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Executive summary
Ai Group welcomes the opportunity to make a submission to the Senate Economics
Committee’s inquiry on Australia’s Innovation system.
The central structural challenge now facing the Australian economy is the need for
rebalancing. We must find multiple sources of growth, rather than relying solely on resource
and energy commodities, as has occurred over the past decade. Put simply, other parts of
our economy need to step up their investment, employment and productivity if we are to
improve incomes and living standards across the community. This rebalancing is important
not only for the strength of the economy but also to improve its resilience. Australia’s
exposure to volatile commodity prices has already increased and is set to rise further as
mineral and energy exports rise. Similarly our exposure to conditions in a handful of
commodity purchasing countries has climbed and is on a path to climb further.
But industry’s ability to address these challenges is hindered by two significant barriers: high
costs and low productivity. Currency movements, the escalation in energy costs and the rise
in our relative unit labour costs have reinforced Australia’s relative disadvantage as a high
cost economy. At the same time our productivity growth has slowed. As a result, we are not
in as strong a position as we should be to overcome the national income-sapping impacts of
lower commodity prices and the retreat of investment from resource and energy projects.
We now need a strong and concerted effort to lift productivity and competitiveness across
the economy.
Innovation is the foundation of improvements in our competitiveness 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.
While Australia has many successful innovative businesses, both large and small, we can do
a lot more. For this to occur, we need a new culture of co-operation between industry,
government and research. These groups need to cooperate far more frequently and
effectively to further enhance innovation in the Australian economy.
To this end, we support measures that bring depth and breadth to focused engagement
between industry and research, including initiatives dedicated to improving business
innovation by linking research, capability development and business expertise. These should
be built on in close collaboration with the broader business community.1

1

Ai Group’s 10 point plan for a strong and diversified economy - Principle 5 – Building Innovation and
Business Capabilities
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This submission steps through the innovation landscape as it stands and offers policy
solutions to help lift Australian innovation. . In particular:
•

We need to foster closer, deeper and more effective links between businesses and
public and private sector researchers;

•

Institutions with good ideas must be able to find sources of finance in order to invest
in innovation;

•

Australian businesses need to build on their capabilities across their workforce. This
will require industry and government working together to lift managerial capabilities
as well as the skills of new entrants and the existing workforce.

•

Businesses also need to build strong partnerships with other businesses and with
public sector agencies, both with the goals of sharing resources, ideas and
knowledge, and to seek new markets.

Ai Group recognises the Federal Government’s commitment to encouraging innovation by
Australian businesses. We appreciate that the Government is treating innovation as being
fundamental to every aspect of industry growth and development, and not just a niche area
of industry policy. In particular, we welcome its commitment to developing a blueprint for
the manufacturing sector, the National Industry Investment and Competitiveness Agenda.
While the imperative to innovate extends well beyond manufacturing, transformation and
innovation in this industry is particularly urgent for Australia.
Governments play a critical role in creating an environment that supports innovation to
occur. Its role in championing and promoting innovation by acting as a purchaser of
innovative systems and products also should not be overlooked. Australia requires a
coordinated and clear government policy, aimed at promoting opportunities for new
industrial directions. But equally importantly, our governments’ policies must also ensure
that Australia develops the capabilities to successfully take advantage of these
opportunities. A stable and supportive policy framework can help give industry the
confidence to innovate and invest and the ability to turn innovation into real income and
productivity gains.
Notwithstanding this, Ai Group believes that Australia’s innovative performance will be
maximised when innovation is treated as a collaborative endeavor. Greater collaboration is
needed both to develop and fund innovation efforts in Australia. We would like to see
Australian governments work closely with industry and the public research sector to help
improve opportunities for innovation.
Prominent reform priorities that would also improve the supporting environment for
innovation and productivity improvement include:
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•

reform of industrial relations arrangements to promote flexibility and workplace
productivity;

•

facilitation of greater levels of investment in upgrading Australia’s infrastructure;

•

lifting the efficiency and reliability of Australia’s taxation arrangements;

•

reducing regulatory burdens;

•

ensuring that employee share schemes can be used effectively by start-ups;

•

ensuring Australia’s intellectual property system accurately reflects changes in
technology and the nature of assets; and

•

improving the operation of energy markets to reduce costs and certainty of supply.

All of these policy settings are covered in Ai Group’s Ten Point Plan, which lays out our view
on the key policies needed to ensure the Australian economy can reposition itself as the
resources boom wanes. We have also attached our submission to the concurrent Federal
Government Inquiry into the Financial System, which addresses issues raised around the
ability for businesses to access finance to invest in new ideas.
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Importance of innovation in shaping the future of Australian
industry
Australian industry ranks low internationally in cost competitiveness, a weakness that has
been exacerbated in recent years by a strong Australian dollar, strong rises in energy costs
and rising unit labour costs. If we are to maintain and indeed improve our relatively high
standards of living, we need the economy to develop in a way that justifies our relatively
high wages.
The questions for Australian businesses now are: (1) how to ensure a commensurate
increase in productivity growth so that cost competitiveness is improved, and (2) how to
identify sources of comparative advantage where Australian business can compete.
An innovative approach to business will be critical to this. We already have some strong
foundations on which to establish sources of comparative advantage. The small scale of
many Australian companies relative to their overseas counterparts means they can often be
more nimble and flexible, allowing for better and faster customisation for individual clients.
Australians also tend to be early and enthusiastic adopters of enabling technologies,
particularly with regard to communications such as the internet, mobile devices and multiplatform services. This helps to ‘globalise’ the workforce and to create a culture of openness
to new technologies. Finally, Australia has strong research capabilities; ready access to a
skilled workforce; and advanced education and training system, including a number of world
class universities.i,ii
Ai Group believes that every sector has the capacity to both innovate and benefit from
innovation and should be encouraged to do so. There is a tendency for those considering
innovation to look to high-tech sectors. Such an approach risks overlooking areas in which
we have specific strengths such as food, mining and biotechnology as well as and
opportunities in sectors that are the traditional stalwarts of the Australian economy.
Manufacturing in particular is often perceived in Australia, and until recently in many other
advanced economies, as a sector of the past, locked in an inevitable decline. Nothing could
be further from the truth. While recent decades have seen a trend towards migration of
manufacturing to low-wage, emerging economies, a number of factors are combining to
make an industrial renaissance possible in economies that had been considered postindustrial. High-value manufacturing exporting countries like Germany, the United States,
Sweden and others have shown this can be done successfully and led to vibrant and diverse
industrial bases with strong global supply links.
Rising wages in the biggest emerging markets, increasingly capable and affordable
automation, shifts in exchange rates and energy prices, the rising importance of
customisation and responsiveness, and new business models for manufacturing mean that
6
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‘makers’ in wealthy economies will have much greater opportunities than many had feared.
Success is not guaranteed – Chinese manufacturers are moving up the value chain, adopting
automation and becoming more agile as well. But success is certainly achievable for
innovative manufacturing businesses in a stable, well governed country like Australia with a
highly educated workforce and close access both to crucial natural resources and the
growing markets of Asia.
An increasing area of opportunity for Australia lies in a new style of manufacturing: highly
agile, targeting short runs and high customisation; ready to switch products and markets
quickly as needed; integrating assistive technology to increase productivity and quality. This
approach is broadly applicable to a wide range of sectors across the economy, and is not
restricted to obvious ‘high technology’ products in nanotechnology, robotics or
biotechnology. Lifting industrial innovation is largely dependent on the skills and efforts of
business entrepreneurs. However, governments have important roles to play in setting the
appropriate framework to provide incentives, facilitate and encourage business innovation.
Industry and government must cooperatively work together to encourage innovation so
businesses can develop areas of comparative advantage and improve cost competitiveness
through increased productivity.
Ai Group stresses that we do not advocate or support government industry policies that aim
“to pick winners” in terms of sectors, technologies, size or locations. Rather, Ai Group
strongly believes industry, and indeed individual businesses, must drive and direct change
and innovation within their own businesses. Governments’ role in industry policy is to
encourage and support the transformation of industry through (1) policies aimed at
encouraging business innovation and boosting the success of outcomes of innovation and
(2) measures to boost productivity that are available across the whole economy.
We encourage the Government to develop a coherent framework of industry innovation
policies, including a series of statements that clearly highlight government priorities for
spending on innovation. Our preference is that innovation policy is aimed at all businesses
regardless of sector or size, to encourage sustainable long-term growth. However, the
circumstances of specific sectors may occasionally warrant specific action. The specific
nature of SME businesses should also be considered in the design and implementation of
innovation policies. Broadly we believe innovation policies should:
•

Address the low level of collaboration between business and public sector research
organisations in Australia, which has seen otherwise extensive research efforts
failing to translate into profitable products and services in the local economy. It has
also meant that Australian businesses that are developing new products are missing
out on the opportunity to gain a competitive advantage by leveraging the most
advanced technological know-how of Australia’s academics. We encourage the
Government to continue to support researchers working in business under its new
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Entrepreneurs’ Infrastructure Programme, as a route to improving the level of
collaboration. This model brings researchers into individual businesses at a very
detailed and practical level. The establishment of direct contact and tangible
outcomes then encourages further collaboration on both sides.
•

Provide a logical framework and structure for creating a natural but well-structured
innovation supply chain to translate skills, knowledge and research through to
business. In this context, in order to create future wealth we believe Australia
should build on proven successful models of collaboration between industry and
research. To this end, we support building upon the Manufacturing and Food
Centres of Excellence to encourage a network of applied research and knowledge
dissemination centres, akin to the UK Technology Strategy Board’s Catapult
Programme;

•

Encourage collaboration between businesses, particularly across value chains;

•

Adopt and improve targeted taxation measures to encourage capital investment by
industry, for example, through improved access to R&D tax concessions and/or
accelerated depreciation;

•

Encourage greater depth in the domestic early-stage venture capital markets, and
explore opportunities for other non-market approaches to funding innovation such
as crowd sourcing which are becoming increasingly crucial to spearheading
innovation and R&D efforts in Australian industry;

•

Investigate barriers to start-up innovation businesses and consider approaches to
reduce these barriers;

•

Support polices aimed at encouraging business capabilities: including for SMEs
through proven federal and state government programs like the business advisers
program previously called Enterprise Connect, which work with businesses to review
and improve their businesses to build their competitive advantages. This is
important as the ability to lift industrial innovation is largely dependent on the skills
and efforts of business entrepreneurs to create cultures in their organisations that
are receptive to experimentation and change, and that actively encourage the search
for new avenues and activities;

•

Support businesses that are seeking to improve their workplace cultures and
practices to better engage their workforces in the process of innovation;

•

Ensure strong industry consultation and focus in skills and higher education policies
to ensure businesses have access to high quality new entrants into the workforce;
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are able to find the skilled workers they need to develop new products and chase
new opportunities; and can help lift the skills of the existing workforce;
•

Assist businesses with the investigation of export and investment opportunities and
with participation in global supply chains to boost sales opportunities and reduce
costs of domestic operations; Ensure a balance between applied research programs,
which tend to lead to faster, but less disruptive innovation outcomes, and ‘blue-sky’
or more theoretical research programs which tend to have longer timeframes for the
realization of commercial outcomes; and

•

Broaden policies to improve cost competitiveness across the economy including
addressing inflexibilities in industrial relations as well as high costs of energy and the
burden of regulation on industry.
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Current state of innovation by Australian businesses
The best way to measure the occasionally esoteric concept of innovation is through
productivity performance. Productivity measures how efficiently a business uses inputs,
such as capital and labour, to produce its output. Productivity rises when output grows
faster than inputs. To gauge innovation, we look at multifactor productivity, which measures
the output produced per unit of combined inputs of labour and capital. It is the efficiency
with which businesses use their machinery and equipment and their employees.
Australia’s performance in multifactor productivity has been poor in recent years across the
economy (Graphs 1 and 2). Looking at those industries considered to be in the market
sector, MFP declined by 0.5 per cent in 2012-13 according to ABS data which measures
productivity looking at gross value-added by sector and quality-adjusted hours worked
(Graph 1). Over the past decade, MFP for market sector was down 0.2 per cent, in contrast
with the 1.6 per cent growth on average in the previous nine years.
Graph 1: Australia’s Multifactor Productivity Performance

Source: ABS Cat. 5260.0.55.002 - Estimates of Industry Multifactor Productivity, 2012-13

In some sectors, this can be explained easily. In the mining industry, output has grown
strongly over the past year as mining projects have begun to yield output after years of
heavy capital investment to build the mine. Looking ahead, we expect mining MFP to surge
as projects move to the production phase, and the construction phase winds down.
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Agriculture, forestry and fishing is another industry where MFP fell over the past year, in
large part owing to drought-induced falls in production, even as inputs increased. MFP in
this sector tends to rebound when the weather improves, and the 3.6 per cent average
growth over the past decade in Agricultural MFP highlights this. The Utilities sector is
another industry where measuring productivity is plagued with complex issues, which we
will not delve into here.
Troublingly, however, is that five of the remaining nine industries recorded negative MFP
growth in 2012-13 (Graph 2). Information, media and telecommunications fell owing to a
large decline in output. Manufacturing MFP has been weak for some time as has
accommodation and food services, utilities and construction.
Graph 2: Australia’s Multifactor Productivity Performance by Sector (percentage change)

Source: ABS Cat. 5260.0.55.002 - Estimates of Industry Multifactor Productivity, 2012-13

Only four industries displayed positive MFP growth: Financial and insurance services (3.6 per
cent); Retail trade (1.4 per cent); Wholesale trade (0.5 per cent); and Transport, postal and
warehousing (0.5 per cent). But the performance over the past decade has been weak.
The manufacturing’s sector is concerning, and mainly reflects falling output which has not
been matched by falls in inputs. In its Productivity Update 2014, the Productivity
Commission notes that the manufacturing sector productivity downturn started in 2003-04,
where it averaged an annual decline of 1.4 per cent through to 2007-08. In the current
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productivity cycle, underway now from 2008-09, it is averaging 0.8 per cent decline each
year.
Graph 3: Manufacturing Multifactor Productivity Performance

Sources: ABS Cat. 5260.0.55.002 - Estimates of Industry Multifactor Productivity, 2012-13; Australian Industry
Group Australian Performance of Manufacturing Index (Australian PMI©)

A survey by the ABS highlights barriers preventing businesses from innovating. Outcomes of
this survey, the Innovation in Australian Business study published in 2012, describe
innovative products, processes and marketing methods introduced by Australian businesses
during 2010-11.2 In terms of barriers to innovation for Australian businesses:

2

•

Access to additional funds (33.8%) was the most commonly cited barrier to
innovation that was reported by businesses that had, or attempted to, introduce an
innovative product or process during 2010-11.

•

This was followed closely by skill shortages (29.8%) and costs of development
(23.3%).

•

Just below 19% of businesses reported that uncertain demand was a barrier while
16.5% also cited government regulations and compliance as a barrier.

Australian Bureau of Statistics Innovation in Australian Business 2010-11, Category Number 8158.0.
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•

Businesses in the manufacturing sector were generally more likely to report facing
barriers to innovation than businesses from other industries. Skill shortages were
the most commonly reported barrier to innovation among manufacturers.

In terms of collaboration, the report suggests that there is quite a bit of collaboration within
supply chains and between businesses in the same industry, although the level of
collaboration between business, the government, and research institutions is relatively low.
Just below 40% of businesses that had, or attempted to, introduce an innovative product or
process during 2010-11 reported that they had collaborated with a supplier. A similar
proportion of businesses also reported collaborating with a client. In contrast, only around
5% of businesses reported that they had either collaborated with a government department
or a research institution.
These results are consistent Ai Group’s Business Investment in New Technologies report
(2012) that highlighted the relatively low proportion of businesses that are collaborating
with government or research institutions in order to develop new technologies. Compared
to average industry, manufacturers were more likely to collaborate with other businesses
and less likely to collaborate with research institutions.
Unsurprisingly, businesses reported that they were far more likely to source ideas and
information about innovation from within their own business or supply chain than from
research institutions or the government. The most common sources of ideas and
information were from within business (65%), clients (40%) and suppliers (28%). In contrast,
only 3% of businesses sourced ideas or information from a university or higher education
institute.
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Policy priority 1: Enhance collaboration
It is now widely recognised that the effectiveness and efficiency of innovation systems are
determined to a considerable extent by the degree and quality of linkages and interactions
among various stakeholders, including businesses, universities and consumers. The
successful production, diffusion and use of knowledge/innovation involve the interaction of
many players.
Countries’ innovation performance depends increasingly on their ability to catch and make
the most of globalised knowledge flows -cooperation across sectors, fields and borders. A
single business is unlikely to be able to access all the technical skills and experience required
to successfully develop and bring new technologies to market, so the ability to collaborate
becomes a necessity.
By working with other organisations, a business can acquire capabilities and resources that
it would not have if it continued to operate in isolation. Hence, a business’s networks
provide a source of competitive advantage.
Australia makes significant investments in its public sector research organisations. Yet the
level of collaboration between business and these organisations is low in comparison with
other OECD countries, despite numerous attempts over a number of years to increase
collaboration. This has led to significant amounts of money spent on research that does not
translate into profitable products and services and has seen Australian businesses miss out
on the opportunity to gain a competitive advantage by leveraging the know-how of
Australia’s academics. Consequently, Australian industry risks failing to perform at full
potential and is placed in a disadvantaged position in a highly competitive global market
relative to counterparts in other countries.
According to the Business Investment in New Technologies survey conducted by Ai Group in
early 2012, of the businesses that have invested in new technologies over the past three
financial years, close to 25% developed new technologies internally through research and
development.3 Only 8% reported that their acquisition of new technologies occurred as a
result of collaboration with research organisations. While the figures were slightly better for
business to business collaboration, there is still considerable scope for Australian businesses
to embrace collaboration among themselves and their overseas counterparts to boost
innovation and lift competitiveness. Even amongst innovative businesses, the level of

3

The Australian industry Group (2012), National CEO Survey: Business Investment in New Technologies. This
report presents the findings of a survey of 540 CEOs of businesses in the manufacturing, services and
construction sectors.
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collaboration between Australian companies and offshore countries is extremely low by
OECD standards.4
The poor outcomes generated by public-private research in Australia may relate to the
divergent objectives of these organisations. For individual academics, professional
advancement and funding depend on a strong record of published research; for universities,
strong research reputations can help attract students. Thus universities are interested the
creation of new knowledge. In contrast, industry is more interested in the commercial
implications of research and development, or the creation of new innovations: application,
not publication. In addition, many government networking programs are focused on
creating new networks for their own sake, rather than on creating networks that serve a
larger purpose or reflect a long term confluence of interests. Alternatively, they are focused
on meeting public sector objectives, led by public sector researchers, rather than addressing
identified industry needs. Therefore, industry often feels little ownership over the outcomes
of the network and the network fails unless government provides ongoing funding to
maintain it.
Apart from the hurdles posed by incompatible incentive structures among public sector
researchers and businesses, discussions with businesses reveal difficulties in finding
research partners, inflexibilities in negotiations over intellectual property, lack on ongoing
commitment by researchers (relative to their other priorities) and an absence of
understanding of business cultures and practices. These comments cover the range of public
sector research organisations from the CSIRO, universities and cooperative research centres.
For example, Ai Group is aware that a business is trying to commercialise a product in
partnership with a public research organisation and one of the biggest challenges is the
requirement to indemnify that organization for a long period of time for warranty, defects
and any other claims. This means that even if the business just sells one item, it needs to
pay for expensive insurance for that long period of time. For a small business start-up, such
arrangements are significant undertakings and could prevent businesses from taking the
leap toward active collaboration with public sector organisations.
The Federal Government’s new Entrepreneurs’ Infrastructure Programme announced in
the Budget, includes a policy to match researchers with businesses continuing on the work
of the Researcher in Business program. This is an example of industry-driven arrangements
that can facilitate greater levels of collaboration between publicly funded research
institutions and businesses. It is essential that we continue to ensure that the RiB program
seeks to break down the cultural divide between Australian businesses and the research
sector, stimulate the dissemination of expertise from research organisations to industry and
4

Source: OECD (2010), Measuring Innovation: A New Perspective, OECD, Paris based on OECD, Innovation
microdata project.
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accelerate the adoption of new ideas and technologies by Australian firms. Around 130
businesses in various sectors have been assisted under the RiB program. Of these, 36% had
no previous engagement with a research organisation and 90% subsequently established
on-going collaborations following their participation.
Australia needs to do more to further increase collaboration between its public research
organisations and the business community. Alongside other initiatives, Ai Group proposes a
strategy to bridge the gap between business, academia, research and government, and
unlock Australia’s research capabilities to create a focus on business-orientated research.
•

Much can be learned from the existing Manufacturing and Food Centres of
Excellence initiatives. We would welcome the expansion of nation-wide network of
applied manufacturing research and knowledge dissemination centres charged with
raising the productivity of domestic industries. The centres could be modelled on the
UK’s Technology Strategy Board’s (TSB) Catapults program in United Kingdom.5 This
program was put in place to bridge the gap between business, academia, research
and government.
o Having recognised that innovation is vital for UK businesses to compete
successfully in the global knowledge economy, the TSB established a new
network of technology and innovation centres (known as “Catapults”) to
accelerate business innovation by facilitating collaboration between UK’s
world-leading researchers and the businesses, large and small, which are
ambitious for growth in technology-enabled markets. The technology and
innovation centres will facilitate long-term investment and joint working
between businesses and the UK research base. The aim is to focus research
efforts on commercially viable products, accelerate the translation of
research into profitable products and services, and assist UK businesses to
find opportunities to accelerate – and reduce the risk of – product and
service development. This is achieved by making world-leading research and
technologies available in a way that UK businesses can engage with, in a
professional and entrepreneurial environment. Using these technologies and
resources, business will be able to develop new products and services more
rapidly and effectively. The network will build on the UK’s outstanding

•

5

A working example of a catapult centre equivalent in the Australian context is NICTA (National ICT Australia). In
recent years, NICTA has developed a strong reputation for researcher and student engagement with large and
small-to-medium enterprises across sectors such as transport and logistics, financial services,
telecommunications and utilities.
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research capability, both academic and business, and provide an accelerated
path for technologies to move from concept towards commercialisation.
•

Part of the funding could be redeployed from existing allocations to public sector
research organisations aimed at increasing public to private sector collaboration.
Further funds could be available from contributions from business, and the centres
should be eligible to apply for competitive grants allocated by the Australian
Research Council.

•

The centres should have strong business representation in governance arrangements
and should adopt a demand-pull rather than science-push philosophy.

While the Federal Government attempts to enhance research collaboration between the
public sector and businesses, it should also ensure that sufficient funding is available as seed
money for innovative research. There are well recognised failures in capital markets that
result in the under-supply of early-stage financing for entrepreneurial and transformative
business ventures. Deepening Australian early-stage capital markets is a critical avenue by
which Australia could foster entrepreneurship and help realise value from our scientific
research and break-through business ideas.
The experiences of countries, such as Israel, which have successfully developed innovative,
commercially successful industries suggest that it is crucial for the Government, private
sector financiers and research institutions to collaborate closely.
Australia needs to promote strong intellectual capital creation as a basis for developing a
knowledge-intensive and high-tech industry, and generating high value-added jobs. The
Government could assist by providing funding to expand science and engineering education,
while providing funding for older workers to upgrade their skills. It could also provide seed
money to help high-tech businesses start up as these projects are typically high-risk and
high-return-type projects that banks are often reluctant to fund.
Australian businesses should actively contribute ideas to Australian Governments on ways
to enhance collaboration. Networks should be industry-driven, rather than research-driven,
with a clear rationale and purpose. There should be a focus on the outcomes of the
network, rather than creation of a network per se. This could be enhanced with a program
designed to encourage the participation of small businesses and start-ups, and the creation
of ‘linking organisations’ to facilitate the creation of partnerships between research
organisations and industry. Importantly, Australian businesses should broaden beyond
collaboration within Australia, to collaborate with global businesses, universities and
research centres.
Innovation voucher schemes
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Voucher schemes that aim to promote collaboration between businesses and knowledge
institutions, including public funded research organisations, universities and research
agencies, are an emerging international trend to support innovation activities of Small
Medium Enterprises (SMEs). The main purpose of an innovation voucher is to build new
relationships between SMEs and public research institutions. Vouchers allow SMEs to seek
research expertise to solve a specific innovation-related problem, such as a technical
question requiring further R&D activities; small scale product prototyping; laboratory
verification or field testing.
Innovation Voucher Schemes have been implemented in New South Wales (NSW
TechVouchers), Victoria (Small Technologies Industry Uptake Program, now replaced by the
Technology Voucher Program and the recently launched Innovation Voucher Program),
South Australia (the recently launched Innovation Voucher Program) and Western Australia
(Innovation Vouchers Program). The Northern Territory is assessing the value of voucher
systems. While they all aim to promote collaboration between SMEs and researchers, there
are key differences between these Schemes in terms of the eligibility criteria of voucher
recipients and service providers, and the vouchers’ monetary amounts.
These innovation voucher programs have proved to be effective and Ai Group urges
Australian governments to broaden the eligibility criteria and to increase the monetary
value of the vouchers.
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Policy priority 2: Support for Capital Investment for
Innovation
Australia has significant capital stock in industry, but it is vital that this stock be renewed
through reinvestment and added to through new investment. The case for new investment
is often complicated by financial barriers, both within a company as well as impediments to
accessing finance externally. For example, local arms of international operations often have
to convince head office to invest here rather than overseas. Some sectors, such as the
manufacturing sector which has received a lot negative media coverage, also find it difficult
to attract finance. Public policy plays a key role in shaping the environment for encouraging
capital investment, through regulation, taxation and spending measures.
Here are several specific measures that could be implemented to support reinvestment in
industry:

• Small business tax incentives for investment
Given the prevalence of small and medium sized businesses in the overall economy,
investment incentives for these businesses are important but must be simple and
manageable. The instant asset write-off arrangements open to small businesses are a good
tool in this regard, allowing business to immediately write off depreciating assets below a
value threshold. This threshold had been raised to $6,500 by the former Government,
making it relevant to a wide range of equipment investment decisions by small businesses.
Legislation is currently in the Senate to lower the threshold from $5000 to $1,000 for assets
acquired and installed ready for use after 31 December 2013. Retaining a higher threshold
would be a significant support to investment by small businesses in all sectors.

• Research and Development tax incentive
Another policy initiative that has a significant influence on R&D among Australian businesses
is the R&D Tax Incentive. The R&D Tax Incentive was re-modelled in 2011 with substantial
tightening of definitions of eligible expenditure. We welcome the Abbott Government’s
commitment to using the scheduled 2014 review of the R&D tax incentive to examine
access to R&D support, and the taxation White Paper to consider the effectiveness of
existing tax incentives for innovation.
There is separate legislation currently before the Senate that would limit the research and
development (R&D) tax incentive to companies with aggregated assessable income of less
than $20 billion. We would encourage the Government to ensure this does not leave a
substantial hole at the epicentre of Australia’s innovation system.
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The 2014-15 Budget contained a 1.5% cut to the R&D tax concession to take effect from 1
July 2014. This was touted as measure to preserve the relative value of the concession,
given the planned company tax cut associated with the paid parental leave scheme. Under
the Government’s current plans, the PPL as well as a 1.5% point reduction in the company
tax rate would begin from 1 July 2015, a year after the 1.5% point reduction in the R&D
incentive. Consequently, this represents a reduction in the value of the R&D incentive for
2014-15 for all businesses at a time of tepid non-mining investment and declining mining
investment. While the relative value of the R&D incentive will be restored for most
Australian companies from 2015 onwards, those companies that face the Government’s
planned 1.5% levy to fund the PPL will actually experience an permanent reduction in the
value of the R&D incentive if this legislation were to pass.

• Accelerated depreciation
Adjusting the timeline on which business investment can be depreciated for tax purposes is
of value to larger businesses as well as SMEs. Accelerated depreciation, which allows a
business to claim deductions for an asset over a period shorter than its useful life, can
significantly improve the attractiveness of capital investment. The costs to the Budget are
principally a timing issue; deductions will be higher initially and lower later. These costs
could be further contained by limiting an accelerated depreciation option to certain
categories of asset or to assets acquired and installed within a defined period. Given the
substantial long-term opportunities for Australian involvement in regional markets, and
near-term headwinds from exchange rate pressure and other sources, an accelerated
depreciation arrangement for investment in specific trade-exposed sectors including
manufacturing over the next several years could make an important contribution.

• Encourage venture capital markets
Australia’s venture capital markets are small. The bulk of Australian venture capital finance
is invested in late stage opportunities, which are those ventures with demonstrated
potential, and therefore lower risk. There is insufficient early stage finance available to
support Australian innovators to turn their ideas into products that can be developed
locally, or to support the development of Australian companies beyond the start-up stage
from owner operated entities to companies with multiple employees. The lack of early stage
finance also limits the pipeline of good ideas that progress to the late stage private equity
phase, where there is more appetite among private investors. We have attached our
Financial System Inquiry submission which covers these issues.
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• Clear regulatory frameworks for new investment
The Government has a broad agenda to eliminate unnecessary regulatory burdens. The
Government’s proposed Emissions Reduction Fund includes a concept of best practice
emissions benchmarks for new facilities and significant expansions. While an extensive
consultation process to develop this policy is underway, we note that it will be very
important for any resulting regulatory requirements to be clear, predictable and welltailored to the conditions of covered sectors in Australia.
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Policy priority 3: Investment in technology
Investing in new technologies is an important means by which Australian industry innovate,
improve productivity and lift business capabilities to transform their processes and boost
their competitiveness. Evidence suggests there is room for Australian industry, and
particularly in the manufacturing sector, to lift its investment in new technology:
• Capital investment per worker has not risen since the mid-nineties in the Australian
manufacturing sector, whereas it has risen steadily in other industries.
• Consistent with the increasing role played by Australian manufacturers as primary
suppliers to mining companies operating in Australia, Australia is one of only three OECD
countries where more than 30% of manufacturing business expenditure on R&D is
concentrated in sectors involved in upstream operations.
• Adoption of advanced technologies is often confined to a few companies in high-tech
sectors – many businesses are not aware of the breadth and depth of technologies
available to improve their operations or the benefits of adopting these technologies.
• International performance comparisons against a number of technology-focused
indicators illustrate that Australia’s technological competitiveness is declining relative to
other innovation-driven economies. This decline is impacting on the sophistication and
competitiveness of Australia’s business practices and processes.
Table 2: Selected competitiveness indicators of Australia’s performance on technology6
Indicator

Australia’s Global Ranking (1 = world’s best)
2005-06

2008-09

2010-11

2011-12

Technological readiness7

10

19

23

22

Availability of latest technologies

19

20

22

23

Firm level technology adoption

21

17

19

19

Business sophistication

24

26

29

29

Production process sophistication

n/a

23

24

25

6

Source: World Economic Forum Global Competitiveness Reports 2005-06 to 2010-11.
Technological readiness is a measure of the agility with which an economy adopts existing technologies to
enhance the productivity of its industries, coupled with the ability to use these technologies.
7
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Continued long-term underinvestment in new technologies is likely to have negative
repercussions for productivity and competitiveness. This is particularly problematic because
while Australian businesses are cutting back on their investment in new technologies, the
rest of the world is moving towards the adoption of new technologies. This is evidenced by
strong growth in international trade for medium-high and high-technology equipment,
which is indicative of the role of these technologies in shaping business competitiveness.
Between 1997 and 2007 growth in exports of high technology goods outstripped growth in
total manufacturing in most OECD countries (OECD 2009).
Advanced and emerging technologies aid the development of new approaches to
manufacturing. Design led innovation is likely to be particularly important to the
sustainability of manufacturing industries in developed countries like Australia with a higher
cost base. In recognition of the importance of design in transforming Australian
manufacturing businesses, the Enterprise Connect Design Integration Pilot is assisting
companies to understand how design, used well, can be a strategic and effective tool to
boost performance, open new markets, cut costs and reduce risk. The CSIRO's Future
Manufacturing Flagship, which aims to develop cleaner advanced materials and
manufacturing technologies to grow Australia's future productivity and prosperity, is a good
example of a government initiative that will boost technological advancements in Australia’s
manufacturing sector. Examples of new and emerging technologies in manufacturing and
other sectors include:
•

Real-time monitoring of product performance
in the field

•

Sensing technologies

•

Advanced materials manufacturing

•

Clean energy technology

•

Additive manufacturing

•

•
Cloud computing and software as a
•
service

Nanotechnology
Biotechnology

•

Smart information systems

•

Virtual reality and artificial intelligence

•

Assistive automation

•

•

Mass customization

Telepresence allowing greater collaboration
and clustering

Investments in R&D are critical to achieving improvements in productivity and
competitiveness. However, significant benefits can also be obtained if businesses make the
best use of ideas developed elsewhere, often with less investment risk. This is critical for a
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small economy such as Australia – as the vast majority of new technologies will be
developed outside of Australia - and has been a historical strength of Australian industry.
Ai Group’s Business Investment in New Technologies Report found that the most common
way businesses adopted a new technology was to buy it off the shelf, with many businesses
then adapting the technology to meet their own needs.8 This finding highlights the
importance of having a balance between the creation - through R&D - and
commercialisation of new ideas (the ‘supply side’ of the innovation system) and the
adoption and application of ideas from elsewhere (the ‘demand side’). Policies to improve
the ability of businesses to absorb ideas and technology complement policies to promote
new technology development and commercialisation.
A stronger focus on improving the ability of businesses to absorb ideas and technology will
assist manufacturers to respond to challenges in the global marketplace. While it is
ultimately up to industry to determine which technologies it should adopt and where, when
and how they will be adopted, governments can assist by improving industry awareness of
opportunities for technological innovation and by encouraging leadership in new
technologies.
This may include:
•

Providing case studies and promoting examples of successful technology adoption;

•

Establishing research centres and technology platforms to provide a focus for
encouraging technology adoption and to facilitate collaboration and partnerships
between companies, researchers and entrepreneurs, in Australia and abroad; and

•

Developing strategies to ensure that the manufacturing sector has the necessary
skills to leverage investments in new technologies.

•

Promoting and championing innovation by ensuring that government agencies are
procuring and using innovative products and services to improve their own
operations.

Importantly, both business and government approaches need to be holistic. Many different
elements contribute to the business investment environment and the success of an
investment, including infrastructure availability, appropriate skills and training and
innovation policy. General business settings such taxation and workplace relations are also
critical. Getting the best results requires these policies, programs and firm level strategies to
work in tandem. The benefits of infrastructure spending or capital improvement programs,

8

The Australian industry Group (2012), National CEO Survey: Business Investment in New Technologies.
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for example, require firms and employees to be aware of opportunities and to have the
appropriate skills and training to realise them.
It would also be useful to encourage broader thinking about innovation. Currently,
innovation policy is strongly focused on product and process innovation – or what can be
produced and how it can be produced. Other types of innovation, such as organisational,
market and financial innovation also create opportunities for business growth and
improvement. Rather than focusing on the ‘what’ and ‘how’ of innovation, these types of
innovation consider the broader innovation system, including the context for innovation,
stakeholders in innovation, and the commercialisation of new ideas.
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Policy priority 4: Strengthening business capabilities
Other than lifting innovation, Australian businesses also need to review and improve their
business practices to enhance their competitive advantage. There have been major
successes in the area of developing Australia’s business capabilities over recent years
through programs run by both the Federal and State governments. Ai Group’s own
involvement in the Enterprise Connect initiative has resulted in direct knowledge of the
challenges facing participating companies, the range of recommendations for improvement
and the specialist areas of assistance sought.
Ai Group recommends that through the Federal Government’s new Entrepreneurs’
Infrastructure Programme announced in 2014/15 Budget, the following capability building
activities are implemented, or continued and further built on:
•

Intensive programs addressing and implementing process improvement models into
small and medium enterprises: these programs need to focus on new manufacturing
technologies, and design and efficiency improvements which in turn result in new
business models.

•

Assistance in designing and managing global supply chains: the efficiency of, and
access to, domestic and global input markets for goods and services is important to
businesses who need to ensure that they can achieve productivity gains and remain
competitive.

•

Longer-term business support in the form of coaching and mentoring: business
owners and managers would benefit from ongoing support to implement the
changes outlined above and to diffuse strategic change throughout their
organisations. Within the Entrepreneurs’ Infrastructure Programme, this support
could be provided through longer, deeper relationships between participating
companies and business advisers.

•

Structured programs to build management capabilities: increase the availability of
management programs which address significant weaknesses regularly identified in
SMEs around fundamental business capabilities such as strategic planning,
understanding business risk, financial management and an understanding of
marketing.

•

Greater support to companies in e-business and customer interactive applications:
SMEs, particularly if exporting, need to have world class online business applications
in place, as well as being familiar with social media as an element of their marketing
strategy.
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•

Support for integration of design practices and processes: integration of design
across all aspects of a business, including production processes, branding and
communications, leadership and company culture, can enable businesses to build
design capability that can contribute to competitive advantage.

Businesses could also sharpen their competitive advantage by improving internal workplace
processes to create high performing workplaces.
In 2012, Ai Group published a research conducted to investigate skills utilisation levels in
high-performing workplaces.9 The continued development and improvement of the skills
base is crucial to long term competitiveness and growth. That said, the building of the stock
of skills in businesses in itself is insufficient, those skills must be utilised efficiently.
Several highly productive Australian workplaces were identified by Ai Group during the
research and the project team worked with these businesses to identify and learn about the
actions, processes and structures they put in place to increase skills utilisation and create
high performing workplaces. The lessons learned could offer useful insights for Australian
businesses more generally.
High performance organisations are focused on maximising the potential of their workforce
and utilising this potential for mutual benefit and competitive advantage. They do this by
recruiting competent workers; involving them in extensive training; and creating or redesigning jobs which will provide them with challenge, responsibility and control. In so
doing, they enable the effective utilisation of skills and reduce the occurrence of skills
mismatch (that is, where workers do not have the skills for the jobs they are doing, or are
over-skilled for their jobs). High performance organisations have flatter management
structures, promote participatory decision-making, and share business information with
employees. They apply performance-related reward and recognition systems. Work is
organised around principles of teamwork, lean production and quality management, and
processes are supported by relevant and current technologies.

Supply chain management
The concept of the supply chain goes beyond “logistics” or “product delivery”. Global
businesses recognise that optimised supply chains facilitate innovation, drive improved
corporate customer service, increase competitiveness, increase revenue and generate
higher margins.
Customers are becoming more demanding, and customer demand has become more
unstable given the increasing prevalence of creative marketing strategies. In addition,
supply chains are under pressure from rising energy and transportation costs, fluctuating
9

Australian Industry Group (2012), “High Performance Organisations: Maximising Workforce Potential”
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commodity prices, changing labour conditions and new environmental regulations. The
supply chain has traditionally responded by focusing on cost control and maintaining service
through holding high inventories. However, to stay competitive today’s supply chains must
optimise costs, minimise inventories and maintain high service levels — all at the same time,
and all within a more agile and responsive supply chain.
Against this backdrop, supply chains will increasingly serve as facilitators of innovation in
businesses. Innovation in businesses is increasingly driven by changing customer needs and
business strategies. Supply chains therefore need to be aligned with business strategies and
market requirements, and yet be flexible enough to adapt quickly to changing circumstances
so that the necessary component parts required by businesses are available when needed
and could be delivered in a timely and cost effective manner. Businesses could then improve
operational agility and responsiveness, becoming more customer-centric while more
effectively managing cost and cash flow. Supply chains will effectively become facilitators of
innovation in businesses.
In addition, optimised supply chains could serve as catalyst for growth in emerging markets
where businesses are constrained by poor infrastructure. In the case of mature markets,
well configured supply chains could be applied to overcome limited sales growth and
increasing input costs by helping businesses rely on raw materials and component parts to
be sourced or manufactured in lower cost manufacturing bases.
Supply chain management is to become particularly important for Australian manufacturers
as the advantages of relying more on imported materials and outsourcing more labourintensive operations to low cost production bases increase with the strength of the
Australian dollar.
Australian manufacturers need to actively monitor the major long term trends that
determine macroeconomic conditions, so as to better anticipate and manage the risks
posed by changes in important determinants of supply chain viability, including wage
conditions in various possible production bases, fuel cost and currency values. This is
especially important given that supply chain relationships for Australian manufacturers have
deepened substantially.
In addition, Australian manufacturers may need to establish multiple supply chains to boost
the resiliency of the overall supply chain network under a wide range of possible
macroeconomic outcomes in the global economy, following the unprecedented shift of
economic prominence to emerging economies.
As the supply chain relationships for Australian manufacturers deepen, Australian
manufacturers would need to enhance their management of global supply chains through
the use of efficient and low cost freight transport and logistics networks.
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Freight transport and logistics operations are increasingly important aspects of
manufacturing activity and competitiveness, as more Australian manufacturers seek to
integrate closely with regional and global supply chains. Efficient logistics operations are
essential to the effective functioning of industry supply chains, helping to enhance the
responsiveness of suppliers to customer needs, improving speed to market and ensuring
greater reliability of delivery schedules. In an increasingly competitive environment, freight
logistics operations are also a potential source of cost savings.
The domestic transport infrastructure system in Australia needs to be further developed in
the most cost effective manner, in order to keep pace with the increased demands.
Australian manufacturers have expressed dissatisfaction over domestic and international
freight transportation modes, especially the domestic regional and inter-state rail networks.
Such shortcomings have adversely affected several specific areas of manufacturing
operations.10 The transport network has contributed also to increases in the general
transport costs across a broad range of manufacturers.
Whilst the Australian Government has expressed its commitment to further improve the
transportation network given that Australia is geographically far from most major markets,
such improvements take time to materialise. Meanwhile, one of the key challenges for the
Australian manufacturers would be to seek more efficient and cost effective ways to
transport raw materials within and out of Australia, so as to reap the cost savings intended
from the establishment of global supply chains.
One way would be for Australian manufacturers to make better use of information
technology to implement “just in time” production and to better management inventories.
The forthcoming national broadband network to be built throughout Australia could help
the manufacturers achieve this.
Ai Group recommends the Federal Government further broadens its support for supply
chain improvement initiatives. This support should include facilitation mechanisms to
encourage more direct communication between buyers and sellers. Broader application of
the continuous business improvement models applied through Enterprise Connect will also
assist in strengthening aspects of supply chain management.
Importantly Australia needs an educated and efficient transport, logistics and warehousing
industry to underpin robust supply chain networks. The Federal Government could help by
addressing the skills gap present in the industry. According to the Transport and Logistics
Industry Skills Council (TLISC), current major skills and workforce development challenges
for the transport, logistics and warehousing industry include:
10

Australian Industry Group (2006), “Linking Australia with Global Supply Chains: Transport and Logistics
Operations in Australian Manufacturing”
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•

ageing of the workforce with a higher concentration than other industries;

•

‘pull’ of the resources and construction industries for workers in the transport
industry;

•

attraction to the industry, retention and effective skills utilisation;

•

the need for higher level skills;

•

adaptability of the workforce to an evolving industry/emerging technologies;

•

meeting the high demand for qualified trainers/assessors; and

•

outdated image of the industry and of the opportunities present.

Job roles are becoming increasingly multi-skilled (e.g. the introduction of sophisticated
systems for inventory management within warehouses), and the skills in demand for
logistics management, road transport and warehousing include:
•

trainers/assessors (e.g. driver instructor/trainer);

•

truck and bus drivers (e.g. local delivery and dangerous goods drivers);

•

transport/logistics managers;

•

transport/logistics supervisors/schedulers;

•

bus drivers;

•

warehouse managers; and

•

store persons.

In terms of barriers to training, 65% of employers said the cost of training was the greatest
barrier to training, whilst regulatory compliance is the primary driver of investment in
training.11 Assisting the challenge to convince businesses of the return on investment in
skills development, listed below are the percentages of employers reporting significant posttraining productivity improvements:12

11
12

•

improved OHS, 56%;

•

improved technical skills, 45%;

•

customer service, 35%;

Source: Workforce Planning and Development Survey, TLISC 2012.
Source: Workforce Planning and Development Survey, TLISC 2012.
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•

continuous improvement initiatives, 33%;

•

reduced errors and lost time, 32%;

•

overall business productivity, 31%;

•

quality control, 30%;

•

staff turnover, 18%; and

•

reduced absenteeism 6%.
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Policy priority 5: Education and training
Effective management practices, skills and capabilities have the potential to drive
productivity, innovation and competitiveness. This is in turn dependent on the availability of
a skilled workforce which is able to respond and adapt to the challenges.
A major issue confronting the Australian manufacturing sector is the low level of literacy and
numeracy of the existing workforce.
The shortage of skilled workers also needs to be addressed urgently through an increase in
the number of manufacturing apprenticeship programs, especially for engineering trades.
Measures also need to be taken to increase completion rates of apprentices.
Further, significant reforms need to be undertaken to achieve a high-quality vocational
education and training system that is underpinned by standards and regulation that can
assure high-quality training and assessment services.
In order to achieve all these policy initiatives, Ai Group urges Australian governments to
avail sufficient funds to support businesses in the uptake of workplace literacy and
numeracy programs as well as apprenticeship training.

Workplace language, literacy and numeracy in industry
Ai Group’s research tells us the situation regarding the low levels of workplace literacy and
numeracy is a major concern for employers. It hurts productivity, labour mobility and
hinders the ability of the workforce to achieve the higher levels of skills needed for the
increasingly knowledge-based economy. There remains an urgent need to address the
language, literacy and numeracy needs of the Australian workforce. In addition to the wellknown results of the Adult Literacy and Life Skills Survey (ALLS) and the more recent
Programme for the International Assessment of Adult Competencies (PIAAC) study, research
undertaken by the Ai Group demonstrates that 93% of surveyed employers reported that
low levels of literacy and numeracy were having an impact on their business.13 The Ai
Group, and increasingly employers, see a strong connection between improving workplace
literacy and numeracy and lifting Australia’s productivity performance.
While the National Foundation Skills Strategy for Adults has formally commenced there is no
activity to date on the workforce literacy and numeracy component.14 It is essential that the
strategy is appropriately funded, industry is consulted about implementation and that
activity commences.
13

Getting it Right: Foundation Skills for the Workforce, Australian Industry Group, October 2013.
National Foundation Skills Strategy for Adults, Standing Council on Tertiary Education Skills and Employment,
September 2012.
14
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In terms of policy responses, there is a clear need for specific funding forsignificant sections
of Australian industry that need literacy and numeracy assistance. The introduction of the
Federal Government’s new Industry Skills Fund (ISF) from 1 January 2015 is an important
step and we would encourage the Fund to make specific allocations for workplace literacy
and numeracy programs.
The evaluation of the previous WELL program reported that over the last five years the
WELL program reached 72,000 employees and 530 Indigenous Employment program
participants.15 New literacy and numeracy programs need to expand considerably with over
4 million workers currently experiencing low levels of literacy and numeracy. It would be
appropriate to establish targets and a budget within the context of the National Foundation
Skills Strategy.
It is important that manufacturing workers within the automotive industry be targeted for
this kind of assistance. Many of these employees will need to retrain to find alternative
employment and low levels of literacy and numeracy will be a barrier in this process. The
employer funding contribution should be waived in these particular circumstances for
targeted programs delivered to these employees until 2017.
The notion of Workplace Champions was espoused in the National Foundation Strategy to
promote an environment that encourages employees to seek assistance.16 Ai Group is
prepared to be involved in this approach and with supporting funding would establish and
co-ordinate such a network.

Apprenticeship reform
Apprenticeships are the flagship of the Australian training system. Apprenticeships are
highly valued by industry as the best way to train skilled tradespeople for the future. The
combination of structured training and workplace learning in the context of employment
provide apprentices with the theory and practical skills that make qualified tradespeople.
However, reform to the Australian Apprenticeship system is required.
Reform that preserves the integrity of the apprenticeship system, and is sustainable, must
be driven by the demand-side, that is by industry which requires the skilled workers. Chief
among reforms is the need to refocus apprenticeships on the core relationship between the
apprentice and the employer. Administrative and support mechanisms, requirements of the
supply-side must not get in the way of these reforms. Many issues require attention
including facilitating genuine user-choice; overcoming national inconsistency; implementing

15

Strengthening Foundation Skills in the Workforce, Final Report, 22 February 2012, Third Horizon.
National Foundation Skills Strategy for Adults, Standing Council on Tertiary Education Skills and Employment,
September 2012.
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competency-based progression; lifting completion rates; and improving school pathways to
apprenticeships.
Ai Group proposes that we drive genuine demand-side reform of the apprenticeship system
utilising group training organisations as the preferred platform. The central feature of this
new approach is to aggregate critical mass on the demand-side of the apprenticeship
system – a significant reform in and of itself. The current apprenticeship arrangements are
sub-optimal primarily because they are driven around the needs of RTOs and other service
providers to apprenticeships.
Additionally, consideration should be given to establishing genuine national apprenticeship
arrangements. Australian apprenticeships are Australian in name only and the lack of a
genuine national system is a frustration to employers, especially those that operate on a
national basis or in multiple states. Forging national arrangements would see the removal of
duplication of service provision, the streamlining of administrative requirements and
unnecessary confusion. A national apprenticeship body will be required to undertake this
important task.

Industry-led skills training
Ai Group welcomes the shift towards industry-led skills training. The Abbott Government
introduced the Industry Skills Fund in the May Budget, which will help small-to-medium
businesses train their workers with the appropriate skills. The former National Workforce
Development Fund was a good model, enabling industry to lead training and ensuring choice
of provider is firmly placed in the hands of enterprises. This has led to a lift in both the
quality and confidence of training outcomes under such arrangements.
Investment models that focus upon individuals are more complex. The success of the
introduction of demand-driven funding by different jurisdictions has been variable.
Unfortunately, we have witnessed excessive enrolments occur in course areas that contain
limited employment prospects. Whilst the policy shift away from supply-driven funding
approaches is supported, we need to be judicious in this public spend. A more managed
model that prevents wasteful spikes in enrolments in areas of low priority can mitigate
wasteful public expenditure.
However, the method of purchasing training does not overcome the issue that in order for
the training sector to be sufficiently responsive to industry it needs to be properly
resourced. For too long the training sector has been the poor cousin of the higher education
and school sectors. For some time the level of funding for the VET sector has been
inadequate in its own right and in comparison with the higher education and schooling
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sectors17. Australian Workforce Futures noted that VET funding per hour fell by 14%
between 2006 and 2010 which contributed to the call for an additional 3% funding per year
to 2025 to meet the projected need for enrolment growth.18 Industry will not be able to
meet its need for the amount of qualifications required if the current levels of VET funding
continue. This is especially the case given the increasing need for higher levels of
qualifications.

Quality in vocational education and training
Ai Group considers that there are ongoing and serious issues confronting the national VET
system in terms of quality. A high quality VET system must be underpinned by standards and
regulation that can assure high quality training and assessment services. Ai Group supports
improved regulation of the standards that will lead to consistent and enforceable regulatory
approaches within the Australian Skills Quality Authority and by all VET regulators. Ai Group
supports the proposed revised VET standards for regulation. Furthermore, we consider that
consistently high performing quality providers should be ‘rewarded’ with a lighter touch
regulatory approach, a model that will only work within the context of the revised
standards.

School systems
A world class economy needs the support of a world class education system. All the
international indicators reveal that we do not have this. Particular areas of concern are the
lack of work-readiness and foundation skills of school leavers, the decline of the STEM skills
very much needed for the new economy and considerable employer unease about the
quality of VET in Schools arrangements.
a. Resourcing
To have a high skill economy Australia must have a high performing school system. Ai Group
supports the aspiration for Australia to have a world-class education system grounded on a
needs-based funding model. It is of significant concern that Australia's international
schooling ranking has been declining over the past decade and we have now been
overtaken by many of the systems in our regions - including Hong Kong, Shanghai, South
Korea and Singapore. Such countries are investing heavily in their schooling systems and are
seeing the human capital of future generations as fundamental to securing future economic
growth. Significantly expanded resourcing and a sustained reform process with multi-

17

Investment in Vocational Education and Training (VET), A Report to the Board of Skills Australia, Peter
Noonan et al., May 2010.
18
As reported in Australia’s skills and workforce development needs, Discussion Paper, July 2012, Australian
Workforce and Productivity Agency, page 73.
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jurisdictional commitment with staged and transparent measurement will be the only way
to achieve this ambition.
b. Literacy and Numeracy
There are increasing concerns from industry about the adequacy of the literacy and
numeracy levels of young people entering the workforce from school. Despite increased
expenditure on school education and increases in the achievement of senior secondary
certificates there has been no improvement in average literacy and numeracy levels across
age groups.
Ai Group is concerned that school students exit school without meeting a set benchmark in
literacy or numeracy. There are no national exit standards for literacy and associated with
the award of senior secondary certificates. Only South Australia links the achievement of its
senior secondary certificate to level three descriptors of the Australian Core Skills
Framework19 and from 2016 senior secondary students in Western Australia will need to
satisfy the requirements of an Online Literacy and Numeracy Assessment.
The 2008 Melbourne Declaration articulated the central educational goals government and
schools need to attain, and specified literacy and numeracy as essential foundations for
learning. Yet Australia does not feature favourably in relevant international comparisons of
data, showing deteriorating reading literacy of 15 year olds over the past decade in the
OECD Programme for International Student Assessment (PISA).20 The Australian Council of
Education Research noted that an unacceptable proportion of 15 year olds are at serious
risk of not achieving literacy levels sufficient for them to effectively participate in the
workforce. Australia was one of only six countries that showed a significant decline in
reading literacy performance between PIA 2000 and PISA 2102.21
The state of maths and science in schools has deteriorated to a ‘dangerous level’ according
to a review commissioned by the Vice-Chancellor’s of Australia’s eight research-intensive
universities. The number of students undertaking advanced maths at secondary school fell
by 27% between 1995 and 2007. The 2011 Trends in International Mathematics and Science
Study (TIMSS) indicates that Australia’s performance in mathematics and science has
stagnated over the past 16 years.22 The latest PISA results for mathematics indicate that 16
countries achieved significantly higher results than Australia and the mean mathematical

19

Policy Circular, Literacy and Numeracy, SACE Board of SA, February 2010.
Media Release, 7 December 2010, PISA identifies challenges for Australian education.
21
ACER FACT SHEET, Selected results from PISA 2012, 3 December 2013.
22
Sue Thomson et al., Highlights from TIMSS and PIRLS 2011 from Australia’s perspective, ACER, 2012.
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literacy performance declined between 2002 and 2012 by the equivalent of more than a half
year of schooling.23
There is an opportunity to address these issues in the context of the review of the National
Curriculum.
c. VET in Schools
VET in Schools can play a role in helping young people transition to work. However, the role
of VET in Schools within senior secondary certificates has become fragmented and in many
instances quality is being severely compromised. In addition, recent research has cast doubt
on the capacity of VET in Schools programs to assist young people to make the transition to
employment.24 Employers need to be confident that all students have completed training
with quality skill outcomes, as defined by the accredited course or training package, no
matter where or how they are trained, including through VET in Schools arrangements. This
is fundamental to an effective and quality functioning training system. The persistence of
concerns about a range of VET in Schools issues indicates the need for a review of the
arrangements, especially from the transition to employment perspective. From this
perspective the current activity of the VET in Schools Working Group of the Commonwealth
Department of Education is most welcome.
d. Science, Technology, Engineering and Maths (STEM)
There have been numerous reports that the number of students participating in science and
mathematics at a Year 12 level (senior secondary certificates) has dropped. This is
particularly disturbing given the close association between STEM skills and innovation.
Furthermore, despite successive government attempts over the last decade to increase
student participation in science, technology, engineering and mathematics (STEM), the
proportion of students commencing in STEM has flat-lined at around 10 % or less25. The
Office of the Chief Scientist has documented the decline in the proportion of Year 12
students undertaking mathematics and science subjects since 1992: mathematics has fallen
from 77% to 72%, biology from 35% to 24% and physics from 21% to 14%. Within
mathematics only 10% of students participated in advanced mathematics compared to
general mathematics.26 The ACOLA report recommends the reintroduction of more
comprehensive prerequisite requirements for university entrance to encourage greater
secondary school student participation in STEM subjects.27 Further,
23

MEDIA RELEASE, 3 December 2013, Latest PISA results ‘cause for concern’, says ACER.
Kira Clarke, Entry to vocations: the efficacy of VET in Schools, NCVER research Report, 2012.
25
Australia’s skills and workforce development needs, Discussion Paper, Australian Workforce and Productivity
Agency, July 2012.
26
Mathematics, Engineering and Science in the National Interest, Office of the Chief Scientist, May 2012.
27
STEM: Country Comparisons, Final Report, Australian Council of Learned Academies, May 2013, page 20.
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“despite the plethora of government policies and reviews focused on education, and
science and innovation and the relatively recent emergence of the STEM agenda in
Australia, the ‘pipeline’ is decreasing and there are serious questions about
performance in the foundation skills of literacy and numeracy, and the enabling
sciences, mathematics and scientific literacy.”28

Consequently, despite current young people being high level consumers of technology it
appears that they are not increasing their ambitions to be the creators and innovators of
tomorrow.
Ai Group is concerned that declining interest in science, technology, engineering and maths
courses in senior secondary certificates poses an immense challenge to current skills
shortages in engineering professions and trades and to securing Australia’s future
manufacturing skills base, as these subjects often serve as prerequisites to most trades and
university science and engineering courses.29
e. Lifting the Capability of the Teaching Profession
The role that education plays in underpinning productivity and economic performance is
crucial. For example, a country able to attain literacy scores 1 % higher that the
international average will achieve levels of labour productivity and GDP per capita that are
2.5 % and 1.55 % higher respectively than those of other countries.
The former approach of a singular pathway into the teaching profession is no longer
sustainable. All professions, including teaching, need to embrace multiple entry points for
acceptance into professional practice. This not only reflects the modern workforce and the
increasingly mobile labour force, it also recognises the multiple careers an individual will
increasingly pursue over the course of their working life.
Even though we support broadening the entry pathways into the teaching profession and
diversifying the potential applicants, the issue of quality remains crucial. It is concerning, for
example, that the ATAR scores for Victorian undergraduate teaching courses have declined
to 67.53 from a peak of 75.26 over the past decade. There is also a pressing need to attract
more candidates into the teaching profession with higher degrees of proficiency in maths
and science. While only one measure of capability the decline in ATAR entry scores reflects
the difficulty in recruiting quality applicants into the teaching profession and indeed reflects
the broader societal perspective on the status of teaching/teachers especially compared to
other leading nations. A weakness in Australian schooling systems has been the low key
approach taken to continuous professional development (CPD) for all teachers. As a nation
28
29

Ibid, page 51.
Lifting our Science, Technology, Engineering and Maths (STEM) Skills, Australian Industry Group, March 2013.
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we have embraced the mantra of life-long-learning yet we do not systemically embed this
notion within some of our key professions. The teaching profession needs and deserves an
innovative model for CPD. This model needs to mirror best practice lifelong learning
principles.
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Policy priority 6: Overseas engagement
Australia’s relatively small domestic markets create an incentive for Australian businesses to
look to growth opportunities in offshore markets. Economic constraints in the domestic
markets – particularly for businesses on the wrong side of the resources boom – and
opportunities presented by rapidly expanding Asian markets further enhance business
interest in offshore investment (referred to here as outward investment).
Establishing operations beyond national boundaries means businesses can access new
markets and growth opportunities. Businesses can also achieve production efficiencies by
increasing the scale of their operations; focus on value-adding or profit maximising activities
by outsourcing less profitable activities; and access resources and strategic assets not
available, or with restricted availability, in Australia.
Businesses that operate across national boundaries are often exposed to a greater variety of
customers and market demands; new technologies, ideas and ways of operating; and a
greater range of competitive pressures. Research indicates that, taken together, these
factors can spur businesses towards higher levels of innovation, higher value jobs, improved
managerial capabilities and superior productivity and competitiveness.
To assist Australian businesses venture into overseas markets and to broaden their
customer base to include overseas clients, Ai Group recommends the development of a new
national export and investment strategy that:
•

Promotes trade and investment agenda in APEC and ASEAN countries;

•

Increases funding through Austrade to help businesses identify value chain
opportunities in Latin America, India, China and ASEAN economies;

•

Further funding and expansion of existing programs which support exporters, such
as the Export Market Development Grants (EMDG);

•

Ensuring the EMDG program provides funding for internal training programs for
export growth;

•

Expanding the overseas network of Austrade office while not removing a presence in
mature markets of the Europe and the US;

•

Enhance the Export Market Development Grant scheme by increasing Government
funding for eligible export promotion expenses, as well as increase the number of
times funding may be obtained by each eligible applicant;

•

Conduct more trade missions that are targeted at specific geographical areas and
economic sectors;
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•

A continued concerted effort should be put into removing and reducing regulatory
restrictions and barriers to two-way trade and investment in Asia;

•

Tackle behind-the-border trade restrictions through appropriate channels including
the World Trade Organisation; and

•

Encourage and facilitate closer coordination and collaboration between the Federal
and State Governments in trade and investment promotional tours in Asia.
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Policy priority 7: Measures to improve cost competitiveness
In addition to the range of policy proposals raised in preceding sections, there is a number
of other policy areas that, while not specific to innovation, would have important impacts
across the broader economy and provide a supportive backdrop for Australian businesses to
innovate.
Ai Group frequently hears from our members across industries that “Australia is a high cost
country in which to do business, to manufacture or to supply services”. In our CEO Survey
of Business Prospects for 2014, for example, highlights the ongoing concern regarding our
international cost competitiveness, including the effects of the high Australian dollar and
falling international production costs and rising business operating costs within Australia,
particularly around industrial relations and regulation.
The level of the Australian dollar is largely a function of global market forces and is not
something on which policy-makers can or should intervene, except in emergency
circumstances. Therefore the weight of policy attention must be directed toward the suite
of problems that contribute to high business operating costs in Australia, over and above
the effects of the dollar.
There are several areas Ai Group can identify that are of paramount concern to Australian
manufacturers where Government policy has strong potential to strengthen the business
environment.
•

Rising unit labour costs and weak labour productivity growth. Unit labour costs have
risen sharply is Australia in recent years due to unchecked wage contagion from other
sectors (primarily mining) combined with poor productivity growth. For example, the US
Bureau of Labor Statistics found that in 2011 Australian manufacturing had the third
highest hourly wage rates and among the strongest rises in unit labour costs globally. In
our annual survey of CEO business expectations, 15% of the respondents were
concerned about wage pressures in 2014, up from 10% for the previous year. This
growth inhibitor was most cited by services businesses (19%), followed by construction
(18%), mining services (14%) and manufacturing (11%) businesses. Productivity needs a
radical improvement. It must be top of mind in all IR, skills, innovation, investment and
other industry-related policy; 30

•

Rising energy costs including gas and electricity prices that are difficult if not impossible
to pass on to customers. Low energy costs were once a comparative advantage for
Australian industry, but this is no longer the case. Instead, industry has faced stiff rises in
electricity costs over the past five years, due to regulatory, market-based and

30
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investment cost increases in utilities. Businesses now face the prospect of potentially
larger rises again in gas pricing.
•

Business regulation and regulatory costs have been rising steadily, particularly in the
areas of energy, environment and planning regulation. Duplication and lack of
harmonization between state and federal governments is an area that has received
much attention but it still requires concerted action. Business regulation is frequently
identified as a major growth impediment by businesses, particularly in the services
sector with 16% of service businesses citing it as the main growth impediment in 2014. 31

•

Domestic transport costs for freight and materials are regarded as extremely high by
international standards, and not just because of Australia’s large distances. Port costs,
labour costs in the transport sector, and inadequate transport infrastructure are
frequently cited as exacerbating our relatively high internal freight costs.

•

Construction costs for new or extended sites and facilities are also very high. This is due
to some of the factors already cited above, including labour and regulatory costs. Ai
Group notes that costs of construction on major projects has already been identified as
a high priority policy area by the Federal Government and a separate Review is currently
being undertaken by the Productivity Commission on this topic.

In terms of priorities, these policy areas are currently of equal importance to Australian
business (across all industries). According to the Ai Group Pre-Budget survey of 364
businesses undertaken in early 2014, 70% of businesses rank reducing the company tax rate
as one of their top three priorities. This is closely followed by increasing spending on
infrastructure (68%) and bringing the Budget into balance over the next five years (57%).
These leading preferences are followed by increasing spending on training and apprentices
(39%), raising tax incentives for industry research and development (39%) and bringing the
Budget into balance within two years (28%). 32
In assessing the potential benefits for manufacturing businesses if these policy areas were
to be adequately addressed, the recent trend toward ‘onshoring’ among US manufacturers
– including automotive manufacturers – provides a potent example of what can be achieved
when significant local cost and productivity impediments are addressed. After many years of
contraction, manufacturing activity in the US is currently enjoying something of a
renaissance, as a number of larger manufacturers have brought some of their offshore
production back to the US again. This process has been dubbed ‘onshoring’ and has included
some of the major US automotive manufacturers. This raises the question of whether a

31
32

Ibid
Ai Group, Ai Group Survey: Pre-Budget Survey, May 2014.
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similar ‘onshoring’ path could be explored in Australia. US manufacturers who have
discussed their onshoring have said it is being enabled by33:
•

Reduced unit labour costs including lower real wages and on-costs for manufacturing
workers, largely in response to rising local unemployment and recession. In many cases,
renewed labour agreements also assisted in boosting local employment. This was
contrasted with rising industrial labour costs in popular ‘offshoring’ countries such as
China, which has seen skilled industrial wages but also skills and productivity (and in
some cases unit labour costs) rise strongly;

•

Reduced energy costs due to huge new supplies of oil and gas from unconventional
sources (including but not limited to gas ‘fracking’). This has revolutionized the US
energy sector and significantly reduced energy costs across the country;

•

Adoption of new technologies and production techniques, such as the integration of
product design, development and quality control into production lines, such that
products can be produced in smaller runs and tailored or customized more easily;

•

Direct support for new and refurbished industrial facilities from US state and local
government agencies including fast-track planning approvals, grants for expansions, tax
breaks, R&D grants and loans, and assistance with skills and retraining programs;

•

A sustained and significant reduction in the value of the US dollar against major trading
partners in Asia, which has fundamentally altered the maths of trading;

•

Increasing global freight costs, which make local production slightly more attractive.

In order for this ‘onshoring’ trend to be duplicated in Australia, these factors that the US
manufacturers have cited would need to be present in Australia. But as noted in our list of
impediments above, few if any of these cost factors are currently heading in the right
direction in Australia, and seem unlikely to do so without direct policy support. Australia has
been lucky to be spared the recession suffered by the US for example, but this has seen our
real labour and other costs rise. These cost impediments need policy action. In this section
we summarise Ai Group’s proposals across a range of these policy areas.

Workplace relations
Industrial relations is not the only factor which contributes to productivity performance but
it is a very important factor. The full potential of other drivers of productivity, including
product and process innovation, technological change, management skills, workplace
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training and active supply chain management for instance, depend upon flexible workplaces
and good workplace relations.
Ai Group identified the changes needed to the Fair Work Act as part of the Gillard
Government’s Review which would sustain higher rates of productivity growth over coming
years. While the Panel proposed some worthwhile changes, they were inadequate in
addressing the big problems which are stifling business investment. Ai Group has responded
to the recommendations of the Panel.34 We would encourage the Abbott Government to
consider our response.

Taxation
While taxation reform has proved very difficult to achieve, changes to taxation
arrangements could make substantial improvements to domestic productivity and business
competitiveness by reducing barriers to investment and business restructuring in Australia.
Tax reform is a substantial agenda that needs a whole-of-system view combined with a
program of phased implementation of manageable changes. We commend the Federal
Government for its commitment to undertake an inquiry into the taxation system in 2014.
For Ai Group, the most important priority is to reduce the company tax rate to 25%. A
sizable reduction in the company tax rate of this magnitude would bring our company tax
rate more closely into alignment with those in other similarly-sized OECD countries.
A lower company tax rate would make investment in Australian industry more attractive by
raising after-tax rates of return. This would have a particularly advantageous impact on
sectors like manufacturing whose profitability has been tested by the high dollar and would
counter to some extent the erosion of competitiveness imposed on non-mining tradeexposed industries as a result of the exchange rate and labour market impacts of the mining
boom.
A second priority is the reform of state taxes to remove barriers to business transformation
and development. This involves the removal and reform of state-based taxes that
particularly impact businesses such as insurance taxes, property transfer taxes, payroll tax
and remaining stamp duties as outlined by the Review of Australia’s Future Tax System
(AFTS).
The reforms to state taxation proposed in the AFTS Tax Review including those relating to
the various transaction taxes are not easily implemented without broader reforms the
Goods and Services Tax and changes to fiscal federalism and revenue sharing allocations
between the States through the Commonwealth Grants Commission. Again, we applaud the
34
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Federal Government for committing to an inquiry into federalism this year. Nonetheless, Ai
Group recommends that an ambitious though achievable timetable be agreed through the
Council of Australian Governments (COAG) giving initial priority to the removal of the
transaction taxes that impede business reorganisation and restructuring.

Employee Share Schemes
More specific to innovation, Ai Group believes that it is critical that employee share schemes
can be used effectively by start-ups to attract and retain high quality talent. We strongly
support the Government’s plans to remove the 2009 taxation changes that sought to
penalise the offering of share options in lieu of cash by making them immediately taxable.

A strong intellectual property system
Business investment in innovation will be aided if businesses are confident that new
innovations will be protected. While Australia’s IP system rates very highly relative to many
other OECD countries, our members report that changes in technology often move faster
than legislative change and, as such, the relevance and effectiveness of Australia’s copyright
laws is being challenged. Ai Group believes it is critical that Australia’s intellectual property
system accurately reflects changes in technology and the nature of assets, and that it is
clear, coherent and robust.

Business regulation
A regulatory environment conducive to investment and productivity is fundamental to
broader economic growth and international competitiveness. Ai Group has surveyed
business CEOs regarding the impact of business regulation on their operations. The survey
shows that despite all the efforts on regulatory reform by governments in recent years, the
compliance burden associated with business regulation is rising, not falling. The average
Australian business deals with eight regulators in a given year and spends close to 4% of
their annual expenses complying with regulatory requirements. Around 20% of these
regulatory requirements are deemed by business to be unnecessary.
Ai Group supports the initiatives developed by the Business Advisory Forum and feeding
into the COAG process to address regulatory hotspots and to improve the quality of
regulation and regulators. This includes initiatives to:
•

Reduce the time involved and remove duplication between the states, territories and
the Commonwealth in the area of Environmental Approvals and Assessments;

•

Streamline approvals processes for major projects;

•

Review and reduce unnecessary carbon reduction and energy efficiency schemes;
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•

Increase the quality of regulatory arrangements and regulator practice through best
practice approaches to regulation; and

•

Reduce unnecessary regulatory burdens with a particular emphasis on those faced by
smaller businesses.

The pace of progress on these areas, as with the Seamless National Economy reforms which
remain incomplete, and the efforts earlier in the decade to progress regulatory reforms
through COAG, remains frustratingly slow. As a means of speeding these processes up, Ai
Group supports building on the model developed under the National Competition reform
process of using well-designed incentive payments to the states and territories to deliver on
agreed reforms. The “bucket of money” approach is not simply a means of cajoling the
states and territories into action: it is also recognition of the spillover benefits – particularly
into Commonwealth tax collections – from productivity enhancing reforms.
We also support the further development of cultures of best practice regulation and the use
of alternatives to regulation in meeting desired outcomes. This should be reinforced by
transparent and rigorous regulatory impact assessments and periodic reviews of existing
regulatory approaches and regular “health checks” for regulatory agencies.
Although measurement of regulatory burdens presents important methodological
difficulties and carries risks of perverse outcomes, Ai Group supports the directions
proposed by the Federal Opposition to use explicit regulatory burden reduction targets to
spur real reductions in red tape burdens. The complexities associated with measurement
can be recognised by adopting a “learning-by-doing” approach preferably developed and
refined by an agency such as the Productivity Commission.
i
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