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About Australian Industry Group
The Australian Industry Group (Ai Group) is a peak industry association in Australia which
along with its affiliates represents the interests of more than 60,000 businesses in an
expanding range of sectors including: manufacturing; engineering; construction;
automotive; food; transport; information technology; telecommunications; call centres;
labour hire; printing; defence; mining equipment and supplies; airlines; and other
industries. The businesses which we represent employ more than 1 million people. Ai
Group members operate small, medium and large businesses across a range of industries.
Ai Group is closely affiliated with more than 50 other employer groups in Australia alone
and directly manages a number of those organisations.

Australian Industry Group contacts for this submission
Mark Goodsell Head NSW
02 9466 5423 mark.goodsell@aigroup.com.au
David Richardson Senior Economist
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1. Introduction
The NSW economy is continuing to grow and outperform other states, supported by the
impetus of strong residential investment, a growing population and a continued rise in
consumer spending.
The State’s fiscal position has also improved. According to the NSW Treasury Half-Yearly
Review estimates, the Budget Result for 2016-17 was a surplus of nearly $4.0 billion, an
upward revision of $259.9 million on the surplus recorded in the 2016-17 Budget. The
state’s finances have continued to benefit from rising stamp duty receipts (on the back of
the strong property sector upturn) as well as the partial- privatisation of the state's
electricity assets. The revenue “dividend” from a stronger economy and an asset recycling
strategy is helping to finance increased infrastructure spending which will be an important
source of economic growth over coming years.
However, the outlook for the NSW economy is not without its challenges and risks. Despite
solid headline figures, many local businesses continue to face tough and testing conditions,
and are concerned about a range of pressures which are hindering their ability to compete
in national and global markets. These pressures include slow productivity growth, a high
burden of regulation. And inadequate skills, especially STEM skills to support innovation
and competitiveness. A growing number of industrial and commercial businesses also have
urgent concerns about the steeply rising price of electricity and gas and the increasing
challenges to reliable supply.
Activity in NSW in recent years has been strongly supported by an urban residential building
boom, which is passing its peak in 2016 as approvals edge lower and the banks tighten
credit flows to investors. The state’s health and education services face rising demand and
funding pressures from population growth, as well from the ageing demographic trend.
Regional development must also be a key element in long-term planning and development,
in order to meet our collective social inclusion objectives and to address the worsening
urban-rural divide.
The NSW fiscal task is also poses challenges. State revenue will come under more pressure
from the anticipated moderation in the residential property market (which will directly flow
through to lower transfer duty and mortgage duty income), while the state’s per capita
share of the national GST pool is expected to fall in the medium term to its lowest level
since the GST was introduced.
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The Australian Industry Group (Ai Group) therefore urges the NSW Government to use the
2017-18 Budget to address the current difficulties being faced by a number of businesses
while also embarking on the reforms needed to build the capability and capacity of the
economy over the long-term.
This includes improving cost competitiveness and lowering business costs for NSW
businesses; ensuring policy and regulatory settings - in areas such as taxation and the
provision and maintenance of infrastructure - are conducive to strong productivity growth;
doing more to assist the development of the manufacturing sector and its supply chains
and; enhancing relationships between industry and research organisations.
Equally important is the need for the Government to support the future growth of the
economy by building on the progress it has already made in a number of key areas,
including:






The delivery of high levels of infrastructure funded through operating surpluses and
asset recycling strategies;
Progress in attracting and growing the right businesses for future jobs growth
through the Jobs for NSW program;
Increased support for science and research in ICT, engineering, and physical and
biological sciences under the Innovate NSW Program;
Progress in improving the skills and job opportunities of young people by
establishing the Smart, Skilled and Hired Program;
Payroll tax rebates for small businesses for the employment of new workers;

This submission sets out the policy priorities that Ai Group believes will be critical to
building the productive capacity and long-term growth of the NSW economy, and ensuring
that the benefits are shared across the state.
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2. Summary of Recommendations
The following are the key recommendations of Ai Group’s budget submission.
Reducing the Cost of Doing Business in NSW:


The State Government must focus on reducing, simplifying or replacing inefficient
state-based charges to ensure that the State’s tax system has minimum impact on
business and promotes long-term economic growth across all sectors of the
economy.



Investigate alternative ways to finance the removal of the most inefficient state
taxes, including giving consideration to the removal of residential and commercial
stamp duties by more fully utilising the existing local government land rate system
or by reforming the state government land tax base.



An on-going commitment to the progressive reduction in the payroll tax rate and
lifting of the payroll tax exemption threshold.



Ensure that broad industry consultation occurs on any possible changes to premium
formulae that is proposed by the State Insurance Regulatory Authority SIRA or iCare,
and that employers have sufficient time to understand any potential changes and
factor them into their budgets.



NSW lead efforts to reduce the burden of inconsistent reporting and duplicative
areas of compliance that have accrued across State and Federal Governments,
particularly by advocating for, and facilitating a single national online reporting
portal.



Regulatory agencies work together to develop and implement a broadly-based
master licence for business, subsuming all commonly required licences and
permissions in one instrument;



Businesses be given the option of paying taxes, premiums and charges on an
instalment basis where practicable;



The State Government works with industry to address concerns relating to the NSW
Public Complaints Register with a view to ensuring that the register adheres to the
fundamental principles of procedural fairness in its design and administration.

Infrastructure Investment
In the planning and execution of the state’s infrastructure and investment programs, the
Government should:
5
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Ensure full and fair consideration is given to local businesses when awarding jobs so
as to serve the larger purpose of creating jobs and lifting morale in the local
communities.



Instigate further development of structured public-private partnership policies that
can lower the risks faced by private investors thus attracting more private sector
investments while reducing upfront costs to the public.



Smooth investment cycles as a means of avoiding a surplus of projects entering the
market at any given time.



Ensure the early engagement of the private sector in projects so that opportunities,
risks and issues on individual projects are identified and communicated before
requiring the submission of tenders or expressions of interest.



Work in partnership with the private sector in developing and implementing best
practice principles within its own infrastructure delivery responsibilities.



The selection and retention by Government of experienced and appropriately skilled
project development and managerial delivery personnel to ensure private sector
confidence in the tender and operational processes.
Minimise risks to successful projects by ensuring approvals processes are more
certain, and the conditions streamlined before the construction contract is
executed.



Government Purchasing








Ai Group recommends that Government agencies show a commitment to the
procurement principles of value for money, clarity, transparency and improvement
of processes, full and fair access, full opportunities for local suppliers, and
supporting industry through effective planning and communication.
In particular, there is a need to take into account “whole of life” costs by adopting
an approach that looks beyond “least cost” and brings to bear a more transparent,
broader cost-benefit equation or value model. This approach recognises through-life
servicing and support which are key advantages that local suppliers are able to offer,
and is especially needed in major projects and major technology intensive
purchases.
The NSW Government give consideration to establishing an industry participation
advocate (as already established in South Australian and the ACT) to act as a
mechanism for helping local businesses leverage maximum opportunities from the
State’s Government’s portfolio of infrastructure projects. and deliver more value for
the State from government tendering.
Further enhance the market-led unsolicited bid process to maintain the confidence
of industry as a means of maximizing the development of new assets and
6
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encouraging industry to submit innovative solutions to meet NSW infrastructure and
service needs
Innovation
Ai Group encourages the NSW Government to take an active role in improving the
innovation environment in the state through considered policy settings and incentives by
building on its existing range of government innovation programs and:


Maintaining a focus on building collaborative links between researchers and
industry, and in doing so ensure that opportunities for collaboration are open and
accessible to all sizes of businesses from all sectors with an emphasis placed on the
generation of commercial outcomes.



Addressing gaps in the venture capital market, to assist innovative firms to break
out and commercialise their research and development capabilities. This could be
achieved through a State based Innovation Investment Fund.



Increased funding for measures that improve the flow of private capital to
innovative businesses and increase collaborative opportunities between businesses.



Introduce Government education programs that assist SMEs, particularly in regional
areas, in taking advantage of broadband and other advances in ICT (including the
upskilling of employees. These could make a valuable contribution to NSW’s future
global competitiveness.



Undertake initiatives to help industry and the population at large understand cybersecurity risks and how they can protect themselves on-line.

Support for Manufacturing
Ai Group strongly recommends that the NSW Government use the 2017-18 Budget to
increase funding for well-targeted programs to build manufacturing business
competiveness primarily by improving the capacity and capability of the NSW industrial
supplier base, with an emphasis on:


programs aimed at bridging gaps in key technical and business skills with the goal of
building greater collaboration between industry and the training system.



programs aimed at building exports and collaboration focusing on awareness
raising, training, skilled export staff and stronger long-term supply chains in
emerging and strategically important sectors.
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programs aimed at attracting investment for NSW by making more companies
investment ready, promote innovation and by raising the profile of manufacturing
in the state by effectively marketing NSW’s capability in manufacturing.



Programs aimed at building supply chain capability such as workshops to share
examples of best practice across sectors on supply chain competitive issues or
matching buyers and sellers through targeted “Meet the Buyer” events.



Programs aimed at supporting the development of new innovative industries in
advanced manufacturing.



Programs aimed at lifting the adoption of ICT enabling technologies.

Transport


A focus on providing the necessary public and freight transport infrastructure
needed at Badgerys Creek Airport to realize the economic and social benefits for the
Greater Western Sydney area.



The provision of more freight-only rail lines and guaranteed time allocations on the
network to improve the effectiveness of Sydney’s rail operations and cater for
increasing.



Major investment in the transport network linking the regions with Sydney and
interstate destinations must be a priority.



Continue to investigate opportunities that enable increased contestability in the
delivery of public transport services.



Further consideration into the role of congestion charging and distance-based
tolling on Sydney's toll road network.

Improving Housing Affordability
Prioritise the release and rezoning of lands that are best capable of accommodating housing
and the delivery of infrastructure and a network of transport in these designated areas, and
ensure initiatives to improve housing affordability are underpinned by:


a genuine commitment by local councils to the release of new areas and roll-out of
large subdivision developments;
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an across the board stocktake of underutilized residential land that offers
opportunities for affordable housing in close proximity to existing transport and
services;



reform of planning laws to overcome unnecessary delays and costs in development
proposals;



an increase in the number of development proposals that can be fast-tracked by
compliance with “code assessable development” or which meet set criteria or
standards and;



timely and uniform implementation of the legislation and planning policies on a
whole of government basis so as to get things done.

Environment and Energy


Support energy efficiency while avoiding duplicative energy planning requirements
on large energy users.



Ensure efficiency policy supports small and medium business energy users.



Facilitate development of gas resources as part of the larger new energy strategy.

Education and Training Reform


Ensure a stronger emphasis on STEM skills, training and education, at all levels of
education;



Address the declining investment in VET and the increasingly uneven investment
across the jurisdictions by the NSW Government working through COAG to examine
the possibility of a movement towards a nationally funded and nationally operated
tertiary education system



Support the implementation of measures to achieve full national consistency for all
apprenticeships across Australia, including consideration of an oversighting body to
ensure programs and arrangements meet current and emerging occupational needs.
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3. The NSW Economy
The NSW economy is achieving solid expansion and is outperforming growth Australia-wide.
NSW continues to be a major beneficiary of Australia’s transition from mining to nonmining led growth and is benefitting greatly from lower interest rates, the relatively low
Australian dollar, firm population growth and strength in tourism. These factors have
continued to support residential construction, business activity and consumer spending in
NSW.
NSW Gross State Product (GSP) grew by a solid 3.5% in 2015-16. This was the highest
annual growth rate of all states, and exceeded Australian GDP growth of 2.8% in 2015-16
(see Table 1). It was also well above the 10-year average growth rate for NSW of 2.2% (see
chart 1).
Table 1: Real GSP growth and state rankings, 2014-15 and 2015-16

NSW
Victoria
Queensland
South Australia
Western Australia
Tasmania
Australia

2014-15
% p.a (real)
Ranking
2.6
2
2.6
2
1.2
6
2.0
4
3.6
1
1.3
5
2.4
-

% p.a (real)
3.5
3.3
2.0
1.9
1.9
1.3
2.8

2015-16
Ranking
1
2
3
4
4
6
-

Share of GDP (%)
32.5
22.6
19.1
6.1
14.5
1.6
100

Source: ABS Australian National Accounts, State Accounts 2015-16

Chart 1: Real GSP growth, NSW

Source: ABS Australian National Accounts, State Accounts 2015-16

A key growth engine for NSW is new residential building activity. On the supply side, new
dwelling commencements (building activity) in NSW reached their highest level on record in
early 2016, and for the full year to June 2016 were up by a solid 17.5% following a 23.0%
rise in the previous financial year. Despite moderating somewhat from their recent peaks,
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residential approvals remain elevated in NSW, and this should ensure a high level of house
and apartment building activity over 2017. However, an easing in house price gains and
slower building approvals growth suggest that residential construction will have a weaker
positive impact on NSW economic growth in the year ahead.
While private business investment increased by just 1.6% (real, seasonally adjusted) in the
year to June 2016, growth is poised to pick-up over the course of 2016-17 and 2017-18
given the substantial amount of work in the NSW infrastructure pipeline. Work yet to be
done in NSW engineering construction stood at a near record level of $12.6 billion in the
June quarter 2016, underpinned by a sizeable proportion of public-backed transport
infrastructure projects. Support for major project activity is also expected from the
telecommunications sector (in line with the roll out of the NBN and 4G network
developments) and some large commercial construction projects, particularly in the Sydney
CBD. Importantly, the lift in infrastructure investment is likely to cushion the impact of
slower residential construction growth.
The positive wealth effect from rapid house price appreciation and low interest rates, plus a
relatively solid labour market, has continued to support NSW consumer spending.
Household consumption expenditure increased at an annual pace of 3.2% during 2015-16.
This was slightly slower than 3.5% growth in the previous year, although it exceeded the 10year average rate of 2.7% for NSW. While consumer spending is expected to continue to
make a solid contribution to NSW economic growth in the year ahead, growth is likely to
moderate in line with softer conditions in the housing market. Weak income growth is also
placing limits on a further pick-up in retail sales. Retail sales volumes in the second half of
2016 confirm a slower pace of consumer spending in NSW. Annual growth in retail sales
volumes stood at 2.3% (seasonally adjusted) over the year to December 2016, down from a
3.5% annual pace in June 2016.
Growth in household demand has in turn supported demand for labour in NSW. The NSW
labour market was particularly robust in 2015-16, although the pace of growth has
moderated. Following the creation of 107,710 jobs (+2.9% p.a.) in the year to June 2016,
employment gains have since eased to 6,943 (+0.2% p.a.) in the year to December 2016 and
were broadly stable in the year to January 2017. However, the NSW trend unemployment
rate as at January 2017 stood at 5.1%. This is lower than all states and below the national
unemployment rate of 5.7%. Manufacturing and construction have been the dominant
employment generating sectors, adding a net 41,400 and 25,400 new jobs respectively in
the year to November 2016.
The medium-term economic outlook for NSW remains positive, as the economy continues
to gain support from the near-term upside in dwelling investment, gains in employment
across key service sectors and a high amount of activity in road and rail infrastructure.
In its 2016-17 Half Yearly Review (released in December 2016) paints a positive outlook for
the NSW economy with growth to benefit from the state’s diversified range of industries
11

Ai Group NSW 2017-18 Pre-Budget Submission

and its low exposure (relative to national output) to weaker mining investment. The
Government expects the growth rate in state output to slightly moderate in 2016-17 and
2017-18, consistent with an easing in state final demand growth. Even with this
moderation, the pace of NSW economic growth is forecast to remain at an above trend
rate.
Nevertheless, there are a range of key risks to this positive growth outlook for NSW,
including:


A more protracted recovery in the global and domestic economies;



A later and slower recovery in non-mining business investment; and



a sharper than expected deceleration in house building activity and/or the recent
surge in population growth that is largely supporting the house-building boom;



a higher than expected Australian dollar and/or a sharper than expected
deceleration in the Chinese economy, either of which could reduce international
student numbers, international tourist numbers, foreign housing investor numbers
and export earnings.

These risks and the challenges facing many businesses highlight the need for the
Government to be strongly focused on the long term, by embarking on reforms that build
the capacity and capability of the economy to ensure we make the most of the
opportunities that lie ahead.
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4. REDUCING THE COSTS OF DOING BUSINESS IN NSW
State Governments across the country are responsible for a sizeable portion of the
government costs levied on business, through taxation and regulation. Industry
understands that the Government needs revenue streams to fund the provision of essential
public services, but it is important that only necessary regulation and the most efficient
taxes are imposed. The prosperity of the NSW economy is dependent on the Government
committing to improving the competitiveness of NSW businesses through sensible and
sustainable reductions in business costs.
This will mean reducing, simplifying or replacing inefficient state-based charges to ensure
that the State’s tax system has minimum impact on business and promotes long-term
economic growth across all sectors of the economy. There must also be a reduction in
unnecessary red tape, to make it easier for businesses to establish and grow in NSW and
employ. Where possible, different regulatory regimes in different states should be replaced
with nationally-consistent laws to reduce compliance costs for businesses.

4.1 Genuine Taxation Reform
NSW is a relatively heavy taxing state and businesses operating in NSW suffer a
disadvantage against competitors operating in other states. On the level of international
competitiveness, many of NSW’s taxes rank very poorly and are clear impediments to
setting up or expanding operations in NSW. Australian Bureau of Statistics data highlights
NSW’s relatively high tax to gross state product ratio in 2014-15 (see chart 2), particularly in
comparison with Queensland and Western Australia.
Chart 2: State and Local Government Taxes as a share of GSP

Source: Sources: ABS, 5220.0 Australian National Accounts: State Accounts, 2015-16; ABS, 5506.0
Taxation Revenue Australia, 2013-14

The key to maintaining a competitive taxation system in NSW is to apply the following
principles to minimise the overall impact on businesses:
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Reducing or removing taxes and charges that hinder or discourage businesses from
growing and distort or reduce economic activity;



Reducing the compliance burden that the various state taxes and charges impose on
business;



Ensuring that NSW businesses are not at a competitive disadvantage with their
interstate counterparts, and that businesses are encouraged to locate and invest in
NSW rather than in alternative locations.



Ensuring efficient administration of the tax system so that the costs of managing
and complying with any given tax are not excessive relative to the revenue raised.



Maintaining certainty and simplicity so that the taxation system is easily understood
and that businesses can clearly determine or anticipate how taxes are paid, and the
amount of tax liability.

Further Harmonisation of State-Based Taxes and Reduced
Complexity
State Governments can perform a vital task in addressing Australia’s system of inefficient
state taxes, despite the issues of Commonwealth-State financial arrangements. State based
taxes such as payroll tax as well conveyancing duties and insurance premiums are
impediments to growth, investment and job creation. There is also insufficient uniformity
across states in the application of taxes across states and inherent complexity in tax scales
and rates which adds to business costs. These costs are disproportionally borne by small
businesses.
Key priorities for taxation reform are:


State Governments collectively look to reforming their tax systems, giving priority to
the further harmonisation of tax legislation (such as stamp duties, land tax and
motor vehicle duty) so as to greatly reduce the compliance burden on businesses
operating across multiple jurisdictions.



State Governments minimise complexity in the tax system, by ensuring in the short
term that tax scales, and thresholds are simplified and there is uniform application
(including rules and definitions) across states. Reducing complexity also increases
productivity by ensuring that the resources of businesses are directed to their best
uses.



A review should be undertaken of current exemptions, definitions and concessions
that apply to taxes with a view to reducing complexity and adopting consistent
approaches across states. This is needed to minimise the administration and tax
compliance costs imposed on businesses and the economic distortions that can be
created.
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Measures should be introduced that enable on-going monitoring of the tax
compliance costs borne by businesses to clearly identify cost impacts and priority
areas for reform.



Given the absence of the prospect in the medium term of higher GST revenue,
alternative ways to finance the removal of the most inefficient state taxes should be
investigated.

Replace stamp duty by reforming land tax base
In this respect, we would recommend that the NSW government pursue the option of
removing residential and commercial stamp duties by more fully utilising the existing local
government land rate system or by reforming the state government land tax base. Stamp
duties are inefficient transaction based taxes that distort economic activity. There would be
substantial gains for the economy through the imposition of an annual charge on the
unimproved capital value of land rather than the turnover tax levied on the full property
sale price.

Improve the competitiveness of NSW’s Payroll Tax Regime
We would advocate that that as fiscal circumstances permit, the Government acts to
substantially improve the competitiveness of the state’s payroll tax regime. This requires an
on-going commitment to the progressive reduction in the payroll tax rate and lifting of the
payroll tax exemption threshold. The current payroll tax is an impediment to growth,
investment and jobs in the state and remains a major concern for NSW businesses.
As a long-term policy goal, Ai Group continues to support the recommendations of the
Henry Tax Review (Australia’s Future Tax System, 2010), that included the abolition of
payroll tax, within the context of a wider program of national taxation reform.

4.2 Ensure Workers Compensation Premium System is Stable,
Predictable and Transparent
Workers’ Compensation premiums are a key area of focus for many employers, and can be
a significant part of the on-costs associated with employment. Employers budget these
costs well in advance of the financial year commencing, and generally before they receive
formal notification of the premium from their workers’ compensation Agent.
For this reason, it is crucial that the premium system is stable, predictable and transparent.
In 2015/16, there were significant changes to the premium formula that resulted in some
employers having extreme upward movements in their premium. Whilst there had been
some consultation undertaken by iCare (the nominal insurer in the scheme) leading up to
those changes, the detail did not become available until the Insurance Premiums Order was
15
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published on 5 June 2015. Many employers did not receive formal premiums calculations
until well into their policy period.
Aware of the significant change, and associated disruption, that had occurred in 2015/16
the State Insurance Regulatory Authority (SIRA) required that the premium calculation for
2016/17 remained largely unchanged.
Employers are now anxiously awaiting information about the approach that SIRA and iCare
will take for 2017/18. Consultation has occurred on the topic of financial and premium
supervision, with a submissions summary dated December 2016 now publicly available. It is
now up to SIRA to develop and revise the relevant manuals, guidelines and other
documents.
Ai Group encourages the government to ensure that broad industry consultation occurs
on any possible changes to premium formulae that is proposed by SIRA or iCare, and that
employers have sufficient time to understand any potential changes and factor them into
their budgets.

4.3 Cutting Red Tape
Sound regulation has a strong role to play in protecting the community and environment
and underpinning economic activity. However, Ai Group’s member businesses agree that
excessive or poorly implemented regulation is a serious problem. This assessment has been
expressed repeatedly by respondents to Ai Group’s own surveys and is supported by
international comparisons. The 2016 World Economic Forum Global Competitiveness Report
ranked Australia 77th for the burden of government regulation, a marginal improvement on
2015 (80th) but down from 60th in 2010-11.
Ai Group acknowledges the strong commitment of the NSW Government to reduce red
tape in the public sector. This includes the delivery of numerous reforms under the $750
million red tape reduction target from September 2011 to June 2015 (and exceeded by
$146 million). In particular, we commend the introduction of measures such as allowing for
electronic transactions with businesses, setting targets for red tape reduction for all NSW
Government agencies and introducing a “one on, two off” policy for new regulations. Ai
Group also welcomes the introduction of an outcomes and risk-based approach to
regulation under the Quality Regulatory Services (QRS) initiative and Service NSW whole of
Government Payment Services Platform which will reduce duplicate payments and
streamline payment services.
We also welcome the agreement by the Council of Australian Governments (in the COAG
Communique of 13 December 2013) of a major focus on reducing red and green tape. And
specifically that:


The governments all agreed to work in their own jurisdictions to improve regulation and
remove unnecessary red tape;
16

Ai Group NSW 2017-18 Pre-Budget Submission



They also agreed to work bilaterally to implement ‘one-stop-shops’ for environmental
approvals in their states and territories; and.



That COAG will work together on reducing red tape in the four areas of manufacturing,
higher education, early childhood and ‘end-to-end’ regulation of small businesses, with
each state to target specific small business sectors.

While it is clear the NSW Government’s commitment and progress to reduce red tape has
been encouraging, Ai Group notes that feedback provided by members of Ai Group
indicates that the compliance burden associated with business regulation remains high.
There are a number of other actions the NSW Government can take to address business
regulatory compliance costs:


Develop and review regulatory instruments in concert with other state and
territory governments in order to achieve genuine harmonisation of state based
laws (or centralisation of laws to the Federal level) and a greater degree of certainty
and consistency in the standards applying to industry;



Reduce the burden of inconsistent reporting regimes. Businesses operating in NSW
report energy, emissions and other information under a range of state and Federal
programs. Many with operations in multiple states face a number of inconsistent
and duplicative reporting regimes. NSW should lead efforts to reduce the burden of
inconsistent and duplicative reporting, particularly by advocating for, and
facilitating, a single national online reporting portal.



Regulatory agencies work together to develop and implement a broadly-based
master licence for business, subsuming all commonly required licences and
permissions in one instrument and;



Businesses be given the option of paying taxes, premiums and charges on an
instalment basis where practicable;



Establish an on-line platform that details all local government regulatory
instruments, procedures and costs. This would provide industry and regulators with
a highly visible comparison of the cost of doing business across local government
jurisdictions.

There is considerable merit in the Australian National Audit Office Better Practice Guide to
Administering Regulation being adopted by NSW regulators at all levels of government and
regulatory agencies undergoing regular ‘health checks’ to ensure these agencies are
efficiently implementing regulations and not imposing an additional and unnecessary
burden on businesses.
17
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Also of merit, is the initiative of the Western Australian Government to deliver a series of
90-day regulatory mapping projects, which focus on identifying and reducing red tape in
target sectors or industries. Each 90-day project is aimed at identifying red tape and
regulatory burdens on businesses, and then developing practical and implementable
recommendations to make it easier to do business. The project teams comprise industry
stakeholders, relevant government agencies and businesses that work through the
regulations impacting on a target sector and/or industry with a view to making
recommendations for change, that will reduce unnecessary regulatory burden.

Address Concerns Relating to the NSW Public Complaints Register
NSW Fair Trading in 2016 established a public consumer complaints register, which we
understand is for the purpose of using complaint data to deliver better customer service
and assist customers to make more informed decisions.
While we support the rationale for the NSW scheme, we have a number of concerns with
its design which we do not consider reflects best regulatory practice and creates a
disproportionate outcome. This design of the scheme gives rise to broader issues with
respect to a process that lacks procedural fairness, creates the potential for increased
abuse of process and an unnecessary regulatory burden (including resourcing issues) on
both the regulator and affected businesses, and unfairly causes reputational damage to
businesses over frivolous and vexatious claims.
Particular elements of the scheme that are of concern include:


There is no recourse for an organisation to dispute the validity of a complaint.



The threshold for making consumer complaints is low (ten complaints from a natural
person with a proof of purchase) – it does not limit complaints to reasonable and
legitimate claims.



There is no evidence required of the consumer to support an alleged problem.



Complaints reporting are misrepresented by omitting additional and relevant
information e.g. total number of sales, customer enquiries, and trading company
name involved.



Local distribution companies are being incorrectly held accountable for actions of
third party importers and other third parties.



Definitions in the ACL are currently ambiguous.

Compounded with our above concerns, the register has inadvertently become a “naming
and shaming” enforcement mechanism in the eyes of the public. This tool has the potential
to be very damaging to businesses’ reputations. Reputation is invaluable and difficult to
repair if it is damaged – policy makers and regulators should not underestimate this.
18
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It is therefore critical that the NSW Government work with industry to address these
concerns and ensure that the register adheres to the fundamental principles of
procedural fairness in its design and administration
There are also broader implications should our concerns with the NSW consumer
complaints register not be sufficiently resolved. We understand that other Australian
jurisdictions could adopt a similar approach to NSW or potentially use it as a model for a
national database. Given our strong concerns with the NSW approach, we consider that the
current NSW register should not be considered as a model for adoption in other
jurisdictions or nationally, without proper industry consultation and improvements made to
it.

Re-Start Electrical Equipment Safety Scheme Negotiations
All State and Territory Governments have been working for some time on an InterGovernmental Agreement (IGA) to provide a legal underpinning to the Electrical Equipment
Safety System (EESS). This Scheme provides a national harmonised framework for electrical
product safety. Whilst negotiations amongst the jurisdictions have continued it has become
apparent to industry that the NSW electrical regulator is not likely to be a signatory to the
IGA. This has created an inconsistent regulatory regime for suppliers resulting in increased
pressures on costs and confusion in the market.
Ai Group’s 2013 report highlighted that non-conforming building product may exist in
electrical supply chains where there is lack of harmonisation of regulations and
enforcement regimes across jurisdictions. Ai Group encourages the NSW Government to
reengage with EESS negotiations.
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5. INFRASTRUCTURE INVESTMENT
The NSW Government continues to play a critical role in the planning and facilitation of the
state’s infrastructure network. This role is particularly important in resolving the State’s
infrastructure constraints and improving the productivity and competitiveness of the state
economy.
The NSW 2016-17 Budget highlighted the NSW Government’s significant investment in
infrastructure with its provision for a record capital spend of $73.3 billion over the four
years to 2019-20 with infrastructure expenditure spread across hospitals, schools, water
supply social housing, rail and roads.
While Ai Group strongly supports this investment, it is important that the Government is
committed to ensuring that its infrastructure planning is underpinned by: a rational, clear
and transparent process that identifies the highest-value infrastructure options;
incorporates appropriate risk assessment, management and allocation; directs adequate
and appropriate investment towards those options; ensures timely delivery; and ensures
efficient use of the resulting assets. Less than optimal planning and delivery outcomes
generate waste, compromise stakeholder benefits and puts at risk the productivity of the
NSW economy.
Also, in the planning and execution of the state’s infrastructure and investment programs,
the Government should:


Provide certainty to industry to assist project proponents with their investment
decisions. This is best achieved through the provision of high quality infrastructure
projects delivered as part of a consistent pipeline of construction activity. A
consistent delivery methodology helps to increase opportunities for local supporting
businesses, creates long term employment opportunities and supports business and
consumer confidence in the wide range of business and related activities generated
by infrastructure projects. To further enhance certainty it is important that the
government recognises the right of incumbents to make contractual decisions which
can be relied upon. If these contracts are dishonoured, businesses tendering for
future work will be compelled to add a higher risk premium in their bids. This will
detract from the value that the people of NSW will get for their money.



Provide early alerts to industry on the level of priority attached to major
infrastructure projects and the anticipated funding arrangements.



Regularly update and inform industry about the level of priority attached to major
infrastructure projects throughout the State.
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Ensure full and fair consideration is given to local businesses when awarding jobs
so as to serve the larger purpose of creating jobs and lifting morale in the local
communities.



Instigate further development of structured public-private partnership policies
that can lower the risks faced by private investors thus attracting more private
sector investments while reducing upfront costs to the public.

There is also considerable scope for improvement in many aspects of project delivery in the
public sector that will assist industry to complete projects more expeditiously, reduce the
cost of infrastructure and ensure value for taxpayers’ money. This includes:


Smoothing investment cycles as a means of avoiding a surplus of projects entering
the market at any given time. This acts to minimise infrastructure or capacity
constraints and enables major projects to be funded and developed in a timely
manner. A more even spread of projects can also assist in maximizing the benefits of
increased investment and employment generation during periods when it is most
needed.



Utilizing non-funding levers available, including continuing to fast track
development approvals and reducing the regulatory and cost burden on industry by
improving government tender processes.



Ensuring the early engagement of the private sector in projects so that
opportunities, risks and issues on individual projects are identified and
communicated before requiring the submission of tenders or expressions of
interest. This enables businesses to more effectively understand projects, assess the
likely cost of tendering and their chances of being a successful tenderer and develop
any appropriate collaborative arrangements that may be needed to service the
needs of a particular project or client.



Adopting a consistent approach in the development and management of
infrastructure proposals across the government sector. This enables business to
efficiently deploy both capital and resources with confidence as to the
Government’s expectations and within a regime of rational commercial terms and
risk profiles that attach to each project.



Working in partnership with the private sector in developing and implementing
best practice principles within its own infrastructure delivery responsibilities. This
is an obligation that will be central to private sector commitment to, and investment
in, NSW infrastructure projects for the longer term.

Each proposed infrastructure project should also be subject to thorough and transparent
cost-benefit analysis to ensure the government gets the best possible use of taxpayer
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funds. A clear and transparent process also helps to foster public support for infrastructure
projects and avoid costly delays in construction. It also creates confidence among investors
ensuring that lower-cost financing and a deep pool of investment funds exists for future
projects.
Other specific measures that need to be implemented include:


The selection and retention by Government of experienced and appropriately
skilled project development and managerial delivery personnel to ensure private
sector confidence in the tender and operational processes. This includes taking
steps to increase core skills and competence in project delivery.



Adoption of best practice scoping practices at the outset of a project as a means of
avoiding major pressure points that can occur throughout the entire project cycle
due to cost overruns, delayed completion and disputes. More time and resources
should be directed at the outset of a project on factors such as the desired
functional and performance outcomes and/or specific technical specifications as a
means of avoiding major pressure points that can occur throughout the entire
project cycle due to cost overruns, delayed completion and disputes.



Minimising risks to successful projects by ensuring approvals processes are more
certain, and the conditions streamlined before the construction contract is
executed.
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6. GOVERNMENT PURCHASING POLICY
It is vital that NSW Government procurement policy is directed at enhancing private sector
access to the Government business market and supporting the development of a strong,
internationally competitive and export focused industry.
The NSW Government should utilise its considerable purchasing power to the best
advantage of NSW and Australian industrial development but within a framework that is
consistent with the principles of probity and the efficient use of Government funds. In
achieving this objective, an emphasis on local capacity, capability, skills and supply chains
must be maintained and strengthened. This should include an emphasis on using public
infrastructure to build competitive capacity and capabilities in regional areas wherever
possible. Ai Group is not advocating that favoritism be shown to local suppliers, but rather
that they be given equal access to tender, and that full, fair and equitable consideration is
given to local tenders or quotations received.
Local business success in securing government contracts includes the direct benefits of
increased employment and diverse spin-offs to industry and the state’s economy that can
arise from the development of new technologies, new products, and new skills which can
have flow-on benefits extending far beyond the initial contract. Similarly, local procurement
can have a direct effect on export sales. Businesses seeking export orders are often asked
about their local buyers. Selling to overseas governments where the local Australian
government has not been a purchaser is not an easy task.

Using Procurement to Serve the Best Interests of Government,
Industry and the Community
Of equal importance for industry and the community, Government agencies should ensure
commitment to the following four procurement principles:
1. Value for Money: There is good reason to not always proceed with the lowest cost
tender, given it may not represent the best value for money once ongoing costs are
considered.
In particular, there is a need to take into account “whole of life” costs by adopting
an approach that looks beyond “least cost” and brings to bear a more transparent,
broader cost-benefit equation or value model. This approach recognises throughlife servicing and support which are key advantages that local suppliers are able to
offer, and is especially needed in major projects and major technology intensive
purchases. It should also encompass a consideration of supply risks, quality risks and
reliability that may affect production delivery times and/or these future costs. In
many cases a holistic assessment of these costs will show that for local businesses
these total costs could be lower than for overseas-based businesses because
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services could be rendered more quickly, more reliably and replacement parts
delivered more promptly. The “whole of life” approach needs to be supported by an
effective educational campaign to ensure that government purchasing officers and
decision makers are aware of Australian industry capabilities. A failure to take into
account the holistic benefits of local procurement does not serve the community or
the NSW government well.
2. Clarity, Transparency and Improvement of Processes: procurement processes
should be clear and transparent and be subject to ongoing improvement to reduce
costs of tendering and access for domestic suppliers, particularly small and medium
sized enterprises. This includes clear guidelines for the allocation of project risk.
3. Full and Fair Access: Procurement processes should ensure local suppliers have full
and fair access to supply opportunities under direct government contracts and with
prime contractors for major projects. This includes consistency in relation to
conformity with Australian standards and no preferential treatment of offshore
suppliers.
4. Supporting Industry through Effective Planning and Communication: Large
government purchasing activities and major project plans should be developed in a
transparent way to ensure local industry is able to invest sufficiently to participate in
major tenders.
An enhanced, clear and transparent approach to procurement, undertaken in close
consultation with industry, would reduce complexity and cost and give Australian-based
business opportunities that many are currently denied.

Further Enhance Market-led Proposals
Ai Group commends the NSW Government’s support of the market-led unsolicited bid
process as a means of maximizing the development of new assets and encouraging industry
to submit innovative solutions to meet NSW infrastructure and service needs.
However, the success rate of market-led proposals is low. In 2015-16, of the 21 proposals
submitted to the Government, no proposals reached stage 2 of the assessment process.
This suggests that there are opportunities to enhance the process of engagement with
industry. This could take the form of clearer rules of engagement such as ensuring that
proponents know exactly how “value for money” is defined and interpreted and a clearer
understanding of the relative importance attached to each of the assessment criteria.
To further enhance the market-led process and maintain the confidence of industry, we
recommend that there be a tightening of the guidelines relating to the protection of
confidentiality and intellectual property rights. Although there is protection for intellectual
property rights where a proposal does not satisfy the assessment criteria (and an exclusive
mandate is not granted), there is the risk of a proponent’s idea or concept appearing later
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as part of a competitive tendering process. In addition, where the Government decides not
to proceed with a proposal, and wishes to use the intellectual property, provisions should
be considered allowing for appropriate payments to the proponent.

Establish an Industry Participation Advocate
We note that the South Australian State Government created an independent Industry
Participation Advocate in February 2013 to help local businesses leverage maximum
opportunities from the SA Government’s portfolio of infrastructure projects. In 2015, the
Australian Capital Territory Government established the position of Local Industry Advocate
to work exclusively in the interests of the ACT business community in maximising
opportunities to participate in ACT Government projects. Both are important initiatives in
facilitating access to government procurement business by the private sector. We believe
that that the NSW Government should give consideration to establishing a similar industry
advocate as a mechanism for building the capacity of local businesses to successfully secure
Government contracts and delivering more value for the State from government tendering.

Strengthen Global Supply Chains
It is important that procurement projects are designed in a way that enables businesses to
leverage the relationships they build, or the products/processes they develop to find more
opportunities in global supply chains. Procurement, be it in defence, manufacturing or
business services, can give businesses, especially SMEs, the opportunity for future work in
global supply chains.
The Federal Government’s Centre for Defence and Industry Capability has a successful
program called the Global Supply Chain (GSC) program, which creates opportunities for
Australian companies in the global supply chains of multinational defence companies and
their major suppliers. There are seven major prime contractors, all large multinationals,
which identify bid opportunities for capable Australian businesses. The prime contractors
also train and mentor companies in areas like their purchasing practices, and market
assistance including facilitating visits and access to decision makers.
There are opportunities for this program to be leveraged to target global supply chain
development projects across other sectors. The projects could also play a role in fostering
collaboration between supply chain businesses. Collaboration can be an effective way in
ensuring that a supply chain is agile and can adjust as required to meet the specific needs of
clients. It would also assist in improving the competitiveness of the local operators against
large overseas businesses that can offer a “one-shop” solution and greater capacity to
deliver on major projects.
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7. Cost Effective Bidding for Government
Business
The excessive costs for tendering for major infrastructure projects have long been a burden
on business. Ai Group welcomes the NSW Government’s efforts to standardise
procurement processes and documentation with a view to lowering bid costs for the
private sector. Ai Group also acknowledges other key Government’s initiatives aimed at
reducing the cost of tendering and achieving more innovative service outcomes. These
include the development of a standard project deed and standard project toolbox for public
private partnerships, the development of the GC21 general conditions of contract suite of
documents and the undertaking of the 2015 industry consultation program aimed at
identifying opportunities for reducing bid costs for complex infrastructure procurement.
We also commend the NSW Government for its collaboration with Infrastructure Australia
in the updating of National Private-Public Partnership guidelines, and the development of a
standardised project agreement for PPPs in NSW consistent with arrangements in other
states.
However, there are a number of other issues that need to be addressed in order to assist
industry to complete projects more expeditiously, and reduce the cost of infrastructure to
the public.
For mainstream contracting, standardised templates and Requests for Tenders (RFT’s) need
to be simpler and more easily understood by industry. This could involve adopting a
common form of contract encapsulating general terms and conditions for all NSW
departments, agencies and service providers.
The more that additional requirements are placed on local suppliers as conditions of
government procurement arrangements, the more complex and costly will be the red tape
burden on suppliers (and governments), and the greater likelihood that innovation (and
subsequent cost and operational efficiencies) could be curtailed.
Other proposed initiatives include:


The identification of the proposed risk allocation at the earliest possible stage in
the tender process. A concern of the construction industry is that significant time
and resources can be devoted to the evaluation of a project, even before
proceeding through the Expression of Interest (EOI) and Request for Tender (RQT)
phases. Furthermore, the proposed risk allocation is not always evident during the
EOI phase, and may not be immediately apparent at the start of the RQT phase.



The development and issue of comprehensive project materials and information
to enable early assessment of the viability of projects. This includes matters such
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as the implementation of a commercial framework pro forma for projects that
incorporates sufficient additional information to enable an effective analysis of
project risk within the corporate limits of liability for contractors at the time of
tendering.


Standard form legal documentation incorporating clauses relating to risk including,
but not limited to, such issues as standard exclusion clauses and legal risk
responsibilities of third party consultants and others upon whose capacity and skill
the Government will ask tenderers to rely.



Adjust assessment processes to place greater reliance on third party accreditation
and reduce reliance on the provision of comprehensive material at the bid stage.



Streamline the tender process by adopting a two-stage process for the tendering of
major projects. This entails preferred tenders being selected at the first-stage, based
on lesser documentation requirements. More detailed evaluations and negotiations
are undertaken with a smaller number of preferred tenderers at the second-stage.



Shortlist bidders as early as possible and consider taking forward fewer bidders
where risk assessment and preliminary assessment of bidders warrants such action.



Contribute to the bid costs incurred by unsuccessful tenderers and ensure
compensation for the intellectual property developed through innovation in design,
systems and processes that lead to more efficient or cost effective infrastructure
outcomes. Purchasing agencies should also pay for information supplied at the
expression of interest stage, if it forms the basis of the agency’s subsequent request
for tender.



Harmonisation of state and Federal codes and/or guidelines for procurement in
the building and construction industry.



Broad-based implementation of the recommendations of the Productivity
Commission’s Inquiry Report on Public Infrastructure.
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8. Encouraging innovation in NSW industry
Innovation is the foundation of improvements in our competitiveness, growth and living
standards. It involves bringing new or refined good or services to market; introducing new
ways of producing, distributing and marketing goods and services; and putting in place
more responsive and more effective approaches to doing business.
In supporting strong economic growth, it is critical that there is a genuine commitment to
fostering the development of new and innovative growth industries such as biotechnology,
medical devices, information technology as well as higher value added food processing.
There is also a very strong argument for the NSW government to do more to assist the
development of the manufacturing sector and their supply chain businesses.
Manufacturing is a sector that remains a huge part of the NSW economy – greater than
tourism, larger than mining, a significant R&D investor and a large full-time employer.
Moreover, it drives growth across the economy through demand for raw material inputs,
energy and a range of services such as research, design, maintenance and finance.
Ai Group welcomes the NSW Government’s commitment to various initiatives aimed at
supporting innovation, higher value-adding and international competitiveness. This includes
the R&D and innovative funding (Tech Vouchers, Minimum Viable Product and
Collaborative Solutions) programs, the Supply Chain Accelerator Pilot Program, the five
industry-led Knowledge Hubs which provide an important platform for increased industryresearch interaction; the recently announced initiative to establish a Sydney Startip Hub to
grow the size and strength of the city’s innovation and entrepreneurial ecosystem and; the
changes to NSW government procurement that took effect at the start of October 2016,
that will better enable agencies to trial innovative products and services offered by
startups.
We also support the Government’s establishment of a whole-of-government Data Analytics
Centre (DAC), which aims to facilitate data sharing between agencies to inform more
efficient, strategic, whole-of-government evidence based decision making. We understand
that it is the first of its kind in Australia and welcome the Government’s leadership in this
area. This appears to complement the Federal Government’s increased funding to Data61,
which has been tasked with the responsibility of driving innovation through data analytics.
Ai Group calls upon the state Government to continue to support industry, innovation and
economic development. This includes a commitment to:


Building on the existing range of government innovation programs.



Providing a stable, workable and predictable policy environment that incentivizes
investment in innovation and encourages intellectual property (IP) and its flow-on
benefits to fully captured to maximize the creation of jobs and wealth in the state.
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Ensuring that state research priorities are clearly articulated and that there is a
strategic long-term view to pursuing and implementing these priorities.



Maintaining a focus on building collaborative links between researchers and
industry, and in doing so ensure that opportunities for collaboration are open and
accessible to all sizes of businesses from all sectors with an emphasis placed on the
generation of commercial outcomes.



Addressing gaps in the venture capital market, to assist innovative firms to break
out and commercialise their research and development capabilities. This could be
achieved through a State based Innovation Investment Fund.



Increased funding for measures that improve the flow of private capital to
innovative businesses and increase collaborative opportunities between businesses.

Strengthen NSW Businesses Capabilities in ICT
Information and communication technologies (ICT) are vital in facilitating innovation,
productivity growth and increased interaction of NSW industry in the global economy. We
see an important role for the NSW Government and other stakeholders in strengthening
NSW businesses capabilities in the information economy. There are particular challenges
for SME’s in adopting and realising the opportunities that ICT developments provide as a
driver of productivity gains.
The NBN will accelerate the development and uptake of flow-on information technologies.
While the benefits of the NBN to households, health and education providers have been
strongly promoted, less attention has been paid to the needs of, and opportunities for,
business users. Government education programs that assist SMEs, particularly in regional
areas, in taking advantage of broadband and other advances in ICT (including the upskilling
of employees) could make a valuable contribution to NSW’s future global competitiveness.

Train Businesses to Manage Cyber-Security Risks
Widespread take-up of the full range of broadband applications will also require greater
knowledge of cyber-security risks and ways to manage these risks. These risks are
continually growing and evolving. Despite this, use of and investment in cyber security
technology is a relatively low priority for many businesses. The results of Ai Group’s 2017
Business Beyond Broadband Survey revealed that 78% of businesses nationally did not use
cyber security technology and just 13% saw cyber security as a barrier to new digital
investments. The future blueprint for a broadband enabled society should include initiatives
to help industry and the population at large understand cyber-security risks and how they
can protect themselves on-line.
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Ensure A Coordinated Approach to ICT and Innovation Initiatives
There are also potential synergies between the Government’s ICT strategy, its plan to
transform White Bay Power Station precinct into a technology innovation hub and establish
a Sydney Startup Hub and the various smart cities initiatives in NSW. A coordinated
approach to these various activities will increase the potential benefits derived
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9. Support for NSW Manufacturing
Manufacturing is the State’s fifth largest sector, making up 6% of the NSW economy and is
uniquely positioned to drive our economic growth rate and reduce unemployment (chart
3). With strong international competitive pressures continuing to drive the shift to high
value added niche activities, NSW is particularly well positioned to exploit its skills and
capabilities across a wide range of highly specialised, and technologically advanced
manufacturing sectors. This includes pharmaceuticals, scientific and medical equipment,
environmental technology as well as highly processed foods, beverages and confectionary.
Chart 3: NSW and Australian Industry Output, share of GSP & GDP, 2015-16

Chart: NSW and Australian Industry Output, share of GSP & GDP, 2015-16

Source: ABS Australian National Accounts, State Accounts 2015-16

These sectors are combining innovation, investment and exports to ensure the state is able
to compete on the global marketplace. Moreover, manufacturers are increasingly adding
value by engaging not only in production, but an array of services including research and
development, prototyping, design, maintenance and logistics. This shift to services
provision is helping to drive innovation and competiveness, particularly where it is
combined with retained manufacturing capability.
The rapid adoption of advanced information technologies throughout the economy and the
roll-out of the National Broadband Network will also increase the scope for manufacturers
to offer digital services to their customers. These services may include increased
involvement of the customer in the design process and manufacturing services,
collaboration between partner companies within supply chains, and a greater ability to run
complex digital technology platforms.
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Improve the Capacity and Capability of NSW Industrial Supplier
Base
Ai Group strongly recommends that the NSW Government use the 2017-18 Budget to
increase funding for well-targeted programs to build manufacturing business
competiveness primarily by improving the capacity and capability of the NSW industrial
supplier base, with an emphasis on:


programs aimed at bridging gaps in key technical and business skills with the goal of
building greater collaboration between industry and the training system;



programs aimed at building exports and collaboration focusing on awareness
raising, training, skilled export staff and stronger long-term supply chains in
emerging and strategically important sectors;



programs aimed at attracting investment for NSW by making more companies
investment ready, promote innovation and by raising the profile of manufacturing
in the state by effectively marketing NSW’s capability in manufacturing.



Programs aimed at building supply chain capability such as workshops to share
examples of best practice across sectors on supply chain competitive issues or
matching buyers and sellers through targeted “Meet the Buyer” events.



Programs aimed at supporting the development of new innovative industries in
advanced manufacturing.



Programs aimed at lifting the adoption of ICT enabling technologies.

There is also a need to lift the number of companies involved in R&D and augment existing
initiatives, and assist innovative firms to break out and commercialise their research and
development capabilities.

Specific Manufacturing Support Initiatives
Specific initiatives to assist in addressing these issues could include:
 the introduction of an innovation ‘Start-Up’ program for those businesses with no
prior experience in R&D, but with an interest in starting an R&D project. These
businesses often find it difficult to compete with larger and more experienced
businesses for government funding which acts as a barrier to involvement. Under
such a program, grants could be provided to companies (on a competitive basis) on
a matching dollar for dollar basis, and be used for a broad range of purposes such
as purchasing specialist equipment to undertake proposed R&D, to engage a
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consultant to assist in R&D activity, to employ a scientist or engineer to undertake
R&D, or to engage the expertise of a university, CSIRO or another research centre.
 Assistance for businesses in developing a path for the adoption Industry 4.0 type
capability to exploit the benefits of digital manufacturing and better integrated
supply chains based on stronger data flows. Specifically, this could take the form of
Industry 4.0 education/demonstration programs and the development of toolkits
that help in the uptake of digital and smart manufacturing systems. Small and
medium sized enterprises, in particular, are often constrained in their growth by
lack of technology capability and access to finance. Ai Group therefore recommends
the establishment of a State based program targeted to assist small and medium
sized businesses in the adoption of Industry 4.0 type capability. Funding could be
directed to companies on a dollar for dollar basis up to a maximum $50,000.


An examination of the opportunities for establishing a grants program to support
regional and metropolitan cluster initiative programs that would direct financial
and other assistance to individual cluster initiatives. The collaboration of related or
complimentary businesses in the same areas can lead to a range of benefits such as
access to a larger pool of skilled labour, improved supply chains, knowledge sharing
in key areas such as best practice and innovation, and opportunities for businesses
to collaborate as a supply chain of products and services. It would also assist in
allowing businesses to jointly bid on projects, and improve the competitiveness of
the local manufacturers against large overseas businesses that can offer a “oneshop” solution and greater capacity to deliver on major projects.

 Assistance in the identification of new market opportunities, including niche
markets and understanding how to best access these opportunities. A
comprehensive data and information base that identifies gaps and opportunities
that businesses could seek to exploit in international value chains could be one
useful initiative. SMEs can lack the skills and capabilities to assist them with
identifying niche opportunities, developing ways to exploit them and to be more
innovative. Assisting the manufacturing sector to develop design led innovation
capabilities may increase the speed of innovation along with increased
competitiveness within the sector.
The Government also needs to be proactive in identifying gaps in assistance programs, and
take the lead in drawing on appropriate models of support in other States and overseas
jurisdictions.
Ai Group believes that there would be merit in establishing a manufacturing advisory group
to act as an industry expertise resource for Government in guiding policy directions based
on the Queensland Government’s Industry and Manufacturing Advisory Group (IMAG). The
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IMAG helps position Queensland manufacturing businesses to maximise domestic and
international opportunities with a focus on changing demand and emerging opportunities;
productivity and competitiveness; innovation and technology; and local content, business
costs and regulation. The Minister for State Development chairs the group, which includes
business leaders, union representatives and a peak industry body representative.
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10. TRANSPORT PLANNING
An effective state-wide freight transport network is essential for the long-term sustainable
development of the New South Wales and Australian economy.
The ability to transport our industrial output, minerals, agriculture, livestock and processed
foods efficiently and effectively between locations is a key element underpinning the
productivity and competiveness of NSW businesses, and those dependent upon
employment across a range of diverse sectors. A robust freight network also ensures
metropolitan and regional industries and communities have reliable and cost effective
access to goods and services.
NSW transport infrastructure performs a vital role within the national transport system
carrying in excess of 50% of all interstate trade annually.
According to research published by the National Transport Commission (NTC), the domestic
freight task increased by 50% in the ten years to 2016 and is forecast to grow by another
26% by 2026.
It is therefore in the national interest to ensure that NSW transport infrastructure is fit for
purpose in order to meet the impending national trade growth and subsequent freight
demand to 2026 and beyond. This includes optimising network efficiency by reducing pinchpoints, congestion and usage limitations to optimise the performance of industry supply
chains.
The freight challenge is not just a question of how much we pay for the goods we buy. It is
also directly related to the capacity of Australian businesses to grow, and in turn create
sustainable employment. Appropriate freight infrastructure investment also contributes to
an efficient commuter transport environment.
Specific measures we would recommend in the delivery new transport infrastructure are as
follows:


A commitment to a fully integrated approach in assessing the delivery of new
transport infrastructure that takes into account the identification of new growth
areas, the use and release of land and plans that support infrastructure and higher
density developments so that improvements in transport capacity and connectivity
are maximised.



A focus on providing the necessary public and freight transport infrastructure
needed at Badgerys Creek Airport to realize the economic and social benefits for
the Greater Western Sydney area. An integrated freight and logistics hub would be
the key to meeting medium to long-term demand for freight services for Badgerys
Creek Airport.
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This will enable businesses to access transport related efficiency and competitive
gains and support opportunities for on-going economic and employment growth in
Western Sydney and more broadly across the state.


A greater focus on public transport improvements and connections between the
various commercial centres in Western Sydney. This will help in reducing peakperiod road traffic congestion delays, allow business to improve their labour market
access and enhance economic and social benefits for the region.



The provision of more freight-only rail lines and guaranteed time allocations on
the network to improve the effectiveness of Sydney’s rail operations and cater for
increasing.



Major investment in the transport network linking the regions with Sydney and
interstate destinations must be a priority. This needs to be complimented with
public transport investment directed at improving the internal connectivity of the
regions so as to minimize the cost of congestion and maximise economic
productivity.



Continue to investigate opportunities that enable increased contestability in the
delivery of public transport services. For particular components of public transport,
private sector management offers the ability to deliver improved services at a lower
cost to the taxpayer. We urge the Government to remain firmly committed to this
reform process, giving further consideration to franchising opportunities and other
funding models including outsourcing and public/private sector partnerships. This
should be done in a way that ensures value for money and consistency and
reliability of service while, at the same time, enabling the Government to maintain
an operational oversight of service delivery standards and asset protection on behalf
of the people of NSW.



Further consideration into the role of congestion charging and distance-based
tolling on Sydney's toll road network. User pay funding models such as road pricing
are positive options for addressing Sydney’s traffic congestion issues while also
helping to fund the delivery of infrastructure projects in the medium term.



Ai Group also supports the use of superannuation funds and annuities to ensure
transport and other infrastructure requirements are delivered to meet future needs.
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11. Improving Housing Supply and Affordability
Ai Group applauds the NSW Government’s recognition of the importance of housing
development and the need to improve housing affordability. We commend the
Government’s commitment to allocating additional funding in the 2016-17 Budget for
unlocking new land and paying for the necessary infrastructure. This will help to improve
affordability as well as lending further support to industry and job creation that has flowed
from rapid growth in dwelling investment in NSW over the last three years.
In particular, we are encouraged by funding directed from the Housing Acceleration Fund to
support infrastructure development in South West and Western Sydney, and the
development of nearly 43,000 homes, and the allocation of funding to enable:


the Greater Sydney Commission to assist the Commission in metropolitan planning
in partnership between state and local governments;



development of the Greenfield Building Code to help convert housing approvals into
homes and its objective of reducing costs and red tape for owners, increasing
certainty for investors, and reducing the time to completion; and



establishment of a $1.1 billion fund to facilitate new housing stock to support
vulnerable households.

The unlocking of new land will require prioritising the release and rezoning of lands that are
best capable of accommodating housing and the delivery of infrastructure and a network of
transport in these designated areas. It is also important that the Government’s initiatives in
improving housing affordability are underpinned by:


a genuine commitment by local councils to the release of new areas and roll-out of
large subdivision developments;



an across the board stocktake of underutilized residential land that offers
opportunities for affordable housing in close proximity to existing transport and
services;



reform of planning laws to overcome unnecessary delays and costs in development
proposals;



an increase in the number of development proposals that can be fast-tracked by
compliance with “code assessable development” or which meet set criteria or
standards;



timely and uniform implementation of the legislation and planning policies on a
whole of government basis so as to get things done.
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12. ENVIRONMENT AND ENERGY
Industry in NSW and beyond badly needs reliable, affordable and sustainable energy, but
the reality of our energy markets is far from meeting this goal: wholesale prices for
electricity and gas are doubling, supply is tight and at times unreliable, and investors lack a
clear pathway for reducing energy related emissions. Ai Group commends the NSW
Government for its efforts to develop a comprehensive energy and climate policy
framework, and particularly for its emphasis on policy that works alongside and within
national frameworks. Fostering energy efficiency, taking a facilitative approach to new
energy, and supporting national policy reform are strong and helpful steps for NSW to take.
With respect to energy efficiency, the Government’s Draft Plan to Save NSW Energy and
Money foreshadows many potential initiatives backed by $200m from the Climate Change
Fund. These include a proposal to support large energy users to prepare energy plans and
improve energy management. Support for efficiency is welcome at a time when prices are
surging.
However, we urge the Government to ensure that this proposal continues to be developed
in close cooperation with large energy users, and that there be no requirement for large
users to produce reports or plans that duplicate their existing and effective internal
management practices. Furthermore, we urge the Government to also ensure that there is
no policy gap in support for small- and medium-sized energy using businesses to improve
their efficiency. These businesses collectively use significant amounts of energy, but have
fewer resources to pursue them and more competing priorities. Information and facilitation
of efficiency – including to increase small and medium business participation in existing
policies like the Energy Savings Scheme – would be welcome.
In terms of new energy, also the subject of a significant foreshadowed financial
commitment, NSW can play a valuable role in bringing new sources of low cost energy,
storage and systemic flexibility to market. However the largest and most available source
of flexibility and stability for the electricity system is currently gas fired generation. Gas
supply is under intensifying strain as the expansion of LNG exports from Queensland
transforms the eastern Australian market.
While Ai Group takes seriously the concerns that many parts of the community have
expressed about coal seam gas and fracking, NSW needs to be part of the solution to gas
supply. The regulatory reforms that have been made to ensure community confidence
while providing for case-by-case assessment of gas production projects are a good start and
the Narrabri project shows welcome signs of life. Reforms to royalty arrangements to give
local landowners and communities a more direct stake in development would also be wise.
It will take time for any NSW gas development to help the current crisis, but that is all the
more reason to start now.
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Ai Group’s key recommendations are as follows:


Support energy efficiency while avoiding duplicative energy planning requirements
on large energy users.



Ensure efficiency policy supports small and medium business energy users.



Facilitate development of gas resources as part of the larger new energy strategy.
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13.EDUCATION AND TRAINING REFORM
NSW’s skill needs
The development of the skills of the current and future workforce and its managers is
central to further advances in the economic and social well-being of New South Wales.
With the rapidly changing world of work industry is needing an increasingly sophisticated
workforce: with higher order and highly specialised skills that straddle traditional industry
silos, as well as broadly applicable skills to innovate, adapt and learn.
This includes STEM skills, with jobs requiring these skills experiencing a growth rate 1.5
times that of other jobs in recent years. According to Ai Group’s Workforce Development
Needs Surveys, employers continue to experience difficulties recruiting STEM qualified
workers.
Industry needs a sound level of foundation skills developed in workers. Low levels of
literacy and numeracy in workplaces have been impacting on the competitiveness of NSW
businesses.
More rapid industry changes also mean industry is increasingly more dependent on workers
upgrading their skills.
Within this climate in which VET needs to be fuelling industry with a sufficient number of
good quality workers, there has been a steady decline in the number of school-based
apprentices and trainees. The National Centre for Vocational Education Research (NCVER)
2015 data for highlights a decline of 21.0% decline in NSW from 2014 to 2015, the largest of
any jurisdiction.

Reform of the VET System
The NSW Government through COAG should address declining investment in VET and the
increasingly uneven investment across the jurisdictions, by examining the possibility of a
movement towards a nationally funded and nationally operated tertiary education
system.
The funding of the Australian VET system has been in some difficulty for several years. This
difficulty occurs in two main ways. Firstly, the levels of total VET funding are inadequate to
meet existing and future skills needs of the workforce. The level is too low in absolute
terms and also relative to the funding arrangements in both the higher education and
school sectors.
The most recent national analysis of VET demand remains that undertaken by the former
Australian Workplace Productivity Authority.1 This report made the case for a 3 per cent
1

Skills for prosperity: a roadmap for vocational education and training, Skills Australia, 2011.
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per annum increase to 2020 to meet the demand for VET qualifications required by the
workforce. Current VET funding levels are well short of this. Further, there is an increasing
gap in the public expenditure for VET compared to other sectors of education.
Research by the Mitchell Institute shows there has been a much lower rate of growth in VET
spending compared with other education sectors. Government expenditure on VET in 2014
– 15 is now below expenditure levels 10 years earlier, in real terms. From 2005 – 06 to 2014
– 15 national expenditure fell by 4.2 per cent and in the most recent year it fell by 9 per
cent or $600 million.2
In stark contrast, higher education expenditure has grown rapidly with a 45 per cent
increase over this period. In the last year there has been an 8.7 per cent increase or $2
billion increase in expenditure. The increase in higher education represents a mirror image
of the decrease in expenditure for VET. This disparity between the VET and higher
education sectors makes any movement towards a national tertiary system more difficult.
The second factor is the composition of public funding for VET, or more precisely, the
differential shared contributions between the Commonwealth and the States/Territories.
The funding by the jurisdictions is falling in absolute terms and relative to Commonwealth
expenditure. The relative funding shares between the Commonwealth and the jurisdictions
vary significantly. These differences have been aggravated by the introduction of
differential student training entitlement funding models by all states and territories. The
jurisdictions have used in-built flexibility parameters resulting in differences in the eligibility
requirements, the courses eligible for an entitlement, course subsidy levels, the quality
requirements of providers, and the information provided to students.3
Chart 4: Differential VET Expenditure by Jurisdiction

2

Megan O’Connell and Kate Torii, Expenditure on education and training in Australia, December 2016, Mitchell
Institute.
3
Kaye Bowman and Suzy McKenna, NCVER, Jurisdictional approaches to student entitlements: commonalities
and differences, 2016.
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The shared funding arrangements are impacting on the effectiveness of the VET system.
Different mixes of Commonwealth and States and Territories funding and different ways of
funding each VET system are causing confused messages for employers engaging with the
system, particularly those operating nationally. In some instances, within individual state
systems the needs of industry, businesses and students have not been met.
Analysis by the Mitchell Institute indicates that in the 2003 – 2004 to 2012 – 2013 period
New South Wales did not average any growth in VET expenditure.
A major report into the NSW VET market and the role of TAFE produced a number of
disturbing results.4 The report indicated that the unit costs of TAFE NSW are double those
of the most efficient reputable private providers and 60 per cent above the cost of TAFE in
other jurisdictions. These costs are the result of high teaching salaries and low teaching
hours which drive up delivery costs. The non-delivery costs are also high due to low
utilisation of assets. The report concluded that “without change, TAFE NSW will be
increasingly uncompetitive and may suffer financial losses.”5
The 2016-2017 Budget Estimates indicate that course enrolments fell across the board from
2014 to 2015 despite the introduction of the Smart and Skilled reforms on 1 January 2015.
The Budget Estimates acknowledge that the decline in government-funded enrolments in
2015 is due to a number of factors including a greater student intake by universities, major
growth in the VET FEE-HELP scheme, a national trend away from vocational education as
well as market uncertainty under the new Smart and Skilled policy.6 Funding for the TAFE
Commission is also in decline from $886,020k in 2015-16 to a projected $759,785k in 201617.7
It therefore clear that NSW VET expenditure is low and the costs of TAFE provision, the
largest VET provider in the country, are high. These issues need to be addressed through a
new National Partnership Agreement on Skills Reform in mid-2017.8 It is imperative that a
new Partnership Agreement be developed through COAG to adequately fund the VET sector
within a broader tertiary education context. This should involve examining (through COAG)
the possibility of moving towards a nationally funded and nationally operated education
system.

4

The NSW Vocational Education and Training market and TAFE NSW’s competitive position within it, The
Boston Consulting Group, 2015.
5
The NSW Vocational Education and Training market and TAFE NSW’s competitive position within it, The
Boston Consulting Group, 2015, page 4.
6
Budget Estimates 2016-17, Department of Industry, Skills and Regional Development, 6 – 10.
7
Budget Estimates 2016-17, Department of Industry, Skills and Regional Development, 6 – 11.
8
Megan O’Connell and Kate Torii, Expenditure on education and training in Australia, December 2016,
Mitchell Institute.
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Reform of Apprenticeships
The major issue confronting apprenticeships and traineeships is a major downturn in
activity (see chart 3). The latest NCVER data indicates there were 282,900 apprentices and
trainees in training at the end of June 2016.9 This is a decrease of 7.8 per cent from the
previous year and represents the lowest level of participation for a decade. The percentage
of Australian workers employed as an apprentice or trainee has declined from 3.3% to 2.7%
during this period.10 Similarly, commencements are the lowest for a decade and are
currently around half of what they were in June 2012. Trades commencements decreased
by 17.3 per cent in the June quarter 2016 compared to the June quarter 2015.
NSW has not been able to escape this national trend. Data from the NCVER indicates a fall
from 145.9k in June 2011 to 81.9k in June 2016. The June 2016 figure is the second lowest
for the whole period.11
There is an urgent need to stimulate and support this vital training pathway. In the Ai Group
survey of workforce development needs in 2016, only 11% of employers intended to
increase apprentices and trainee numbers over the next twelve months (see chart 4).12
It is clear that the Ai Group survey data and the NCVER data indicate that the school-based
apprenticeship pathway is significantly underutilised. The pattern reveals low levels of
participation, recent declines in national participation and a very uneven spread across
jurisdictions (see table 2). In NSW the total number of school-based apprentices and
trainees has decreased from 2,400 in 2011 to 2,200 in 2015 and there was a 21 per cent
decrease from 2014 to 2105, the largest decline in any jurisdiction.13
There needs to be Commonwealth sponsored review of these arrangements to determine
the reasons for the under-utilisation of this pathway and develop strategies to assist
schools and industries to more actively participate.
Table 2: School-based apprentices and trainees, by state, 2011 to 2015

9

Apprentices and trainees 2016 June Quarter, NCVER, Commonwealth of Australia.
Apprentices and trainees 2014, NCVER, Commonwealth of Australia, 2015.
11
Apprentices and trainees 2016 June Quarter, NCVER, Commonwealth of Australia.
12
Workforce Development Needs Survey Report, December 2016, Ai Group, page 15. .
13
VET in Schools 2015, NCVER, Commonwealth of Australia, 2016.
10
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To facilitate greater industry involvement in apprenticeship arrangements the current
regime of employer incentives needs to be reviewed and rationalised. In particular, there
needs to be a focus on employer incentives for first time participants in the arrangements.
European research suggests that direct subsidies are more effective in encouraging
companies to start training than for companies which are already training.14
A national body is needed to manage the implementation of these measures including
overseeing national consistency and ensuring programs and arrangements meet current
and future workforce needs. Confronted with similar apprenticeship issues, the UK is
establishing an independent and employer-led body, the Institute for Apprenticeships, to
regulate the quality of apprenticeships in the context of anticipated rapid expansion of the
program.15 It is timely for Australia to review the governance arrangements for
apprenticeships with a view to providing a genuinely national approach.
We call on the NSW Government to support the implementation of measures to achieve
full national consistency for all apprenticeships across Australia, including consideration of
an oversighting body to ensure programs and arrangements meet current and emerging
occupational needs.
In consultation with industry, measures must be developed and designed to increase the
level of participation in apprenticeships/traineeships and review the employer incentive
regime and develop incentives for first time participants in the system.
A review is also required of school-based apprenticeships to determine the reasons for low
levels of participation and to develop strategies to facilitate greater participation by schools
and industry.

STEM skills in NSW’s education system
STEM skills in Australia remain poor in comparison with other countries. STEM needs to be
effectively integrated into school programs. STEM skills also need to be better developed in
the VET sector and existing workplaces.
Strategies are required to meet the particular needs of SMEs given their prominence in the
economy. Government could support these companies via networks or clusters and
engagement with group training companies. Support for sectoral and supply-chain
companies working with larger companies also warrants consideration.
Representing a focus on improving the quality of students learning environments, Ai Group
is encouraged that the NSW Government committed an additional $1 billion in the 2016-17
Budget for the delivery of more than 1,100 state of the art classrooms across the State, as
well as the $400 million Schools Infrastructure Strategy that focusses specifically on growth

14

The effectiveness and cost-benefits of apprenticeships: results of the quantitative analysis, European
Commission, September 2013.
15
English Apprenticeships: Our 2020 Vision, Department for Business, Innovation and Skills, 2015.
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areas. This will assist in providing more opportunities and ultimately better STEM prepared
workers for industry.
However, employers have continuing concerns about the quality of VET in Schools and in
particular, the lack of work placement to support programs. Funding to support workplace
learning coordinators would help to address this.
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