢). The Review was
established on 7 July 2011 by the Minister for Broadband, Communications and the
Digital Economy to examine telecommunications services in regional, rural and
remote parts of Australia.

In announcing its response to the Review, the Government stated that it had started
implementing recommendations including:

. allowing remote schools and health facilities to access the NBN Co Interim
Satellite Service;

« continuing the provision of untimed local calls in the Extended Zones (remote
areas of Australia) for 2012-13; and

« providing funding to relevant Regional Development Australia committees to
help develop digital economy strategies for the rollout of the NBN in regional
communities.

The Government also stated that it had released the NBN Co Network Extension
policy in July 2012 for the provision of network extensions on the basis of financial
contributions from eligible applicants (including individuals, businesses and
government bodies).
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Changes to local content rules

The Minister for Broadband, Communications and the Digital Economy announced
significant changes to local content rules for Australian television in
November 2012 (Conroy 2012d), which were passed by Parliament in March 2013.

The package of measures included:

. an immediate extension, via regulation, of the current rebate on television
broadcasting licence fees by a further 12 months, ahead of moving to reduce
television broadcasting licence fees permanently by 50 per cent, to a maximum
of 4.5 per cent of revenue. The rebates will have effect for the 2012-13 financial
year.

o the introduction of a multichannel Australian content requirement for each
commercial television broadcaster of 730 hours in 2013, increasing to 1095
hours in 2014 and to 1460 hours in 2015. This includes an incentive for first-
release drama by allowing an hour of first release drama premiered on a digital
multichannel to count for two hours under the transmission-hours requirement
for multi channels.

o retention of the current 55 per cent transmission quota for the commercial
television broadcasters’ primary channels, together with the introduction of
greater flexibility in current arrangements for sub-quotas.

The Government also announced that no spectrum or broadcast licences would be
made available to enable a fourth free-to-air television network.

3.7 Other industry assistance developments

Tourism

Tourism Employment Plans

In May 2012, Australia’s tourism ministers agreed to commit $1.2 million for
employment creation in eight tourism regions (Ferguson 2012c¢). In announcing the
initiative, the Federal Tourism Minister stated that it would assist in developing
Tourism Employment Plans intended to help tourism businesses to address skills
and labour shortages. It is also intended to help tourism businesses utilise existing
government programs to train and access local labour, including developing
opportunities for Indigenous Australians.
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The announcement was part of Australia’s Tourism 2020 strategy, which is
intended to enhance industry growth and competitiveness and increase overnight
visitor spending to $140 billion by 2020.

Asia Marketing Fund and further funding detail

As part of the 2012-13 Commonwealth Budget, the Minister for Tourism
announced an initial $61 million over four years to promote Australia as a premium
holiday and business travel destination in Asia (Ferguson 2012d). The new Asia
Marketing Fund is in addition to Tourism Australia’s current funding of $530
million over four years.

At the same time, some further detail on the current government funding provided
to the tourism industry was released (Ferguson 2012¢). This involved a number of
components.

« Direct support for tourism of $751 million over the next four years.

« Several major funding tranches for ‘attractions’, including: $20 million to the
Melbourne Royal Exhibition Building for protection and promotion purposes;
$12.5 million over four years to the Great Barrier Reef Foundation for research
on protection and preservation in response to climate change; and $10.4 million
to reduce the Standard Tourist Program Charge levied on visitors to the Great
Barrier Reef Marine Park.

Welcoming Chinese Visitors program and other T-QUAL developments

The Australian Government has allocated $40 million towards T-QUAL Grants
over 4 years from 1 July 2011.

In June 2012, the Government awarded a $600 000 grant to a consortium led by
training company AVANA, as part of its T-QUAL program (Ferguson 2012f). The
grant was to assist the company to provide training and support programs to tourism
businesses to increase understanding of Chinese visitor demands and develop
related products. In announcing the grant, the Minister stated that it was intended to
raise the level of Chinese cultural awareness in the tourism industry through a
nationally recognised training curriculum, a national system of trainers, an online
academy and research and promotion activities to ensure awareness of the program.
The announcement of the program complements ‘a 15 per cent increase in Tourism
Australia’s marketing activities within China this year, to a value of $13 million.’

During the year, there were several other significant announcements connected to
the T-QUAL program. For example, in August 2012, the Australian Government
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announced that 77 tourism projects were to receive a total of $6.7 million in funding
under the 2012 round of T-QUAL Grants (Ferguson 20121). These projects covered
‘a wide range of products and experiences, from expanded and improved
accommodation, to online projects, wine tourism initiatives and a number of studies
and strategies.” Over 83 per cent of the latest group of successful projects were
located in regional areas.

Changes to the Passenger Movement Charge

In June 2012, the Australian Government introduced legislation into Parliament to
amend the Passenger Movement Charge (Swan, Clare and Ferguson 2012). The Bill
provided for an increase in the charge from $47 to $55, the first increase in the
charge since 2008.

The proposed increase will raise $485 million over the forward estimates. The
Government announced that from this increased revenue, $48.5 million over four
years will be allocated to the Asia Marketing Fund, and a further $48.5 million will
be allocated to the Tourism Industry Regional Development Fund.

Funding for National Landscapes of Australia

In July 2012, the Australian Government announced that it had increased funding
by $1 million for the National Landscapes of Australia program (Ferguson 2012g).
The program aims to ‘promote nature-based tourism experiences and provide
economic and social benefits to participating tourism regions.” The $1 million grant
is to a consultancy firm, TRC Tourism, in order to ‘lead a consortium to prepare and
implement Experience Development Strategies (EDS) for Australia’s National
Landscapes. Further detail on the initiatives funded is provided in box 3.2.

Tourism Industry Regional Development Fund

In October 2012, the Australian Government announced the establishment of a new
$48.5 million Tourism Industry Regional Development Fund (Ferguson 2012b).
The Fund aims to provide matching grants of between $50 000 and $250 000 to
assist businesses to ‘upgrade their accommodation and build new tourism
attractions.” Applications for funds will be received from tourism operators outside
the Sydney, Brisbane and Melbourne metropolitan areas.
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Box 3.2 Australia’s National Landscapes — Grant funding details

The $1 million of increased funding for the National Landscapes program is to include
the following ‘Experience Development Strategies’:

Australian Alps: Planning and construction of part of Australia’s first EPIC mountain
bike trail at Mount Buller.

Australia’s Coastal Wilderness: Expansion of the Sapphire Coast Heritage Strategy
experiences assessment for the ‘Global Experience Seeker’ target market and
engagement with tourism operators to deliver the Australia’s Coastal wilderness
brand.

Great Ocean Road: Design of a 38 km, three metre wide pathway between Timboon
and Princetown via Port Campbell.

Great Ocean Road: Detailed design and preparation works for the Great Ocean
Road National Heritage Centre.

Flinders Ranges: Support program to help tourism operators' business in the
Flinders Ranges around experience development and delivery.

Kimberley: Feasibility Study for iconic walk trails in the Kimberley region.

Kimberley: Facilitating the development of caravan and camping opportunities on
Indigenous land.

Kimberley: Development of a Kimberley Coast Cruise Management Strategy to
effectively manage the impacts of the increasing number of vessels and to improve
the visitor experience.

Great Barrier Reef/Wet Tropics/Australia’s Green Cauldron: Experience
Development, Positioning and Mentoring in three Queensland National Landscapes:
Great Barrier Reef, Wet Tropics and Australia's Green Cauldron.

Australia’s Green Cauldron: Development of Wild Journeys nature-based
experience — a fully hosted guided tour, featuring all-inclusive packaging of
products, experiences and recreational activities including a business development
support program to enable an Indigenous enterprise to take over the operation of
the tour guiding business once tours are developed and established.

Source: Ferguson (2012g).

Arts funding

Funding for Indigenous arts, culture and language

In July 2012, the Minister for the Arts announced $27 million of total funding to
assist Indigenous arts, culture and languages projects (Crean 2012a). As part of this
funding, for 2012-13, over $22.3 million in funding was sought for a total of 93
activities under the Indigenous Visual Arts Industry Support (IVAIS) program. This
included 19 multi-year activities that were approved in previous funding rounds.
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The announcement stated that funding will be provided to over 80 Indigenous art
centres, many located in remote areas, and a number of industry service
organisations.

Interactive games fund

The Australian Government announced the establishment of a $20 million
Australian Interactive Games Fund in November 2012 (Crean 2012b). The Fund
will commence in 2012-13 delivering $5 million per annum in the first and second
years, jumping to $10 million in 2014-15.

Assistance to small business

Changes to the instant asset write-off threshold

In May 2012, the Australian Government announced that it would increase the
instant asset write-off threshold for small business (O’Connor 2012a). This would
allow small businesses to write off any eligible business asset bought for the
business costing up to $6500. The previous threshold was set at $1000.

The Government estimates that the new arrangements will benefit around 110 000
companies in the first four years of operation, of which around 90 per cent are
estimated to be small businesses (O’Connor 2012b).

Small business assistance under the clean energy package

In August 2012, the Australian Government announced that it was providing
significant assistance to small business as part of its Clean Energy Future package
(O’Connor 2012c). In addition to the changes to small business loss carry back
arrangements, these included:

+ a $40 million energy efficiency information grants program intended to provide
small business with information on how to cut energy costs; and

o $27.5 million to extend the Small Business Advisory Service (SBAS) program
for a further four years.
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Defence procurement

Future Submarine Review

In May 2012, the Government announced $214 million of additional funding
towards the next stage of the Future Submarine Project (Gillard, Smith and
Clare 2012). The funding is intended to provide further detailed studies and analysis
to inform the Government’s decision on the design of Australia’s next submarine.
This follows an earlier commitment in the 2009 Defence White Paper to acquire
12 new submarines to be assembled in South Australia over the next three decades.

64 TRADE & ASSISTANCE
REVIEW 2011-12



4 Intellectual property

Intellectual property (IP) law has a pervasive impact on innovation, production,
trade and consumption and is the theme topic in this year’s Trade & Assistance
Review. (Recent Reviews have included separate theme chapters on adjustment
assistance, state and territory government assistance to industry, assistance to the
finance industry and carbon reduction measures.)

The inclusion of IP in the global trading system that accompanied the establishment
of the World Trade Organisation (WTO) in 1995 clearly signalled the significant
elevation of IP in national and international economic policymaking. Well-designed
[P law can facilitate innovation and creativity, trade and investment, as well as
technology transfer and economic development. At the same time, open trade and
investment regimes can encourage firms to be innovative and, in turn, lead to the
growth of IP.

IP law aims at ‘safeguarding creators and other producers of intellectual goods and
services by granting them certain time-limited rights to control the use made of
those productions’ (WIPO 2004, p. 3). The underlying rationale for IP law is that
creations and ideas, once known, may be copied at little cost which may in turn lead
to under-investment in intellectual goods and services, in the absence of IP
protection.

IP law and its implementation influence firms’ capacity to derive pecuniary benefits
from their inventions and creations. The IP system also influences the activities of
firms and individuals seeking to use IP in the production of their own goods and
services. It can further innovation and private consumption, but if too much
protection for IP is provided, it can deter consumption and investment.

Given the capacity for IP systems to facilitate (or inhibit) innovation, creative
activity and trade, it is important that the design, operation and review of IP systems
be carefully governed. This chapter provides an overview of these facets of the IP
system in Australia. It begins with the nature and extent of IP rights in Australia and
a brief historical background to modern IP law (sections 4.1 and 4.2). Against this
backdrop, the chapter outlines the extent of trade and commerce in IP in Australia
(section 4.3), identifies international IP agreements in force and Australia’s
involvement in these (section 4.4), and aspects of IP administration and legal
recourse (section 4.5). It also outlines some findings from recent empirical research
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(section 4.6) and notes Australian policy reviews affecting Australian [P law
(section 4.7). Some concluding remarks are provided at the close of the chapter
(section 4.8). Appendix B provides a catalogue of legislated measures providing IP
protection.

Previous work by the Commission in relation to IP includes:

« an inquiry (just completed) on the Compulsory Licensing of Patents (PC 2013);
« areport into Bilateral and Regional Trade Agreements (PC 2010b);

« areport into Restrictions on the Parallel Importation of Books (PC 2009a);

« an inquiry into Public Support for Science and Innovation (PC 2007); and

o the Review of National Competition Policy Reforms (PC 2005).

The Commission has also reported on trade policy developments pertaining to IP in
Australia in previous editions of its Trade & Assistance Review.

4.1 Types of intellectual property in Australia

Australian law provides legal protections for a diverse range of intellectual property
(box 4.1). There is no single ‘IP Act’, rather, most types of IP are provided for by
separate, specific statutory laws — for example, a patents act for inventions and a
copyright act for literary and artistic creations (appendix B). In Australia, the
statutory IP law comprises two broad categories:

. registered rights for industrial property, such as patents, trade marks,!
geographical indications of source, designs and plant breeder’s rights; and

« unregistered rights for creative activity in the literary, artistic and scientific
fields, such as copyrights, moral rights, performers’ rights, circuit layout rights,
and artists resale royalty rights.

1 Trade mark (or ‘mark’) is adopted in this chapter for consistency with the Trade Marks Act
1995. Some international treaties and IP agencies adopt ‘trademark’ or ‘trade-mark’.
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Box 4.1 Some types of intellectual property

A standard patent is granted for any device, substance, method or process that is new,
inventive and useful. An application must disclose sufficient information, such that a
person skilled in the relevant field could replicate the invention.

Innovation patents provide protection for lower-level inventions that may not meet the
higher inventive threshold required for standard patents (for example, incremental
advances in existing technology). An innovation patent allows an innovator to protect
each stage of a development.

A design refers to the features of shape, configuration, pattern or ornamentation which
gives a product a unique appearance, and must be new and distinctive. Design
registration is intended to protect designs which have an industrial or commercial use.

Plant breeder’s rights are used to protect new varieties of plants that are
distinguishable, uniform and stable.

A trade mark is used to distinguish the goods and services of one trader from those of
another. A trade mark can be a letter, number, word, phrase, smell, shape, logo,
picture, aspect of packaging or any combination of these.

A geographical indication identifies goods as originating in a specific territory or locality
where a particular quality, reputation or other characteristic is essentially attributable to
its geographic origin.

Copyright protects the original expression of ideas (not the ideas themselves). Works
protected by copyright include books, films, music, sound recording, newspapers,
databases, media broadcasts and computer programs.

Creators’ moral rights are treated under ‘copyright’ in Australia but are distinct from the
economic copyrights in a literary, dramatic, musical or artistic work, film or live
recorded performance. The three designated ‘moral rights’ are the right of attribution,
the right against false attribution, and the right of an author or performer to object to
treatment of a work that demeans their reputation.

Performers’ rights are treated under ‘copyright’ in Australia, but are separate from
copyright in the material that is performed and from the creator's moral right.
Performers have the right to: grant, or refuse, consent to the reproduction of a
performance; co-ownership of copyright in a sound recording of their performance; and
moral rights in relation to live performances and their sound recordings.

Circuit layout rights protect the layout design (3D topography) of integrated circuits
(commonly known as semi-conductor chips). These rights are based on copyright but
are a separate, unique form of protection.

The artists’ resale royalty right entitles visual artists (including painters, sculptors,
printmakers, craft workers, and photographers) to a five per cent royalty on the sale
price for certain resales of their work.
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Standard patents and trade marks involve an application and examination process. If
examination is successful, the patent or trade mark is registered. Designs and
innovation patents involve an application process and registration without
substantive examination. Examination can be requested if the right owner wishes to
enforce or license their right. In contrast, copyright and related rights apply
automatically and are unregistered in Australia. This dichotomy is reflected in the
division of administrative responsibilities, with industrial property rights
administered by IP Australia (a prescribed agency within the Department of
Industry, Innovation, Climate Change, Science, Research and Tertiary Education)
and copyright and related law administered by the Attorney-General’s Department
(section 4.5).

Copyright differs fundamentally from patents in that copyright does not protect
ideas or information as such, but only the original expression (material form) of
ideas or information. Copyright does not protect against independent creation of a
similar work whereas independent discovery infringes patents (Posner 2005).

Other protections are also provided in Australia through non IP-specific law and/or
the common law. These include confidential information, trade secrets, test data
submitted for regulatory approval of medicines and agricultural chemicals, business
reputation and goodwill in trade names, the Olympic insignia, the Advance
Australia logo, and the Scout Association name and uniform.

Each type of IP is quite distinct, governed by separate legislation and subject to a
variety of international agreements. The nature of the legal entitlement differs
across the types of IP in such aspects as eligibility, duration, use exemptions,
administration timelines and fees, third party objections, international registration
requirements, legal infringement processes and awards.

Most of the IP rights establish general ‘exclusivity’ which the holder may then use
to derive a financial benefit. However, the artists’ resale royalty right differs in that
it establishes a ‘specific remuneration right’ (augmenting the initial exclusivity right
of the artist). Moral rights are also different from economic copyrights and
registered industrial property rights in that they are personal and cannot be assigned
or licensed — moral rights are not tradeable ‘property’, as such.

While IP generally gives an owner an exclusive right over an innovation, safeguard
mechanisms also typically limit the extent of the IP holder’s right to exclusive use.
For instance, there are several mechanisms in the Patents Act that allow a patented
invention to be used without the patentee’s authorisation, including compulsory
licensing, government use, and research and regulatory exemptions. Such
mechanisms are essentially safeguards to be invoked in exceptional cases where the
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outcomes associated with a patent would not serve the best interests of the
community as a whole (PC 2013). Similarly, copyright law provides for certain fair
dealing exceptions. The nature and scope of copyright exceptions is currently being
reviewed (section 4.7).

Duration of protection

One of the most obvious differences that has evolved around the various
instruments is duration of protection. The shortest maximum term is currently eight
years for an innovation patent. In comparison, a standard patent is for 20 years (with
an extension of up to five years available for pharmaceutical patents that meet
certain requirements), while copyright protection generally extends to 70 years after
death of the creator, and trade marks are of indefinite duration (provided they
continue to be renewed). The minimum initial period of protection and renewal
options also differ. A standard patent initially applies for four years (from filing
date) and lapses unless renewed annually thereafter, whereas designs are initially
registered for five years (with a single five-year renewable option). Trade marks
initially apply for ten years (with the option of unlimited ten-year renewals).

Differences in the duration of protection have also evolved within different types of
IP. For example, the maximum duration available for pharmaceutical patents is five
years longer than other standard patents in recognition of the lag between the patent
being granted and regulatory approval for sale. Similarly, the duration of plant
breeders’ rights (PBR) is longer (25 years) for trees and vines than for other plants
(20 years), reflecting the longer breeding process for trees and vines. The duration
of protection afforded by copyright and moral rights vary across activities, for
instance, while copyright protection for authors generally extends to 70 years after
death, copyright protection for broadcasts extends 50 years from the first broadcast,
while circuit layout rights (based on copyright) are protected for a maximum of 20
years.

4.2 Historical background

The origins of contemporary IP frameworks in Australia date back to developments
in law in Britain during the 17" and 18" centuries, with these in turn being
underpinned by earlier related laws and practices.

« Patent law in England had its beginnings in the 14™ century with the granting of
monopoly rights in exchange for designated technology-related products,
initially for the purpose of attracting skilled craftsmen from abroad
(David 1993). Following the example of Venice and Antwerp, England adopted
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the practice of patents for inventions in the 16" century (as an alternative to
invention grants at a time when scarce public revenue was used mainly to
finance the military and elite). The English Statute of Monopolies of 1623
transferred the right of granting monopolies from the monarchy to the
Parliament (Moser 2013) and, in 1778, was later broadened to require disclosure
of the invention details (Moir 2012).

o Copyright law in European countries emerged from efforts by the church and
state to regulate the output of printers following the introduction of printing
presses in the mid-15" century. With the emergence of printing presses, output
formerly regulated through a system of control over scribes was continued
through regulated monopolistic printing guilds, with copyrights being given to
publishers rather than authors. The modern copyright protection of authors
appeared in England in 1709, when the Act of Anne eliminated the guild
monopoly on the holding of copyrights, enabling anyone to hold a copyright for
a new work. Following this change, copyright began to assume the role of
providing a commercial incentive for the expression of new forms and ideas,
including musical compositions and the visual arts (David 1993).

o Trade mark law originated from laws and practices governing the use of marks
in the Middle Ages to indicate the maker of specific products (for example,
bread and silver). Various craft guilds had ‘rules’ to indicate the product maker.
By the 19" century, trade marks and the goodwill associated with them were
considered as a type of property. Trade mark laws emerged in the UK in the
middle of the 19" century giving the right to take action in the courts against
infringement of a trade mark (UK IPO 2012).

International treaties

With the trade and commerce-related aspects of IP reaching across national borders,
[P has been the subject of international treaties. The Paris Convention for the
Protection of Industrial Property of 1883 and the Berne Convention for the
Protection of Literary and Artistic Works of 1896 were the first multilateral
international treaties governing IP. A succession of topic-specific international IP
agreements has subsequently been initiated (section 4.5). In 1995, the broad-ranging
Agreement on Trade Related Aspects of Intellectual Property Rights (TRIPS) came
into effect. I[P matters have also been included in bilateral and regional trade
agreements and other international protocols.
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Post-federation Australia

Section 51(xviii) of the Australian Constitution provides the Federal Government
with the power to make laws with respect to ‘copyright, patents of inventions and
designs, and trade marks’. Before Federation, most Australian colonies had enacted
patent and copyright laws. The first industrial property IP laws enacted by the
Australian Government were the Patents Act 1903, Trade Marks Act 1905 and
Designs Act 1906. These Acts were modelled on the UK Patents, Designs & Trade
Marks Act 1883. The Patents Act was re-enacted in 1952 and again in 1990, the
Trade Marks Act was re-enacted in 1955 and 1995, and the Design Act in 2003.
Along the way, there were many amendments to each of the Acts. In addition to the
continuous development of the original post-Federation industrial property IP laws,
new and separate legal protection was added through the Plant Variety Act 1987 and
the Plant Breeder’s Rights Act 1994.

The first Australian Government copyright statute was the Copyright Act 1905,
based on the UK Copyright Act 1842. In 1912, the Federal Parliament recognised
the UK Copyright Act 1911, superseding the 1905 Act. This arrangement remained
in force until the enactment of the Australian Copyright Act 1968, which took into
account the 1948 revision of the Berne Convention, the UK Copyright Act 1956 and
national requirements. Legal protection over creative material has also been
extended to new areas such as moral rights, performers rights, and circuit layout
rights. Over the last two decades, significant changes to copyright law have been
made in the light of digital technology developments (section 4.5)

With the extension of coverage of legal protections and the evolution of legal
practices and technologies falling within the purview of IP, the volume of
Australian IP law — measured by the number of sub-sections in the Acts — 1is
estimated to have increased six-fold over the 20" century, from 553 in 1905 to 3317
in 2005 (figure 4.1).2

Up to 2005, the volume of copyright law had grown in relative significance
compared with other IP law, from around 22 per cent of the total volume of IP law
in 1906 to nearly half by 2005. Since 2005, there have been further changes to IP
law, with one of the most recent being the passing of the Intellectual Property Laws
Amendment (Raising the Bar) Act 2012 (box 4.2). While the volume of law and
frequency of changes is indicative of legislative activity, it does not necessarily
provide an indicator of the level of, or changes to, administration and compliance
costs of Australia’s IP system or the nef community-wide benefits of the system.

2 Caine and Christie (2005) considered sub-sections (rather than number of sections, number of
pages or word length) to be a better reflection of the volume and complexity of the legislation
and better for comparison across different areas of law.
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Associated with the increase in the volume of IP law has been an increase in the
incidence of reviews of IP law (figure 4.1). (The nature and scope of reviews is
outlined in section 4.7.)

Figure 4.1 Volume of Australia IP law and incidence of reviews, 1905 to
20052
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a Number of sub-sections in consolidated Acts.
Source: Caine and Christie (2005).

Box 4.2 ‘Raising the Bar’ reforms

In April 2012, the Intellectual Property Laws Amendment (Raising the Bar) Act 2012
was passed by the Commonwealth Parliament. The Act includes a number of changes
to the patent, trade mark, copyright, design and plant breeder’s rights system including:

« raising patent standards;
« increasing penalties for trade mark counterfeiters;

« improvements to border security measures for goods that infringe copyright and
trade marks;

« providing free access to patented inventions for researchers;
« improving application processes and reducing delays when seeking an IP right; and
« permitting patent and trade mark attorneys to adopt a corporate structure.

Source: Carr (2011).
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4.3 Extent of trade and commerce in IP in Australia

There are a number of measures available that indicate the extent of economic
activity subject to IP law. There is also detailed reporting on the number of patent
applications and grants of patents and other industrial IP rights. Collectively, this
information provides an indication of the economic footprint of IP rights in trade
and commerce.

The number of applications and grants of IP rights

The most common form of registered IP in Australia is trade marks (table 4.1). Over
60 000 trade mark applications are made each year, claiming protection in over
100 000 business areas with about 70 per cent of these being granted. More than
half of trade marks granted have been to Australian applicants.

The next most common category of registered IP is a standard patent. In 2012, over
26 000 standard patent applications were filed in Australia — a level broadly in line
with the number of applications received in 2007, that is, before the onset of the
global financial crisis (GFC). The increase in the number of patents granted (about
60 per cent since 2007) is largely reflective of an increase in examination resources
rather than a change in demand for patents, as such. Of the standard patents
awarded in 2012, 7 per cent were to Australian applicants, down from 10 per cent in
2005. In 2012, applications were lodged for over 1800 innovation patents and 6400
designs, respectively, both of which do not require examination in order to be to be
registered. Plant breeder’s rights are the least voluminous of the registered IP rights,
averaging under 350 applications per year, with about 70 per cent being successful.

Use of IP protections in trade and commerce

IP protection afforded by patents can enter into trade and commerce in a number of
ways. These include ‘own use’ in production and licensing and other arrangements,
defensive uses directed at blocking competitors as well as simply holding the rights
to an invention or idea against possible application. While there are limited data and
studies in this area, one indication of how patents enter trade and commerce is the
use made of them by registered holders. A sample of around 9000 inventions
patented in six Western European economies (France, Germany, Italy, the
Netherlands, Spain and the United Kingdom) between 1993 and 1997 indicates that
around half of those patents were intended for use internally for commercial or
industrial purposes. The wuse of a further 13 percent included licensing
arrangements (Giuri ef al. 2007). Cross licensing of IP is a feature in areas such as
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information technology where the overall product or system relies on bringing
together a number of complementary components each patented by a separate

inventor.
Table 4.1 Intellectual property applications and grants in Australia,
2005 to 2012

2005 2006 2007 2008 2009 2010 2011 2012

Applicants from all countries (number)
Trade marks
Applications (filings)2 56414 60445 60976 59216 56573 59274 61557 62633
Applications (classes)? 92680 101695 108450 108314 99937 105837 110912 112543
Standard patents
ApplicationsP 23851 25515 26774 26562 23675 24868 25520 26358
Registrations (by 10977 9416 11069 11836 12410 14557 17877 17722
examination)
Innovation patents
Filings 1072 1094 1249 1297 1341 1485 1701 1856
Registrations (automatic) n.a. n.a. 1059 1173 1207 1345 1581 1838
Designs
Filings 5860 5878 5800 6083 5138 5865 6064 6449
Registrations 5843 7370 5207 6097 5665 5327 5647 5995
Certifications 318 637 863 1263 1007 856 895 963
Plant Breeder’s Rights
Filings 354 364 336 374 363 325 330 304
Registrations 362 280 196 249 282 217 183 144

Grants to Australian applicants as a proportion of total grants©

Trade marks 0.57 0.54 0.55 0.54 0.55 0.57 0.59 0.54
Standard patents 0.10 0.09 0.09 0.07 0.07 0.08 0.07 0.07
Innovation patents n.a. n.a. 0.82 0.79 0.83 0.75 0.68 0.62
Designs 0.47 0.48 0.45 0.4 0.47 0.47 0.44 0.41
Plant breeders rights 0.44 0.53 0.35 0.53 0.46 0.51 0.44 0.56

n.a. not available. @ Every trademark application can claim cover in a set of 45 classes, so each filing will

have multiple classes. b Direct applications with IP Australia plus National Phase Entry applications under the
Patent Cooperation Treaty. € Calculated as the number of grants to Australian applicants (not shown) as a
proportion of applications of Australian and foreign origin (shown in upper panel).

Source: provided by IP Australia from IP Australia data warehouse and IP Australia business units.
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As copyright and related measures do not require registration, estimates of the
incidence of works for which legal protections are provided are not available.

Intellectual property protection afforded by copyright and related measures enters
trade and commerce through the protection of the expression of ideas such as
through reproduction, publication and performance. The time-scale over which
income accrues therefore will be of importance to how copyright might enter trade
and commerce as well as the duration of protection afforded by IP law.3 Evidence
suggests that the commercial life of creative works is, on average, relatively short
— with the majority of income generated by sound recordings accruing within five
years of release and income from sales of fiction titles occurring in the first months
of publication (Gowers 2006, pp. 52-3).

Licence fees, royalties and other IP revenues

For arrangements yielding licence fees, royalties and other revenue for IP holders,
transactions between countries are estimated in balance of payments statistics.
There is, however, no comparable Australian national accounts data which measure
the flow of IP fees and royalties between firms in Australia.

In 2011-12, the recorded value of Australia’s payments to offshore IP holders
amounted to $5.2 billion, while Australia’s receipts from non-residents were nearly
$1 billion, around 0.3 per cent and 0.1 per cent of GDP, respectively (figure 4.2).
Licences to reproduce or distribute computer services (mainly software), royalties
on film and television entertainment and charges for the use of franchises and trade
marks together accounted for about three quarters of the value of these payments
offshore (figure 4.2, right hand panel). On the receipts side, around 60 per cent by
value accrued from licensing of the use of computer services and for the use of the
outcomes of research and development (figure 4.2, left hand panel). Since 1989-90,
the value of balance of payments IP receipts and payments have, on average,
increased about one percentage point faster per year than GDP. These estimates, as
would be expected, will be influenced by a variety of factors including the level and
changes in IP activity as well as other factors such as increased globalisation of
economic activity and international taxation considerations of multinational firms.

3 Asnoted (section 4.1) the period of copyright typically extends to the author’s life plus a further
margin, which is 70 years after death in Australia.
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Figure 4.2  Balance of payments licence, royalty and other charges for the
use of intellectual property, Australia, 2011-12a

Balance of payments IP credits (receipts) — Balance of payments IP debits (payments) —
about $1 billion (0.3 per cent of balance of about $5.2 billion (1.3 per cent of balance of
payments credits and 0.1 per cent of GDP) payments debits and 0.3 per cent of GDP)
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A Charges for use of intellectual property are compiled in accordance with the IMF Balance of Payments and
International Investment Position Manual (sixth edition). Under this manual, charges for IP include charges for
use of proprietary rights, and charges for licences to reproduce or distribute IP embodied in originals or
prototypes. Transactions are recorded when payments are made in accordance with the substance of
licensing agreements. Franchise fees, trade mark revenue and payments for use of brand names may include
aspects of property and services income, as well as charges for IP.

Source: Commission estimates based on data from ABS (2012c) (Balance of Payments and International
Investment Position, Australia, Sept. 2012, Cat. no. 5302.0, tables 15, 16 and 51).

IP content of production and trade conferred by IP protection

In an earlier study of the trade-related aspects of IP, the Commission used a
two-stage process to examine the value of the IP content of Australian production
(whether used locally or exported) and imports, recovered commercially through IP
protection (Revesz 1999). In the first stage, an assessment of the R&D and creative
costs of domestic production, exports and imports was made. In the second stage,
the component of these costs recovered commercially through IP protection was
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estimated.4 The calculations were in terms of ‘per cent of GDP’ with lower and
upper-bound estimates being made. The lower bounds have been projected forward
to 2011-12 dollars to provide a broad indication of the possible current values.

« For copyright, the value of content in Australian production and trade may be at
least $28 billion (in 2011-12 values) (around two per cent of GDP) with about
three quarters of this embedded in domestic sales of locally produced goods and
services. The copyright content applying to imports has typically been estimated
to be much larger than that applying to exports.

o For patents, the IP content embodied in Australian production and trade (imports
and exports) may be at least $3.5 billion (2011-12 values) (around 0.25 per cent
of GDP) — most of which is likely to be embedded in imports — reinforcing the
common statement that Australia is a net importer of IP.

The Commission’s 1999 study recognised that there are monetary premiums
attached to trade marks, designs and other IP subject to legal protections, but noted
a lack of suitable data to make quantitative inferences about the IP content for these
instruments in production and trade.

Other measures

Another relatively easy-to-measure indicator of the economic footprint of IP is the
‘size’ of IP-related industries — with indicative estimates suggesting this could be
as high as 10 per cent of GDP for copyright-related activities.> While economic
activity in the copyright supply and distribution chain would, to varying degrees, be
influenced by copyright law, it is important to note that measures of the scale of
activity in the chain do not provide a measure of the value of the copyright ‘content’
of production and trade. Nor do they imply links between legal protection for IP and

4 Other means by which businesses may recover the cost of their R&D and creative activity
include secrecy and market power, as well as direct support by government through taxation
concessions and other budgetary outlays. The estimates of the costs recovered through IP
protection would vary over time with the level of IP embodied in goods and services and the
relative importance of IP law as a means of recovering the costs of development or creation.

5 The World Intellectual Property Organization has also developed a framework for identifying
industries in the ‘copyright supply and distribution chain’ (WIPO 2003). This framework
distinguishes between industries that may be engaged in the creation or distribution of copyright
material (core activities) and industries that provide technology and equipment supporting the
creation, production or use of creative works (independent industries). This framework has been
applied in Australia, in a consultant study, as part of a study of 30 countries of the scale of
copyright supply, distribution and support (PwC 2012; WIPO 2012b). The WIPO study
indicated that copyright supply and distribution and support activities account for around
5 per cent of GDP across the 30 countries sampled, while for Australia and the United States,
the activities were estimated to account for around 10 per cent of GDP.
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levels or the extent of such activities that would exist without copyright protection,
that 1is, the counterfactual.

Another approach to examining the economic importance of copyright is to measure
firm investment in copyright content. Such measurement has formed part of the
move in the national economic accounting field to treat long-lived artistic originals
as capital assets (rather than treating the cost of producing artistic originals as
current expenses). Soloveichik (2011) estimated the investment in artistic originals
(such as theatrical movies, recorded music, books, and television programs) to be
around 0.35 per cent of United States GDP in 2007. Goodridge et al. (2012) make a
comparable estimate of 0.4 per cent of United Kingdom GDP in 2009. Australian
national accounts information indicates capital formation of artistic originals
amounted to around $2.3 billion in 2012 or around 0.15 per cent of GDP (ABS
2013).

4.4 Bilateral, regional and global frameworks

There has been a progressive increase in the coordination and harmonisation of IP
law and its application through global frameworks, as well as bilateral and regional
agreements. Frameworks influencing Australian IP law, and trade and commerce in
IP both within Australia and internationally, include:

o the Agreement on Trade Related Aspects of Intellectual Property Rights
(TRIPS);

« treaties administered by the World Intellectual Property Organization (WIPO);
« other dedicated IP agreements falling outside of the WIPO framework; and

« IP provisions included as part of bilateral and regional trade agreements.©

Other international treaties and agreements, such as the United Nations Framework
Convention on Climate Change and the Kyoto Protocol contain provisions relating
to the transfer of technology (which may have implications for domestic IP
arrangements).

In Australia, treaties are tabled in Parliament before the agreement enters into force.
Tabling may be followed by review processes, after which enabling legislation is
presented to Parliament. (Treaties are referred to by a number of different names,
including, international conventions, international agreements, covenants, final acts,

6 A non-treaty measure that may affect the transfer of Australian manufactured products using US
technology (including data) is the United States International Trafficking in Arms Regulation
(ITAR), which requires US Department of State approval before transfer.
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charters, protocols, pacts, and accords. Usually these different names have no legal
significance in international law.)

The plurality of international IP agreements and the interaction between them and
with existing domestic law is complex.

« The IP agreements interact through the referencing of one agreement in another,
such as through the referencing of several WIPO agreements in TRIPS. They
also interact through eligibility criteria — for example, the Budapest Treaty on
deposits of micro-organisms for patent procedures is only open to parties to the
Paris Convention for the protection of intellectual property.

o In some areas of IP, there is more than one treaty. Sometimes new treaties are
developed to address changes in technology or developments in IP, as happened
with the Singapore Treaty on the Law of Trademarks (which followed on from
the Trademark Law Treaty). There may also be multiple versions of the ‘same’
treaty, such as the International Convention for the Protection of New Varieties
of Plants, with different signatories to different versions.

« Uncertainty can arise when treaty obligations are not incorporated directly into
the relevant domestic Act or subordinate legislation. This issue was raised by
participants in the Commission’s recent inquiry into compulsory licensing of
patents, in reference to differences between the Patents Act and provisions in the
Australia-United States Free Trade Agreement (AUSFTA (PC 2013).

Agreement on Trade Related Aspects of Intellectual Property Rights
(TRIPS)

TRIPS is the overarching international IP agreement, and came into effect on
1 January 1995 as one of the major outcomes from the Uruguay Round of
multilateral trade negotiations that led to the establishment of the WTO.7 TRIPS
adopted the most-favoured-nation (MFN) principle, which had not traditionally
been provided for in multilateral IP treaties. This principle means that an
‘advantage’ granted by a TRIPS member to the nationals of another country
(whether a member or not) should be afforded to all members.

7 Prior to the Uruguay Round, IP exporting countries, particularly the United States, had pursued
stronger IP protection against infringements in developing countries (Maskus 2000). The
Uruguay trade negotiations provided an opportunity to offer developing countries some
compensating benefits for strengthening IP protection. Developing countries agreed to join
TRIPS partly in exchange for the liberalisation of agricultural and textile imports by developed
nations. Initially, the trade talks focussed on ‘pirated’ copyright and counterfeit products that
misappropriated well-known trade marks. However, the final agenda was widened to include all
IP issues (Revesz 1999).
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TRIPS sets substantive minimum standards in virtually all areas of IP protection. It
does not aim at complete harmonisation as countries are free to exceed the
minimum standards in national law. Particularly significant provisions introduced
by TRIPS were in relation to patent eligibility, requirements for the protection of
plant varieties, copyrights for computer software and electronic transmissions,
protection for well-known trade marks, and effective measures to safeguard
confidential information. The Agreement also provides guidelines about the
effective and expeditious domestic enforcement of IP rights — an element that was
not included in earlier international agreements. Compared with the previously
unenforceable conventions supervised by WIPO, the TRIPS brought IP into the
dispute settlement mechanism of the WTO.

Most of the requirements of TRIPS were already incorporated into Australian law
and enforcement practices before the adoption of the agreement. The most
significant legislative change brought about by TRIPS in Australia was the increase
in the maximum available standard patent protection term from the existing
16 years to 20 years.

TRIPS does not codify detailed matters such as the screening criteria for a patent or
the definition of infringements to copyright, leaving scope for national guidelines to
vary without violating TRIPS.

WIPO administered agreements

WIPO is the United Nations agency dedicated to the use of IP as a means of
stimulating innovation and creativity (WIPO 2012a). WIPO was established in 1967
— with predecessor agencies dating from the 19" century. It currently has 186
member states, including Australia. Of the 24 IP treaties it currently administers, 15
are in force in Australia (table 4.2). Of major trading nations with significant patent
and trade mark filings, the United States is party to 14, China to 13, Japan to 14,
Germany to 19 and the United Kingdom to 17. The Republic of Moldova is party to
the most (24).

In many cases, Australia was either not an original signatory or did not ratify the
agreement at the time it came into force.® Although being a signatory does not
mean the provisions are immediately part of domestic law, signing does prohibit a

8 A country can become a member of a treaty through a process of ‘accession’ or ‘ratification’. In
the case of ratification, the country first signs and then ratifies a treaty. The procedure for
accession has only one step (and is not preceded by an act of signature). Australian membership
of most IP treaties has been through accession rather than ratification. In Australia, treaties have
no force until legislation is passed by Parliament.
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country from action that would defeat or undermine the treaty’s objective (Geneva
Academy 2012).

Over time, more countries have become parties to existing agreements and the
subject matter covered by international agreements has expanded. At the same time,
no two countries are party to precisely the same agreements. Some agreements have
been revised several times with different countries being party to different versions.
Many agreements are also flexible in various provisions allowing for a variety of
domestic laws to give effect to the treaty objective.

In addition, some countries have IP regimes consistent with WIPO treaties, even
though those countries have not formally joined. For example, Australia uses the
Locarno system of classification for designs even though it is not a member of the
relevant treaty.
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Table 4.2 Current international IP agreements administered by WIPO
Current Ratified
First  contracting by
Agreements agreed? partiesP Area of IP Aust.
Paris Convention 1883 174 Industrial property 1925
Berne Convention 1886 166 Copyright 1928
Madrid Agreement 1891 35 Repression of false or deceptive -
(Indications of Source) indications of source on goods
Madrid Agreement (Marks) 1891 56 International registration of marks -
Hague Agreement 1925 60 International registration of designs -
Nice Agreement 1957 83 Classification of trade marks 1961
Lisbon Agreement 1958 27 Appellations of origins (geographical -
indications)
Rome Convention 1961 91 Performers, phonogram producers & 1992
broadcasting organisations
Locarno Agreement 1968 52 Classification of industrial designs -
Patent Cooperation Treaty 1970 146 International patent filing 1980
Strasbourg Agreement 1971 62 International patent classification 1975
Phonograms Convention 1971 77 Protection of phonogram producers 1974
against unauthorised duplication
Vienna Agreement 1973 31 Classification of figurative elements -
of marks
Brussels Convention 1974 35 Unauthorised distribution of 1995
program-carrying signals transmitted
by satellite
Budapest Treaty 1977 78 International recognition of 1987
microorganism deposits for patents
Nairobi Treaty 1981 50 The Olympic symbol -
Washington Treaty 1989 Not yet in Integrated circuits -
force (8
signatories)
Madrid Protocol 1989 88 Compatibility of Madrid system with 2001
legislation of certain countries which
had not acceded to the Madrid
Agreement
Trademark Law Treaty 1994 53 Simplification & harmonization of 1998
trade mark registration procedures
WIPO Copyright Treaty 1996 90 Copyright 2007
WIPO Performances and 1996 90 Performers rights 2007
Phonograms Treaty
Patent Law Treaty 2000 32 Harmonization & streamlining of 2009
international applications
Singapore Treaty on the 2006 29 Harmonization of trade mark 2009
Law of Trademarks registration procedures
Beijing Treaty on Audio 2012 Not yetin  Performers rights -
visual Performances force (51

signatories)

A 3ome agreements have been revised multiple times, for example there are three Acts of the Hague
Agreement currently in force (1934, 1960 and 1999). b of the current contracting parties, some may be party

to different versions.
Source: WIPO (2012a).
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Other international IP agreements influencing Australian IP law

International Convention for the Protection of New Varieties of Plants

The protection of new plant varieties was first introduced in the United States in
19309 and progressively adopted in Western Europe. The first international
agreement on plant [P was the 1961 International Convention for the Protection of
New Varieties of Plants. This was revised in 1972, 1978 and 1991. These
international plant protection agreements are managed by the International Union
for the Protection of New Varieties of Plants (UPOV), an organisation largely
independent of WIPO. Currently, there are 71 members of UPOV, with 19 party to
the 1978 version only and not the latter 1991 version.

Australia did not sign the 1961, 1972 and 1978 UPOV conventions because of
concerns over whether the Federal Government had constitutional power to legislate
and because of debate over the merits and form of any such legislation (Sanderson
and Adams 2008: Sanderson 2011). Ultimately, separate legislation for plant
breeder’s rights was enacted through the Plant Variety Rights Act 1987. Australia
subsequently became a member of UPOV in 1989 and replaced the 1987 Act with
the Plant Breeder’s Rights Act 1994, to give effect to the UPOV Conventions of
1978 and 1991, and to align the plant breeder’s rights system with changing
technologies (ACIP 2010).

The Anti-Counterfeiting Trade Agreement

The Anti-Counterfeiting Trade Agreement (ACTA) is a plurilateral 10 treaty for the
enforcement of IP rights through a regime of common enforcement standards and
practices, and a framework for international cooperation on these matters. Article 36
of ACTA would create an the ACTA Committee, comprising the Parties to the
Agreement. The ACTA text was finalised in 2010 with Australia signing in October
2011. As at May 2012, Australia has not ratified the agreement. To date, 31

9 It established patent rights for developers of new varieties of many asexually propagated plants,
for example apple trees and rose bushes, that are propagated by cutting pieces of stems rather
than germinating seeds. Patent rights in the United States for seed propagated plants were
established in 1970.

10 The primary difference between a plurilateral treaty and other multilateral treaties is that the
availability of reservations is more limited under a plurilateral treaty. Due to the limited nature
of a plurilateral treaty, the full cooperation of the parties to the treaty is required in order for the
object of the treaty to be met. As a result, reservations to plurilateral treaties are not allowed
without the consent of all other parties to the treaty.
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countries have signed ACTA and Japan is the only one to have ratified. (Further
detail on the ACTA is provided in chapter 5.)

IP provisions in Australian bilateral and regional trade agreements

While IP protections have traditionally been the province of domestic legislation
and dedicated multilateral treaties, in recent years they have also increasingly been
included in bilateral and regional trade agreements (BRTAs). While most of
Australia’s recent BRTAs reaffirmed the existing commitments under TRIPS, the
agreements with the United States and Chile covered more IP matters than TRIPS
(DFAT 2010).

Australia made changes to domestic law as a result of the (AUSFTA). A prominent
change was the extension of the copyright expiration period from 50 to 70 years
after the author’s death to align with US practice.ll Another notable consequential
change to Australian law (implemented in the Copyright Amendment Act 2006)
related to strengthened protection against the circumvention of digital rights
management systems (DRMS), which had already been implemented in the United
States by the Digital Millennium Copyright Act. DRMS are technical ‘locks’
copyright owners use to stop material being copied without permission.
Strengthened DRMS potentially provides stronger protection for copyright holders,
but may also inhibit ‘fair dealing’. As noted below (section 4.7), permissible
circumvention of technical protection measures in Australia is currently under
review.

IP matters are included in negotiations towards a proposed Trans-Pacific
Partnership (see chapter 5).

4.5 IP administration and legal recourse

Administration of the Australian IP system involves significant public resources,
and responsibilities are spread across many government agencies. The design and
operation of IP administration as well as the prevalence and costs of legal action can

11 Copyright term in the United States has progressed from 14 years plus an additional 14 years if
the author was still alive (1791), to 28 +14 (1831), to 28+28 (1909), to life of author plus 50
years (1976), to life + 70 years (1998). In Australia, the copyright term in the 1905 legislation
was the shorter of seven years after death of the author or 50 years from publication. In 1912,
when copyright law reverted to the British copyright legislation, the term changed to life of the
author plus 50 years, which remained the case until the AUSFTA extension in 2006 to generally
life plus 70 years.
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materially influence the outcomes of IP systems. Some background on these aspects
is outlined below.

IP responsibilities within the Australian Government

The array of IP types and related activities has given rise to widespread government
responsibilities. The Attorney-General’s Department is responsible for the
Australian Government Intellectual Property Rules, setting out how government
manages its own IP. The registered rights (patents, trade marks, design and plant
breeder’s rights) are administered by IP Australia, a prescribed agency within the
Department of Industry, Innovation, Climate Change, Science, Research and
Tertiary Education portfolio. Responsibility for copyrights resides with the
Attorney-General’s Department. Other government agencies with IP related
functions include: the Department of Foreign Affairs and Trade (international IP
policy and trade-related aspects of IP in consultation with domestic agencies); the
Department of Regional Australia, Local Government, Arts and Sport (artists’
resale royalty); the Department of Broadband, Communications and the Digital
Economy (IP issues relating to digital content of communications providers); the
Department of Health and Ageing (pharmaceutical patent extension applications
and compulsory licensing and crown-use exemptions relating to delivering medical
and pharmaceutical benefits); Therapeutic Goods Administration (protection of test
data in the context of therapeutic goods registration applications); the Department of
Agriculture, Fisheries and Forestry (test data submitted for agricultural chemical
regulatory approval and wine geographical indicators under the Wine Corporation
Act); and the Australian Customs and Border Protection Service (seizure of
suspected IP infringing goods).

In addition to the administration and policy responsibilities of departments, the
Australian Government provides funding for the Australian Copyright Council
(through the Arts Council) and the Intellectual Property Research Institute of
Australia (through IP Australia). The Advisory Council on Intellectual Property
(ACIP) is an independent body appointed by the government, to advise the
Australian Minister for Industry and Innovation on IP matters and strategies.

IP office resources and examination

While IP systems are often described and compared in terms of their length and
coverage of IP protection (section 4.1), the overall strength and quality of an IP
system also depends on institutional design features (such as examination periods,
opposition processes, and IP office resources) as well as enforcement and litigation
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cost effectiveness. Recent research suggests that seemingly minor changes in the
institutional design of patent systems can have relatively large effects on application
levels, grants rates and disputes over validity of patents (Hall and Harhoff 2012;
PC 2013, appendix B).

IP Australia

Intellectual property offices can be large public organisations. In 2011-12, IP
Australia employed around 1100 people and had a total expenditure of about
$156 million, most of which was recovered by charging fees for its IP rights
services, as required under government cost recovery requirements (IP Australia
2012a).

A standard patent can be granted in Australia within a couple years from initial
application, though it can take up to a maximum of around eight years (figure 4.3).
An opposition can take one year; although three to four years has not been
uncommon in the past. Recent legislative changes aim to streamline the opposition
process. Once granted, the standard patent term dates 20 years from the filing date
(with an extension of up to five years potentially available for pharmaceutical
patents). Potential infringements of a patent date from the initial publication
(disclosure) of the application and can be legally pursued (retrospectively) if a
patent application is subsequently successful.

In recent years, rising demand for IP rights in an increasingly global system, and
difficulties in attracting and retaining enough qualified staff, created a steady
increase in the backlog of unexamined applications and a weakening in the
achievement of compliance and timeliness standards (IP Australia 2012a). In
2010-11, IP Australia introduced a Product Quality Review System (PQRS) and by
2011-12, the patent backlog had been reduced by about 24 per cent from the peak
level in 2010, while average examination times were reduced from 16 months to 11
months.
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Figure 4.3  Stylised overview of a standard patent application process and
patent term
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