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Foreword

It is 30 years since the Industries Assistance Commission, the first
predecessor of the Productivity Commission, was created by Act of
Parliament. To mark that milestone, it seemed appropriate to provide an
account of the institution’s activities over those three decades.

For an organisation to write its own history can be fraught, especially if,
like this one, it has undergone several transformations and generated
considerable controversy along the way. Our purpose, however, has been
a modest one: to provide a brief ‘document of record’, eschewing historical
interpretation (enticing though it may be). Disentangling the two is not
always easy, of course, and we may not always have succeeded.

Indeed, looking back from the vantage point of the Australian economy
today, it is hard not to conclude that the efforts of the Commission, often
against the grain of political or public opinion, have been worthwhile —
and that the willingness of successive governments to sustain such an
institution has been vindicated.

The effectiveness of any institution is determined not only by its mandate
and structure, but also by its people. This history is therefore also a tribute
to the many people, at all levels, who have contributed to the
organisation’s work over the years. And it reflects our appreciation of the
role played by many people outside the organisation — in government,
business, community groups and the media — who have participated
actively in the Commission’s processes and thereby helped ensure the
integrity of its findings and policy advice.

Gary Banks
Chairman
Productivity Commission

December 2003
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Introduction

The Productivity Commission has played a key role in policy development
and reform since its formation in 1998. But its roots go much deeper. It is
the lineal descendant of the Industry Commission and, before that, the
Industries Assistance Commission (IAC), which was established 30 years
ago. In turn, the IAC was created from the Tariff Board, which was
founded in 1921.

Visible in the Productivity Commission are important features of the
earlier agencies, but there are differences too. The main purpose of this
paper is to trace the continuities and the changes over these past 30 years,
in terms of Australian Government policy objectives and the tasks, tools
and ethos of ‘the Commission’.

Australian economic policy, driven by market pressures and the contribu-
tions of many institutions and individuals, has changed over the past three
decades from a narrow, protectionist and anticompetition focus to a more
open, pro-competition and community-wide focus. The Commission has
helped to lay the foundations for these new policy directions.

Given its role over the years in critically examining existing policies and
arguing for change, the institution has itself inevitably attracted some crit-
ical attention. Much of this has been played out nationally, but there has
also been interest in the Commission “‘model” by foreign governments and
international agencies.

What makes the Commission unusual, if not unique, among public sector
institutions around the world, is the combination of three core principles
which it embodies:

* Independence. The Commission operates under the protection and
guidelines of its own legislation. It has an arm’s length relationship
with the Government, which can tell it what to do but not what to say.

* Transparency. The Commission’s advice and the information that it
generates are open to public scrutiny.

* A community-wide focus. In providing advice, the Commission seeks to
advance the interests of the community at large.

How these have manifested themselves in the activities and advice of the
three commissions over the past 30 years is a central theme of this brief
history.

The independence of any government agency depends not only on statu-
tory form, but also on custom and use, and adequate funding. These
aspects have varied over the years, as governments have periodically come
under pressure from some quarters to curtail the institution’s role or scope.
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But the organisation has not only survived, it has seen its mandate
renewed and broadened. The new Chairman of the Productivity
Commission commented shortly after its establishment in 1998:

I am speaking to you today as the head of an organisation under some pres-
sure. Still, it is hard to think of a time when that would not have been so ...
Along the way, the previous commissions went through some difficult
times, facing strong opposition from sections of industry and the union
movement, as well as within government itself. The institution found itself
under threat of closure or emasculation on several occasions. At the same
time, it had its supporters. They included some industry groups which did
not always like its findings, but valued the transparency and consultative
nature of its processes. And successive governments from both sides of pol-
itics have seen sufficient value in the institution to renew and expand its
mandate. (Banks 1998, p. 1)

Five years on, the Productivity Commission has a full program of inquiries
and research. In reappointing Gary Banks as Chairman in 2003, the
Treasurer declared:

... the Productivity Commission has provided a vital, independent source of
public information and advice to government on policy reforms needed to
underpin Australia’s long term prosperity. (Costello 2003)

A widening remit

The Tariff Board had a much narrower remit than that of any of its succes-
sors. It was confined to advising on taxes and subsidies on internationally
traded commodities, and on some other trade barriers. Its statutory objec-
tives were to encourage the development of ‘economic and efficient’
Australian industries, which it sought to discharge for most of its life by
recommending additional tariff assistance. In the 1960s, however, the
Board became increasingly aware of the damage that such ‘made-to-
measure’ tariff protection caused to economic efficiency and growth.

The evolution of understanding by the Tariff Board, and its persistence in
delivering its new message, added to the impetus to broaden the purview
of its successor, the IAC. Included in the remit of the new organisation
were all forms of Commonwealth government non-regulatory assistance
to industry, both primary and secondary. Although most IAC reports con-
tinued to be about assistance to a product or to an industry, there were also
important inquiries into general assistance measures (for example, export
incentives), and rural reconstruction and rural income fluctuations. And,
as a harbinger of things to come, the IAC reported to the Government on
approaches to general reductions in protection (1982) and on harmonising
the customs tariff (1986).

The initial policy objectives guiding the IAC included not only economic
development, but also the wellbeing of Australians and the efficient use of
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the community’s productive resources. Written into the Industries
Assistance Commission Act 1973 was the requirement that the IAC have
regard to the desire of the Government to ‘recognise the interests of con-
sumers and consuming industries likely to be affected by measures pro-
posed by the Commission’ (appendix A). Far from being instructed to
advise on protecting industry, the IAC was to account for the
Government’s desire to ‘facilitate adjustment to structural change’, while
minimising the consequent social and economic hardship.

At times, however, the IAC struggled with some ‘loaded” references, and it
lacked the legislative mandate to report on matters that were incidental to
references, thereby narrowing its focus. Further, it was transferred for a
time to the Industry portfolio — which had a sectional, not a community-
wide, focus. It was starved of referrals from the Government at a time
when it lacked the power to generate its own work. Having helped to cre-
ate the policy climate for reform of international trade policy, the IAC was
somewhat sidelined while that reform was being initiated in the 1980s.
Nonetheless, its transfer to the Treasury portfolio in 1987 heralded a
revival.

In the Industry Commission Act 1989, the Government articulated for the
first time its desire to reduce industry regulation, consistent with its social
and economic goals. The Business Regulation Review Unit was thus incor-
porated into the Industry Commission. Also, the Commission was charged
with analysing the social and environmental consequences of
recommendations in its inquiry reports.

Accordingly, the Industry Commission reported on matters that were far
broader than those of the IAC. Included not only were a wider variety of
industries, but also the operations of statutory marketing corporations,
urban planning and transport, public housing, workers’” compensation,
occupational health and safety, charitable organisations and defence pro-
curement. Its research helped prepare the way for the National
Competition Policy (NCP) framework agreed in 1995, and the Commission
went on to release reports on competitive tendering by public agencies,
State and local government assistance to industry, private health insurance
and ecologically sustainable land management.

The creation of the Productivity Commission in 1998 brought with it a
broader role and scope than its predecessors. The Commission is required
to focus on ways of achieving a more efficient and productive economy, as
the key to higher living standards. It addresses a wide range of reform
issues with microeconomic dimensions, including not only impediments
to improved economic performance in all sectors of the economy, but also
areas of social, environmental and economic interaction. Examples have
included major reports on Australia’s gambling industries and the Great
Barrier Reef, and its contribution to what will be a regular inter-
governmental report on Indigenous disadvantage.

INTRODUCTION

FROM INDUSTRY ASSISTANCE TO PRODUCTIVITY:
30 YEARS OF ‘“THE COMMISSION’



INTRODUCTION

The Commission’s remit has also on occasion extended beyond Australia.
For example, New Zealand was party to its references on mutual
recognition of regulatory standards, and on aspects of the closer economic
relations agreement between the two countries.

Other organisations have been directly involved in this process of institu-
tional evolution and amalgamation. First, the Industry Commission
absorbed the functions of the Inter-State Commission and the Business
Regulation Review Unit. Later, the Bureau of Industry Economics and the
Economic Planning Advisory Commission merged with the Industry
Commission to form the Productivity Commission. These other organisa-
tions made a substantial contribution to shaping the work of the new
commissions.

A strong analytical tradition

In helping build a domestic constituency for reform, a consistent analytical
theme over the years has been that preferential treatment of one group typ-
ically comes at a cost to others. A second, more strategic, proposition
which has also been consistently maintained, is that the benefits of reform
should not be delayed until the timing is ‘ideal’. For example, in the trade
policy domain Australia has gained most from unilateral, domestic reform;
much of which would have been forgone had implementation waited on
the actions of other nations. The Commission has also recognised that
reforms that yield net benefits to the nation, can also inflict unreasonable
short term harm on some sections of the community. They have accord-
ingly emphasised the role of phased implementation in achieving good
policy outcomes.

It has proved crucial to the reform process to be able to explain when and
to what extent assistance provided to one industry harms producers in
other Australian industries, as well as consumers or taxpayers. The
Commission sharpened these explanations by quantifying the costs of
industry protection and assistance, and the gains from microeconomic
reform. Quantification of effects required appropriate tools of analysis.

For tariffs and other assistance to industries which competed with imports,
the IAC developed the use of effective rates of assistance, building on the
pioneering work of Australia’s Professor Max Corden. While the number of
detailed tariff inquiries fell, their breadth and complexity increased, as did
the depth of the analytical approaches employed. GA (Alf) Rattigan, the
first Chairman of the IAC, together with one of his senior advisors at the
Commission, Bill Carmichael (later to become Chairman himself), realised
the importance of developing quantitative models capable of analysing the
economy-wide consequences of policy and policy changes for economic
activity and employment, as well as for regions, sectors and individual
industries. Effective rate calculations, although revealing, were not enough.
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Consequently, the IAC helped construct increasingly sophisticated quanti-
tative economic models of the Australian economy. This modelling work
was to be extended to the world economy in later years. (Much of the early
modelling was a cooperative effort between the IAC, some public service
departments and universities.) Such modelling was later used by the
Industry Commission, among other things, to make estimates of the poten-
tial gains from implementing NCP. Later, as the policy remit expanded, the
Commission demonstrated the size of performance gaps by monitoring
government trading enterprises and service providers. This modelling
expertise, allied to consultative processes, gave governments some confi-
dence that the Commission could competently undertake inquiries that
involved complex economic interactions.

The Commissions has also raised the level of community debate on policy
issues through a transparent inquiry process that encourages public par-
ticipation. The tools of analysis and measurement that the organisations
developed increased the transparency of the basis of their recommenda-
tions. All Commission publications are also readily available, including on
the Internet. This accessibility has facilitated increased media coverage of
its reports, as well as their increased use in Parliament and elsewhere.

Independent Commissioners and skilled staff

The independence of the institution has always been founded in the statu-
tory appointment of its Commissioners, who have determined how things
were done and what was said. The background of Commissioners has been
varied, with most drawn from public service, academia and business. In
the early days of the IAC, some appointments may have been made with
an eye to representing certain points of view, with some tensions resulting.
By the time of the Productivity Commission, appointments were made on
the basis of providing varied but complementary experience in public pol-
icy issues, with a statutory requirement for Commissioners with expertise
in the environment, in industry, and in social issues.

Throughout the three decades, the quality and commitment of the staff
have been key assets of the Commission. The institution has been
fortunate in attracting researchers and other staff of the highest calibre,
including many of the universities’ top graduates. Its rigorous analytical
approach to complex issues has also given staff the opportunity to
develop and enhance their skills. A fruitful interchange of professional
economists grew between the Commission and other government agencies
in Australia and abroad; and between the Commission, academia and
private consulting firms. The net flow has been from the Commission to
other employers, and a remarkable number of the most senior public
service positions have been filled by former staff.

INTRODUCTION
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A quick guide

This history chronicles the major events of the three commissions, focusing
on their roles and activities, and on aspects of their contributions. It does
not set out to interpret much of this information, leaving that task to the
reader and to other external authors.

Chapter 2 outlines how the last years of the Tariff Board set the scene for
the establishment of the IAC. Chapters 3-7 place the development of the
Productivity Commission and its predecessors in the context of the
economic and political environment of the 30 years since 1973. The
appendixes list people and reports of the commissions; provide extracts
from legislation; and detail two policy perennials of the last three decades
— passenger motor vehicles, and textiles, clothing and footwear.
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Deep roots: the Tariff Board

The Tariff Board was established by the Tariff Board Act 1921 to advise the
Commonwealth Government on questions of assistance for import com-
peting industries.! The first Board members were part-time — a manufac-
turer, an importer and a public servant. Under the Act, the Board was to
work independently, without any control by sectional interests.

The Act required the responsible Minister, before taking action, to refer to
the Board for inquiry and report all matters relating to “the necessity for
new, increased or reduced duties” and “the necessity for granting bounties’.
The Board was required to initiate a transparent inquiry process, whereby
hearings were held in public and reports were made public. The Act also
directed the Board to examine the wider implications of protection through
annual reporting on the operation of the Customs Tariff and on the
development of industries. The Board also had authority to initiate its own
inquiries.

The Tariff Board’s traditional approach

The Board’s approach to tariff protection was established
in the late 1920s and early 1930s and continued in funda-
mental respects until the 1960s. According to Alf
Rattigan, Chairman of the Board from 1963 until its
cessation and then inaugural Chairman of the IAC:

* work tended to be ad hoc, concentrating on particular
products or areas of industry in response to demands
for increased protection;

* despite clauses in the Tariff Board Act enabling a
broader perspective, there was no attempt to widen
the Board’s inquiries or examine the structure of pro-
tection as a whole. Moreover, the Board had no capac-
ity to analyse the wider economic results of its work;

* inquiries covered a narrow range of products and
were regarded as separate and complete in them-  Alf Rattigan, Chairman Tariff Board
selves; 1963-73; Chairman IAC, 1974-76.

* the scope for each reference was rigidly defined by the
Government; and

* protection was considered only after manufacture had commenced,
which tended to make the Board’s decisions captive because resources
had already been committed (Rattigan 1967b, p. 2).

The Tariff Board had little effect on the development of Australian
industries between the 1930s and the early 1960s. During World War II
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there were rigid controls on imports; peace was followed by a worldwide
shortage of goods. Quantitative controls were imposed and remained dur-
ing the 1950s as the primary source of import control, rather than tariffs.
They were removed in 1960 and, for the first time since the 1930s, tariffs
became the major instrument for protection (Rattigan 1967a, 1968).

In the early 1960s, John McEwen was the politically powerful and protec-
tionist coalition Minister for Trade. The Hon CR (Bert) Kelly, newly
appointed Liberal Member for Wakefield, commented that, at the time,
‘only a few odd people worried about tariffs” and that there was “almost no
political interest in tariff reform. Why worry? was the natural reaction —
things are going along OK ... if any industry is in trouble we can afford to
give it some more protection” (Kelly 1978, pp. 74, 75).

During this time, the Board continued its traditional approach. According
to Rattigan, the impact was fourfold:

* Dbeing conducive to a creeping increase in the level and breadth of
protection;

* producing a complex and inconsistent protective structure;

* discouraging the development of criteria that would enable the Board
to carry out its functions properly; and

* limiting the scope for the Board to exercise its judgment (Rattigan 1968,
p-7).
In addition, the functions of the Board were ‘to a large extent controlled

from behind the scene by the Minister [] McEwen] and his Department
[Trade and Industry]” (Rattigan 1986, p. 23).

A need for change

Moreover, circumstances had changed since the 1930s, making the tradi-
tional approach difficult to adapt to inquiries in the early 1960s.
Competition was increasing from countries other than Britain. Australian
production was becoming more complex with vertical and horizontal inte-
gration. And information on the prices and costs of production of overseas
manufacturers was becoming unreliable.

Kelly noted a gradual change in attitude to protection in the mid-1960s,
which he attributed to several factors. First, a key influence was the Vernon
Committee report of 1965, even though the Government brushed it aside
(box 2.1). Second, increased mineral exports eased balance of payments
problems. And finally, and perhaps most importantly, the Tariff Board,
under Rattigan, ‘greatly improved” its standard of work and began to
measure the economic effects of its recommendations (Kelly 1978, p. 85).

10
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By this time, the Board was concerned about its role and functions. It
recognised that its traditional approach to tariff advice was no longer
appropriate. A new approach was proposed in the Tariff Board’s 1966-67
and 1967-68 annual reports (its sole non-inquiry output under its Act). The
approach included a progressive and systematic review of the tariff struc-
ture and levels, concentrating inquiries on industries with high levels of
protection, rather than on products (see box 3.4 on the proposed tariff
review). To provide consistent points of reference, the Board indicated lev-
els of protection (using a new concept, the ‘effective rate of protection’
developed by Professor Max Corden) that reflected low, medium and high
cost production (box 3.6).2 These would give a clearer meaning to the term
‘economic and efficient’. Moreover, priority was to be given to developing
a comprehensive record of inter-industry transactions (for example,
input-output tables) to help analyse the inter-industry and wider effects of
protection.

Political resistance to an ‘economic and efficient’
approach

This new approach sparked strong opposition from manufacturers and
their supporters, and also from the Government (box 2.2). It stimulated
intense public discussion that set the scene for the debate on the Bill to
establish the IAC and that continued through the 1970s.

Rattigan detailed the considerable difficulty in obtaining the Government’s
approval for the Board’s proposed tariff-making principles, noting that
there was a three-year delay in the Government’s agreement (Rattigan
1986, p. 80). During this period, levels of protection were high for
Australian manufacturing industries (figure 4.2). Moreover, the tariff
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Box 2.2 The protection debate and the Tariff Board

There was a well known conflict between the powerful Minister for Trade, John McEwen,
and Mr Rattigan on the role of the Board and on Mr McEwen’s attempt to bypass it, to limit
its scope for independent assessment, or to ignore it in various ways ... Mr Rattigan’s com-
mitment to transparency, his courage, and his political skills were impressive. (Corden
1996, pp. 143-4)

Over the next few years industry and protection policy was a battleground. On one side
were ranged many of the heavily protected industries and their industry associations, ...
and the Trade Ministry; on the other were the Tariff Board, much of the economic press,
most academic economists with interests in international trade, and primary industry
organisations — though not the leadership of the political party that represented farmers,
the Country Party — and a lone politician, Bert Kelly. One of the main weapons of those in
the freer trade camp was to bring the battle into the open. ‘Public scrutiny” or ‘transparen-
cy’ of policy became the banner under which the Tariff Board and its successor, the IAC,
were to fight. The Minister for Trade and Industry (] McEwen) and the senior members of
his department were clearly protectionist, and were not keen to have the extent (and some-
times the procedures) of industry assistance publicly displayed. (Snape et al., p. 21)

structure was not uniform. In 1969-70, the average effective rate of
assistance to manufacturing was 35 per cent, ranging from -15 per cent for
some beverages to 280 per cent for certain basic metal products. Effective
rates for clothing and footwear, and motor vehicles were 83 per cent and
54 per cent respectively (IAC 1974f). However, in some manufacturing
industries, tariffs were unused, being higher than required to protect the
domestic industry against any imports. Assistance to rural industries var-
ied considerably, from little or no assistance (as with maize), to substantial
assistance to industries such as tobacco and market milk. Rural assistance,
especially, took many forms, including bounties, home consumption pric-
ing arrangements and promotion activities. Assistance to the rural sector
was increasing as the terms of trade deteriorated.

The Tariff Board was not the only organisation advising on protection
issues during the 1960s. In 1960, the Tariff Board Act was amended to
enable a deputy chairman to conduct an inquiry and report to the Minister
on a request from an industry for ‘temporary’ assistance in relation to
imports. But local manufacturers, affected by declining domestic demand,
became dissatisfied with the reluctance of the deputy chairman to recom-
mend temporary assistance. In 1962, the Government again amended the
Tariff Board Act to transfer temporary protection inquiries to an inde-
pendent Special Advisory Authority (SAA). If the Government imposed
temporary protection recommended by the SAA, it was then obliged to
refer the issue to the Board for public inquiry. The temporary assistance
had to be removed within three months of the Minister receiving the
Board'’s report.

12
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However, the ‘temporary assistance’ recommended by the SAA tended to
become long term assistance. McEwen appointed Sir Frank Meere, a pro-
fessed protectionist, to head the SAA. According to Rattigan, manufactur-
ers then tended to get temporary assistance more easily, at higher levels
and for longer periods, often through misuse of the system (Rattigan 1986,
p. 189). The SAA would typically grant temporary protection and then the
Tariff Board would typically recommend against it so the Government
would remove the temporary assistance. Following another request to the
SAA, however, temporary assistance would again be recommended and
granted. A roundabout thus occurred, with some products (particularly in
the textile and clothing industries) receiving almost continual ‘temporary’
protection (in addition to normal duties) between 1962 and the early 1970s
(see box 3.7 for further discussion of temporary assistance).

Tariff Board Office, ‘Blythswood’, Rockingham St, Kew.
Destroyed by fire 30 June 1960. The Board moved to Canberra.
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The Whitlam Government and the Crawford Report

Decisive change in tariff policy came with the election of the Labor Party
in late 1972. Gough Whitlam, as the newly elected Prime Minister, per-
ceived protection, which restricted national wealth creation, as an obstacle
to achieving his Government’s social and economic policy objectives. He
set out to “de-McEwenize’ the policy (Warhurst 1982, p. 36).

In the year following the Labor Party’s election, economic activity was
trending upward with a risk of escalating inflation, imports were declining
and international economic events were unsettled by large oil price rises
and the floating of the US dollar. Whitlam appointed a committee, chaired
by Rattigan, to assess the proposal of an across-the-board tariff reduction
to increase imports as a means of restraining inflation. Although Rattigan,
as Chairman of the Tariff Board, had advocated a gradual reduction in
high rates of assistance — rather than a sudden across-the-board reduction
— he came to the view that the advantages of Whitlam’s proposed
approach (for example, control of inflation and encouragement of the
transfer of resources into more efficient industries) outweighed the disad-
vantages (Rattigan 1986, pp. 165, 169). In July 1973, on the committee’s
unanimous advice, the Whitlam Government implemented a 25 per cent
reduction in tariffs.3 Reactions at the time were mixed. In the years that
followed, however, many blamed the cuts for rising unemployment.
Reflecting on the events more recently, Whitlam emphasised the important
break with the made-to-measure protection policies of the past.

John Stone (Deputy Secretary, Treasury 1971-79; Secretary, Treasury
1979-84) also reflected recently on those events, noting some unusual
features of the decision-making process as he saw them (box 2.3).

In Australia the 1973 tariff cut ended an ethos of protection all round which took its
antecedents from the time of Scullin. McEwen used the tariff wall to establish a system
of protection-on-demand. For decades this imposed a high flat tax on consumers.
(Whitlam in CIS 1997, p. 11).

My personal papers on this topic reveal the lack of anything describable as due process; the
prominent role of ministerial private office staff; the almost paranoid suspicion of public
servants harboured by some (though not all) ministers; a few public servants on the make,
telling Whitlam what he wanted to hear; and the total breakdown of any semblance of
orderly and rational decision making. (Stone 2003b)
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The Whitlam Government, recognising both the limited scope of the Tariff
Board, and the value of its independent public process, requested Sir John
Crawford in 1973 to advise and report on the establishment of a commis-
sion with a wider remit to replace the Tariff Board. Crawford identified
three main reasons for establishing such a body:

* it could assist the Government to develop coordinated policies for
improving resource allocation;

* given its independence, it could provide disinterested advice; and

* it could facilitate public scrutiny of those policies by means of
transparent inquiry processes and public reports to Parliament
(Crawford 1973, p. 94).

Crawford’s key recommendations are summarised in box 2.4.

Birth of the IAC

Crawford’s proposals were broadly accepted, and the Prime Minister
introduced the Industries Assistance Commission Bill, reflecting the
report, to Parliament in September 1973. As a self-declared ‘Rattigan man’,
Whitlam emphasised a national and independent perspective:

The essence of the Tariff Board system is that it makes public inquiries and
public reports on questions of assistance for industry referred to it by the
Government. The Government proposes to extend this system [the Tariff
Board] to industries in other sectors of the economy because it believes the
system has, over a long period, proved its value to successive governments
in an important and difficult area of government decision making ... Public
inquiries and reports denote a deliberate, orderly and widely accessible sys-
tem of communication between the Government, industry and the wider
public ... The first and most important reason for establishing the
Commission is to allow public scrutiny of the process whereby governments
decide how much assistance to give to different industries ... Such a process
must be independent and impartial ...

Whitlam continued:

Clause 23 contains several very important provisions, including one which
states that the Government shall not take any action to provide assistance to
a particular industry until it has received a report on the matter from the
Commission.

Mr [Anthony] Street — Hear, hear!
Mr [Bert] Kelly — Hear, hear!

Mr Whitlam — I appreciate the support of the honourable members for
Corangamite and Wakefield. This so-called ‘mandatory provision’ ... is an
essential safeguard to the integrity of the system. It ensures that all groups
which may be affected by a change ... will have an equal opportunity to
express their views at a public inquiry. (CPD (H. of R.) vol. 85, pp. 1632, 1633)
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The Bill was debated extensively in the House of Representatives and the
Senate. The Liberal Party supported the Bill (with amendments) but the
Country Party was strongly opposed, even though the Australian Farmers’
Federation supported it. Doug Anthony, leader of the Country Party,
commented:

The Australian Country Party is opposed to the establishment of the
Industries Assistance Commission, and therefore it opposes this legislation
... This is monumental legislation which will have far-reaching conse-
quences on the use of the nation’s resources and on the people who are mak-
ing their living with and by those resources ... We are being asked to
approve, in effect, the creation of a central planning authority with powers,
duties and responsibilities which should be the Government’s own ... in
practice, the Government will find that it will have the greatest difficulty in
rejecting the Commission’s recommendations because if it does, it will lay
itself open to a great deal of public criticism. (CPD (H. of R.) vol. 86,
pp- 2353-4)

Following some amendments to the Bill in the Senate, most notably the
establishment of a separate Temporary Assistance Authority (TAA) to
replace the SAA, the Bill was passed. In 1973 the Tariff Board ceased oper-
ation. It had undertaken the groundwork for a more transparent approach
to protection and its costs to the whole community. Rattigan noted that
constant public debate had sustained changes to enable a more independ-
ent, transparent and community-wide approach to Government decision
making on industry assistance. The greater public awareness of the issues
enabled the Whitlam Government to gain parliamentary and wider
support for the IAC legislation (Rattigan 1986, p. 274).

1 The Tariff Board was established by Acts of Parliament between 1921 and 1924,
and became permanent in 1924. The history of the Tariff Board is outlined in
Glezer (1982) and Capling and Galligan (1992).

2 The effective rate is the percentage increase in value added per unit of output
afforded by the assistance structure. While forms of assistance on outputs
benefit the producers of those outputs, assistance on imported materials
penalises the production process. The effective rate, therefore, measures the net
extent to which the production process is assisted (box 3.6.).

3 Exclusions were ‘revenue’ rates on items such as spirits, petrol and tobacco for
which domestic excises offset the protective effects of the import tax.
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The Industries Assistance Commission: the 1970s

Role and functions of the new Commission

The Industries Assistance Commission Act 1973 was assented to on 11
December 1973, and the IAC commenced operations on 1 January 1974.
The Act established a Commission to hold inquiries and to make reports to
the Minister (see appendix A for a summary of legislation relating to the
IAC and its successors). An additional function of the IAC was to furnish
the Minister with an annual report on the operations of the Commission,
on assistance provided to industry and its effect on the economy, and on
industry performance. This annual reporting function was of considerable
importance because it allowed the IAC to research and report publicly on
a wide range of general (non-industry specific) issues.

Under the Act, the IAC was to operate within policy guidelines (detailed
in appendix A). In particular, it was to have regard to the desire of the
Government to:

* improve the efficiency with which the community’s productive
resources are used;

* encourage those economic activities that contribute to improving
efficiency;

* facilitate adjustment to change;

* ensure that assistance measures are integrated with national economic
policy; and

* provide for adequate public scrutiny (IAC Act 1973, s22).

In practice, the Government initiated the inquiries conducted by the IAC,
although the Act gave the IAC the power to initiate inquiries into those
industries whose assistance had not been reviewed for at least 10 years (if
the industry was assisted by import duties) or six years (if the industry was
assisted by other means).

Moreover, the Minister could not take any action on the provision of
assistance to industries without first referring the matter to the IAC.

The IAC’s independence and transparency were embedded in the legisla-
tion. Like the Tariff Board, the Commission would operate independently,
under the authority of an Act of Parliament, be an advisory body only and
have a Chairman and Commissioners that were statutory appointees who
could not be removed except by Parliament. Transparency would be
ensured through its public hearing process and its public release of inquiry
and annual reports.
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The guidelines required the IAC to focus more than the Tariff Board on the
economy-wide implications of its recommendations. The IAC’s reporting
functions were also broader than those of the Board. And, unlike the
Board, it was to provide advice on all forms of assistance to all industries,
as recommended by Crawford. One obvious point of difference from the
Tariff Board was the name of the new Commission (box 3.1).

22
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Alf Rattigan was appointed as the IAC’s inaugural Chairman (appendix B).
He sought to build up the expertise of the IAC by:

* appointing Associate Commissioners who would enhance the work of
the Commission and the community’s understanding of the
Commission’s approach. (Associate Commissioners have been a
feature of inquiries over the 30 years. Although usually appointed for
their expertise on a particular inquiry, some have been appointed on a
permanent basis);

* recruiting staff with economics and quantitative skills; and

* supporting the development of an input-output based model of the
Australian economy (called IMPACT: box 3.2).
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Rise (and fall) of resourcing

Staffing levels increased from fewer than 200 towards the cessation of the
Tariff Board to over 500 by the end of 1974-75 (figure 3.1). The organisa-
tional structure of the IAC reflected its inquiry focus, with several inquiry
branches (project branches) and some non-inquiry branches, such as the
Industry Economics Division, which conducted economic and empirical
analysis of aspects of industries under review (figure 3.3). The Assistance
Evaluation and Development Division serviced the annual reporting func-
tion by undertaking broader research on the structure of assistance and its
effects. Although the head office of the IAC was located in Canberra,
branches to undertake inquiries were established in Sydney and
Melbourne, and the Industry Studies Branch and IMPACT Project team
were also located in Melbourne.
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The IAC’s budget appropriation of $5.8 million in 1974-75 (the first full
year of operation) was over double that of the Tariff Board. The budget
peaked, in real terms, in the following year and then experienced a steady
decline through the 1970s and 1980s until the establishment of the Industry
Commission (figure 3.2).

Changing portfolios

In keeping with the IAC’s broader role, Gough Whitlam transferred
responsibility for the IAC to the Department of Prime Minister and
Cabinet. The Tariff Board had been the responsibility of the Department of
Trade. This move linked the IAC to a Minister with a “‘whole of govern-
ment’ role, rather than to a department with more specific responsibilities
(Snape et al. 1998, p. 25). In particular, Whitlam wanted to prevent Jim
Cairns (who had held ministries for trade and industry) from blocking IAC
recommendations to reduce tariffs (Capling and Galligan 1992, p. 109).
Departmental responsibility was to change several times during the life of
the IAC and its successors, highlighting the sometimes difficult relation-

ship between the various independent commissions and the bureaucracy
(box 3.3).

This building on the corner of Kings Avenue and National Circuit was home to the IAC until 1979.
(Subsequently renamed the Hinkler Building.)
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The IAC’s approach

The IAC's first three annual reports outlined its approach to industry
development and assistance — an approach that was to underpin its future
work. The approach involved:

in a broad sense, the development of industries in a way that promot-
ed the interests of the whole community, by encouraging the nation’s
limited resources into activities that would use them most efficiently;

a gradual reduction in levels of assis-
tance to relatively high cost indus-
tries (the ‘tops down’ approach),
rather than increasing levels to low
cost industries. Reductions in the dis-
parities in assistance levels between
and within industries (box 4.5)
would ultimately lead to lower, more
uniform assistance to Australian
industry. Bill McKinnon, Chairman
of the IAC from 1976 to 1983, noted
that ‘wide disparities in assistance
can have adverse effects on both the
efficiency of resource use and pat-
terns of consumption ... A greater
uniformity in assistance provides a
framework within which the deci-
sions of producers and consumers
more closely reflect resource scarci-
ties and consumer preferences’
(McKinnon 1982, p. 2);

Bill McKinnon, Chairman, 1976-83.

encouragement of the expansion of industries with low levels of assis-
tance by, for example, facilitation of access to overseas markets, and
provision of assistance for innovation and research; and

facilitation of adjustment to change (see below).

Some rural industries, aware of the impact on their costs of high rates of
manufacturing tariff protection, argued for tariff compensation — that is,
for increases in their levels of assistance (for example, through export sub-
sidies) to compensate for the distortion in costs and national resource
allocation caused by high levels of tariff assistance to manufacturers. Tariff
compensation was supported in the 1974 green paper on rural policy in
Australia as a “second best’” option, with the best option being the
reduction of protection to manufacturing.

28
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Tariff compensation continued into the 1980s as a means of reducing
disparities in assistance, although the IAC was not generally in favour of
compensation (see, for example, IAC 1974e, app. 5.5). McKinnon argued:

The provision of compensatory assistance to selected low cost industries ...
would disadvantage other low cost and efficient activities not in receipt of
increased assistance. Like any piecemeal approach to assistance setting, the
informational demands of this approach are high and in my view would
disqualify tariff compensation as an ongoing element of a viable industry
development strategy. (McKinnon 1982, p. 4)

Coverage and focus of inquiries

The Tariff Board focused almost exclusively on the manufacturing sector.
Of the inquiries completed between 1960 and 1973, only 4 per cent related
to industries other than manufacturing (IAC 1974e, p. 29). The range of
work undertaken by the IAC was broader (see appendix D for a list of all
inquiry reports by the IAC and its successors). Although over 80 per cent
of inquiry reports in the 1970s related to assistance to manufacturing, the
proportion of agriculture-related references increased considerably
(although they also tended to be focused on assistance), and the IAC
undertook a few mining and other inquiries (table 3.1). During the 1980s,
the diversity of IAC reports expanded, although manufacturing continued
to dominate (chapter 4). However, there was a major shift under the
Industry Commission and Productivity Commission, in that the majority
of their inquiries focused on nontraditional industries or cross-sectoral
issues (chapters 5-7). The shift is greater if non-inquiry research reports are
taken into account.

Manufacturing Agricultureb Mining

IAC: 1970s 82 12 2

IAC: 1980s 74 19
icd 10 16

PC 4 8
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About one quarter of the manufacturing inquiries during the 1970s were
undertaken within the Tariff Review, which the Tariff Board commenced
in 1971 (box 3.4). Inquiries outside the review were often in relation to
short term assistance and included such industries as tractors; soaps; pas-
senger motor vehicles (PMVs); textiles, clothing and footwear (TCF); and
iron and steel (IAC 1974a, 1976e, 1977b, 1980a, b). Unlike the terms of ref-
erence for the successor organisations, many inquiries did not specify a
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reporting date. Some reports took several years to complete — for exam-
ple, while the references for the TCF and iron and steel inquiries were for-
warded to the Commission in 1973 and 1974 respectively, both final
reports were not released until 1980. Reasons for the length of these
inquiries vary. They include the Government’s request for several short
term assistance references on these industries during the course of the
inquiries, and the TCF inquiry’s inclusion of a revised draft report.

Agriculture-related inquiries included some that covered the more tradi-
tional border protection issues (for example, almonds), but the majority
covered a range of broader issues including rural income fluctuations, the
financing of rural research, brucellosis and tuberculosis eradication, rural
reconstruction adjustment assistance, and dairy industry marketing
arrangements. The Bureau of Agricultural Economics! provided consider-
able data and fully researched submissions to assist the IAC in undertak-
ing many of its rural sector inquiries. Some inquiry references related to
the services sector (for example, assistance to the performing arts and
assistance to tourist accommodation) and two were on mining.?

In addition to inquiries, the IAC undertook wide ranging research for
inclusion in its annual reports, raising for public debate issues such as the
impact of structural change, prospects for exports to Asia, and the
Commission’s approach to the development of industries (box 3.5). The
IAC also commenced supporting research, with perhaps the most notable
output being a series of papers on structural change and adjustment in the
late 1970s (see below).

LIS GONNABE
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Reproduced by permission of Geoff Pryor and the National Library of Australia.
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Economic downturn and policy reversal

The IAC'’s research work was facilitated by the development of quantita-
tive analytical tools established in the late 1960s and 1970s to support the
Commission’s functions (box 3.6). These tools also have formed the basis
for analytical work undertaken by the Industry Commission and
Productivity Commission.

By the end of 1974, the economy was in recession — inflation and
unemployment were increasing, as was import competition from
Australia’s regional neighbours, while profitability was declining. Most of
the remainder of the 1970s was characterised by low economic growth and
high unemployment. Commonwealth and State Governments reacted by
supporting increased levels of protection, particularly for already highly
assisted industries.
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Governments over the years had encouraged the decentralisation of indus-
try and population to growth centres such as Albury-Wodonga, and to
smaller towns such as Maryborough (Victoria). As a result, employment in
many towns was heavily dependent on highly assisted manufacturing
activities, particularly TCF. As unemployment grew and factories closed,
State Governments (particularly Victoria and South Australia), unions and
the wider community became increasingly concerned about tariff policy,
the pace of structural change in industry, and adjustment assistance.

As previously noted, many blamed the recession on the 25 per cent across-
the-board tariff cuts. This was the immediate response to the tariff cuts, but
John Stone (then Deputy Secretary, Treasury) noted the longer term impact
on tariff reform:

The outcome of the decision was so concentrated, so heavily, in some areas
and so, if you like, unfair, that the public reaction against cutting tariffs
lasted for at least a decade. (Stone 2003a, p. 3)

Calls for the reversal of the Government'’s tariff policy and increased pro-
tection came initially from the TCF industries. But opposition broadened to
include many other manufacturing industries, following the release of the
IAC’s report on PMVs in 1974 (IAC 1974c). The report, the first of several
automotive industry inquiries undertaken by the IAC and its successors,
recommended the abolition of local content plans and the establishment of
a tariff-only regime set at 25 per cent in the long term. (Appendix E sum-
marises the history of assistance to the automotive and TCF industries,
including the involvement of the IAC, the Industry Commission and the
Productivity Commission.) The PMV report, released shortly after Leyland
car manufacturers in Sydney announced the dismissal of 1000 workers,
elicited considerable opposition. According to Rattigan:

... the National Executive of MTIA [Metal Trades Industry Association] —
which claimed it represented over 6000 firms employing more than half the
workforce in secondary industry — sent to the Government, and released to
the press, a request that all activity by the IAC be stopped. The MTIA assert-
ed that the IAC had embarked on a course of destruction of Australian
industry ... (Rattigan 1986, p. 214)

The Government devalued the Australian dollar (in September 1974),
partly to protect industry. Faced with increasing union pressure, it also
imposed ‘temporary’ quantitative restrictions on a wide range of textiles,
followed by PMVs, whitegoods and other industries (box 3.7). This
heralded a trend in protection for the remainder of the decade, with a shift
to quotas as a form of protection, and a continuing increase in temporary
protection from the SAA period (chapter 2).
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In 1975, the Government asked a committee (which included Rattigan) to
‘advise on appropriate policies for the development of manufacturing
industry’ (Jackson Committee 1975).3 The report, released as a green
paper, concluded, in general, that:

* the manufacturing industry was unhealthy and in crisis; and

* there was a case for new industry policies (and a related framework of
industry strategy) aimed at improving the working of the economy, the
quality of life, social cohesion, the involvement of Australians, and the
capacity of industry to adapt to change.

Rattigan dissented from signing the report, noting that he supported some
views of the green paper (for example, the emphasis on the need for better
labour relations), but that he considered the approach reflected too narrow
a perception of industry development:

My main areas of disagreement with the majority report arise from its main
themes: that there is ‘a deep seated and long-standing malaise” in the man-
ufacturing sector and that manufacturing industries should therefore be
treated more favourably by the Government than other industries in the
economy; and that policies for manufacturing industries should be deter-
mined essentially by the industries themselves [by the establishment of
industry councils]. I do not agree with such an approach because ... I believe
it would not promote the interests of the community as a whole.

... specific policies for industries should be judged not only by their effects
on the benefiting industries, but also by their effects on other industries and
on the welfare of the community generally. (Rattigan 1975, pp. 2, 5)
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Reproduced by permission of Geoff Pryor and the National Library of Australia.
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A change of government

In late 1975, the Liberal-National Country Party Coalition was elected with
Malcolm Fraser as Prime Minister. This Government would be less
supportive of tariff reform and the IAC. The Liberal Party had supported
the Bill to establish the IAC, but the National Country Party had not
(chapter 2). Glezer commented:

In large measure Fraser projected the mirror image of what Whitlam stood
for on industry policy. The need to win votes was meshed with the virtue of
conservative change. Where for Whitlam tariff policy had been the oppor-
tunity for a radical transformation in the scope of rational policy making
and control over vested interests, for Fraser what the IAC persisted with
was overly rationalistic and confronting against his allies ... Fraser, the
leader of the avowedly market orientated party, used government interven-
tion as a component of any policy, particularly where it would prop up
business confidence ... Fraser’s brand of instrumental protectionism was
not compatible with the position and policies of the IAC. (Glezer 1982,
p- 146)

With inflation and unemployment still high and structural adjustment
issues still to the fore, the Government devalued the Australian dollar late
in 1976 so as to, among other aims, ‘improve the outlook for manufactur-
ing industry and to encourage a reversal of some of the adverse trends
which have impaired its recent growth” (Australian Government 1977,
p- 2).

In the same year, the Minister for Business and Consumer Affairs wrote to
the IAC, amending its reporting requirements to ensure that more account
was taken of employment and regional implications, and the desirability of
restructuring (appendix A). In addition, the IAC was required to publish
draft reports (which had been its practice) to provide more fully for
industry consultation.

In June 1976, McKinnon (formerly Deputy Secretary, Department of Trade
and Industry; and Director and General Manager, Australian Industry
Development Corporation) took over as the IAC’s Chairman from
Rattigan, who retired (appendix B).

Also in 1976, the Government established the Administrative Review
Committee (chaired by Sir Henry Bland) to review public service costs.
Although not specifically targeted at the IAC, it threatened the
Commission’s independence by recommending the transfer of its staff to
the Department of Business and Consumer Affairs (BACA) — the depart-
ment responsible for the IAC (box 3.3) — and staff cuts on a ‘suck and see’
principle. An Australian Financial Review article of that time observed:

The prospects of having its advice downgraded is the most likely outcome
of the Bland strategy of removing the IAC’s staff and putting them into the
department ... In these circumstances the IAC would lose its intelligence
independence. It would consist of Commissioners and a few staff
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organising the actual logistics of hearings. It would, in effect, probably
become a rubber stamp of the department ... (Australian Financial Review, 9
July 1976, cited in Rattigan 1986, p. 269)

Howard, new Minister for BACA, supported the IAC. Although staff
transfers did not eventuate, the staff ceiling was to be reduced by 6 per
cent, which was no more than the cuts for other government agencies. This,
combined with other resource constraints, had an impact on the IAC
during the remainder of the 1970s (box 3.8).

38 FROM INDUSTRY ASSISTANCE TO PRODUCTIVITY:
30 YEARS OF ‘“THE COMMISSION’



THE IAC: THE 1970S

The ‘adjustment problem’

The Government’s approach to manufacturing industry policy was set out
in its 1977 white paper on the manufacturing industry, which followed the
1975 green paper by the Jackson Committee (undertaken during the previ-
ous Labor Government’s term). Although the white paper recognised the
benefits of reduced protection in the long term, it expressed concern about
short term economic problems and the process of change. It suggested,
therefore, that special temporary assistance measures may be necessary
(Australian Government 1977). Support was expressed for sectoral plans to
address ‘special problems’ in certain industries, such as TCF. (A 10-year
sectoral plan for PMV had been introduced in 1975: appendix E). Further,
the white paper supported the establishment of the Bureau of Industry
Economics (BIE) and recommended industry advisory councils.

Given concern about the capacity of the community to absorb change, the
white paper reiterated the need for the IAC to take into account the report-
ing requirements forwarded by the Minister in 1976 (to ensure that the IAC
took more account of employment and regional implications) and added
three new matters to be reported on for major references: employment
effects of recommendations; the capacity of the economy to absorb change;
and the reasons for changes in assistance (appendix A).

Within a few months, yet another study — the Crawford Study Group on
Structural Adjustment — was commenced to examine the nature and extent
of adjustment problems in manufacturing industry. Glezer (1982, p.40)
noted that the study’s ‘ready acceptance by the Prime Minister [Fraser]
reflected his dissatisfaction with the Government’s formal statement [the
white paper] as well as with the IAC and the tensions of industry policy
formulation’. The Government generally accepted the Crawford Study
Group Report, which was released in 1979. The report recommended that
high levels of protection could be reduced ‘once economic circumstances
permit’, but that there should be no general reductions “while unemploy-
ment remains above, say, 5 per cent and until industrial development ini-
tiatives are in place and working’ (Crawford 1979, p. 59). (Unemployment
did not fall below this level during the remainder of the Fraser
Government years, and has not done so since then.) Government interven-
tion, in the form of industry development initiatives, was to include export
grants and the establishment of an Australian Innovation Authority.

McKinnon commented:

.. continuing concern about the employment effects of specific actions is
desirable and necessary, and understandable particularly when the general
level of unemployment in the economy is high. But it would be most unfor-
tunate, I believe, if we lost sight of the objective of adjusting our industry to
the world we live in. We cannot afford to allow short term problems to so
dominate our thinking that longer term objectives drift permanently beyond
our horizons ... (McKinnon 1976, p. 14)
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Structural adjustment was to be a recurring issue for the IAC’s successors
during the 1980s and 1990s as recessions generated pressure to slow the
reform process. The IAC used several forums to discuss the issue of struc-
tural adjustment. In 1977, it released three papers on structural adjustment
specifically to promote public discussion. McKinnon (1976, p. 15) elaborat-
ed, during their preparation, that “these [papers] will be designed to set out
particular issues and problems and to elicit comment’. The IAC also com-
mented on assistance and structural adjustment issues in several annual
reports and in inquiry reports that included recommendations on struc-
tural adjustment. In its 1976-77 annual report, for instance, the IAC noted
that it was:

... concerned with structural change because of its implications for future
growth and because of the increasing costs of protecting certain industries
from change. Where protection enables industries or sectors to resist change
in their economic environment, the burden of adjustment is transferred to
the rest of the community and often to the industries and sectors which
would have the greatest potential for economic growth ... Facilitating struc-
tural adjustment could make a major contribution to the nation’s material
wealth by increasing its economic efficiency. (IAC 1977d, p. 41)

One relevant report was the 1977 draft report on the TCF industries, which
recommended a substantial reduction in assistance to these industries but
recognised that adjustment problems would exist and proposed special
assistance measures to facilitate adjustment. However, manufacturers,
unions, State Governments and the Fraser Government immediately
opposed the draft recommendations. The key argument was that the draft
recommendations would create uncertainty that would undermine confi-
dence in investment in the industries. The Fraser Government promptly
issued its own statement outlining its policy position on the industries, and
asked the IAC to provide another draft that took account of Government
policy. It also announced a three-year sectoral plan for the TCF industries,
including the continuation of quantitative restrictions (appendix E). The
revised draft was completed in 1979, and the final report to Government in
1980 recommended measures to begin adjustment within the industries
(TAC 1980a).

The Fraser Government was prepared, however, to reduce assistance to
some industries, following IAC and other reports. After devaluing the
Australian dollar in late 1976, the Government introduced tariff cuts in
early 1977 on some 900 tariff items, of which the majority were already
receiving low levels of assistance (for example, food). The cuts implement-
ed the findings of an IAC report undertaken for the Tokyo Round of mul-
tilateral trade negotiations (IAC 1976a). Duties were reduced on the basis
that there were unlikely to be adverse effects on the local industries, given
that the cuts largely removed unused margins of assistance. Although the
cuts reduced average levels of industry assistance, they increased dispari-
ties in assistance, with potentially adverse efficiency effects (Carmichael
and Rattigan 1989).
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New reporting rules

Concerned that the IAC might adopt a “TCF type” approach to the remain-
ing metal industry references in the Tariff Review, the Fraser Government
decided to defer sending them (box 3.4). Fraser also established a commit-
tee of Permanent Heads to “study ... the role of the IAC against the back-
ground of present economic problems in Australia” (Glezer 1982, p. 154).
The committee suggested several amendments to the IAC’s policy guide-
lines and reporting requirements, for incorporation in the Industries
Assistance Commission Amendment Act 1978.

The amendments were introduced against a background of constrained
staffing and financial resources at the IAC (box 3.8 and figures 3.1 and 3.2).
The key amendments agreed by Parliament were intended to ensure the
IAC’s recommendations took account of Government policy (appendix A).
The IAC was to have regard to the Government’s desire to achieve sus-
tained economic growth, and to the capacity of the economy to sustain
change. Moreover, the Government could write to the IAC requesting that
it take into account additional matters, and these matters could be priority
ordered.

The reporting requirements which, in essence, incorporated those in the
1976 Ministerial letter and the white paper, also became more prescriptive.
These detailed directions had the potential to impede the ability of the IAC
to provide independent and impartial advice.* In practice, the reporting
requirements were addressed together in a section near the end of each
inquiry report. Although they made a community-wide focus more

Nicholson of “The Australian” newspaper [www.nicholsoncartoons.com.au].
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difficult to achieve, they did not have an adverse impact on the IAC’s
recommendations or independence. The reporting requirements were
eventually repealed in 1984 (chapter 4 and appendix A).

By the end of the 1970s, the average level of assistance to manufacturing
had declined compared with that at the beginning of the decade (largely
due to the 25 per cent tariff cut by the Whitlam Government) (figure 4.2).

However, the average disguised divergent

[~

trends. In a difficult economic climate,

.- OF CouRSE YoU ’LL__O{ZM WINGS M\W¥Uﬂ assistance to some manufacturing
PROVIDED OF COURSE, WE GET THE APPROPRINY| industries (such as paper and chemicals)
GOJERUMENT ASSTSTANCE .. had declined, but assistance to other

industries (particularly those with high
/ assistance  levels) had increased
2 (figure 4.3). Sectoral plans, incorporating
quantitative restrictions and various
subsidies, were widely used by the Fraser
Government. These plans contributed to
increased disparities in assistance within
manufacturing (box 4.5). However, with
some exceptions (such as market milk),

assistance to rural industries was

Reproduced with kind permission of Rod Clement. generally low and declining.

An uneven balance sheet

By the end of the 1970s, the IAC had experienced six years of development
and change in a generally unfavourable economic climate. Despite politi-
cal opposition and resource constraints, the organisation continued to
inform the Government and the public, through its public inquiry process
and supporting research, of the costs of industry protection and to recom-
mend the appropriate responses to pressures for structural change.
Although the IAC’s inquiry and related research work had broadened
somewhat from the Tariff Board days of piecemeal assistance inquiries into
manufacturing, the Commission’s potential for non tariff work had not yet
been realised.

Now the Australian Bureau of Agricultural and Resource Economics (ABARE).
IAC1975a, d, e, f, g, 1976b, ¢, d, g.

See Glezer (1982, ch. 9) for an analysis of the reactions to the green paper.

B W N R

For the Commission's comments on the amendments to the reporting
requirements, see IAC (1978b, ch. 4).
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The Industries Assistance Commission: the 1980s

Reporting in a recession

The IAC anticipated that there would be a further evolution in the
Commission’s remit into the 1980s. Regarding inquiries, it noted:

Many of the issues which the Commission deals with in its inquiries seem
to be changing. This is partly due to changing economic conditions. It seems
probable that the economic conditions in which industry assistance policy
will operate in the next few years will differ significantly from those which
have prevailed over most of the period since the Commission was formed
in 1974. (IAC 1981, p. 1)

Changing economic conditions at the beginning of the 1980s included the
continued expansion of mineral exports, with the potential for domestic
growth in output and employment, and inflationary pressures. Against
this economic backdrop, and with the industry-by-industry Tariff Review
winding up (box 3.4), the Government sent the IAC a broad reference on
options for further general reductions in protection (box 4.1). According to
Bill McKinnon, then Chairman of the IAC, the reference:

.. represented a large step in the evolution from a development policy
based on import replacement towards greater concentration on the conse-
quences of protection on efficiency in resource use and community welfare.
It is the first inquiry conducted by the Commission in which the focus of
attention of the Commission and witnesses has been directed towards the
general structure of protection and ways of improving it rather than on the
adverse consequences of reductions in protection for individual industries.
(McKinnon 1982, p. 14)
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However, economic conditions deteriorated and, as the recession deep-
ened, pressure to increase protection grew. By 1982-83, unemployment had
increased to over 10 per cent (its highest rate since the 1930s Great
Depression) and inflation was above 11 per cent (double the OECD aver-
age). Demand had contracted, gross domestic product was falling, a severe
drought affected the rural sector, interest rates were high, and the terms of
trade were deteriorating. The Fraser Government, increasingly concerned

about the potential economic and social consequences of

the IAC’s options for general reductions in protection, did
not act on the options. The report, however, was to have a
longer term impact on tariff reform and become a key ref-
erence later in the decade for the 1988 announcement of
general phased reductions under the Labor Government
(see below).

Other broad inquiries undertaken by the IAC in the early
1980s included budgetary assistance, export incentives
and the commercial by-law system (IAC 1982a, c, d).

In early 1983, McKinnon resigned to take up the position
of Secretary, Department of Immigration and Ethnic
Affairs, and Mike Codd, formerly Secretary of the
Department of Employment and Industrial Relations, was

Mike Codd, Chairman, 1983-85. appointed as Chairman of the IAC (appendix B).

Enter the Hawke Government

The election of the Labor Government under Robert (Bob) Hawke in 1983,
in the trough of the recession, heralded a significant shift in policy.
According to Kelly (1992) this period saw the end of the ‘Australian
Settlement’, devised in the early decades of federation.] Garnaut
commented:

The floating currency and removal of exchange controls, the dismantling of
most protection in a series of decisions from 1983, and a wide range of other
reforms to remove structural rigidities, raise productivity and strengthen
the educational base, marked a sharp break from earlier Australian policy.
(Garnaut 2003, p. 63)

The Labor Government’s first major policy reform involved floating the
Australian dollar and abolishing exchange controls in December 1983 — the
tirst steps in a series of financial deregulation reforms (following the 1981
Campbell Inquiry). This further opened the Australian economy to world
markets and eased the introduction of another major reform — phased tar-
iff reductions from 1988. The concept of made-to-measure protection was
not sustainable in a world of freely floating exchange rates. The continued
integration of world capital markets led to the removal of interest rate
ceilings in 1984 and 1985, and foreign bank entry was permitted in 1985.
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The Uhrig Review

With the recession as a backdrop, organisations critical of the IAC, such as
the Australian Council of Trade Unions, placed pressure on the Labor
Government to review the IAC’s role and operations. Within months of
coming to power, the Government announced an independent review of
the IAC, to be undertaken by John Uhrig, Managing Director of Simpson
Holdings and Chairman of the Australian Manufacturing Council. As
Senator John Button, then Minister for Industry and Commerce, stated:

The principal reason for the Government requiring a comprehensive review
of the IAC lay in a concern to ensure that the IAC will be able to maximise
its effectiveness as a provider of practical advice to Government on ques-
tions of industry assistance. Over recent years, there has been increasing
criticism of the contribution of the IAC to industry policy. Some of this crit-
icism has been justified. But, while some of the blame can be directed to the
Commission, a significant part of the problem lies in the legislative charter
for the Commission and the nature of Government references ... In the
Government’s view the focus on protection has been excessive; the
Government is of the view that it is essential that a wider range of more pos-
itive forms of assistance should be developed. (CPD (Senate) vol. 5104,
p. 2784)

The Government accepted the vast majority of the Uhrig Review’s recom-
mendations (box 4.2). Opposition Senator Peter Rae agreed with the gen-
eral thrust of the Government’s decision, but commented that the power of
the IAC to initiate its own inquiries should not be revoked because it ‘guar-
anteed a degree of independence’. The Senator also noted that the IAC’s
approach ‘must be viewed in the context of the creation of jobs, and that

Benjamin Offices, 1979-95.
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can only take place through the creation of a competitive position for
Australian trade” (CPD (Senate) vol. 5104, p. 2786).

The legislative changes required to implement the Review’s recommenda-
tions were incorporated in the Industries Assistance Commission Amendment
Act 1984 (appendix A).2 In his second reading of the Bill in the House of
Representatives, John Brown (Minister assisting the Minister for Industry
and Commerce) stated:

The Government believes that its acceptance of the vast majority of the
review’s recommendations will result in an emergence of a new era in the
industry assistance advisory process. In particular, the improved operations
and procedures of the Commission should allow it to become more effective
in meeting the Government’s industry policy objectives and needs. (CPD
(H. of R.) vol. 139, p. 1737)

The amendments signalled significant changes for the IAC’s future work-
load and role, including the repeal of somewhat prescriptive reporting
requirements (appendix A) and the prospect of industry-wide references
covering issues related to industry growth and development. These refer-
ences, however, were not much in evidence until late in the 1980s (see
below).

Some changes were not welcomed by the Commission. It reasoned, for
example, that dispensing with public hearings before the draft report
reduced public participation and removed much of the discipline for inter-
ested parties to forward their submissions early in the inquiry, thereby
affecting its capacity to develop its report. Moreover, the transparency of
IAC procedures suffered when a relatively more closed consultation
process replaced public scrutiny via a hearing (IAC 1987b, pp. 26-8).
Today, the Productivity Commission chooses, when appropriate, to sub-
stitute other forms of public consultation (such as roundtable discussions)
for first round public hearings.

Former IAC Chairman, Alf Rattigan, expressed concern about the public
hearing amendment and also commented adversely on the amendment to
repeal the IAC’s ability to initiate inquiries. While the IAC had not initiat-
ed any inquiries, Rattigan (1988, p. 43) noted that “the possibility of doing
so had enabled the Commission to obtain references that it may not other-
wise have received’.

Another change constrained the Commission’s ability to provide an econ-
omy-wide focus. It related to guidelines for anti-dumping inquiries — an
area of industry assistance that has involved significant change in rules
and administrative arrangements over the years (box 4.3).
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In early 1985, Codd resigned from the
IAC to take up an appointment as
Secretary, Department of Community
Services. Carmichael, formerly Executive
Commissioner (a position established
under the IAC Act to provide assistance
to the Chairman), was appointed as the
IAC’s new Chairman (appendix B).

Bill Carmichael, Chairman, 1985-88.
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Towards broader reforms

After the Uhrig Review, the IAC’s inquiry focus gradually shifted to
include other factors that affect industry efficiency and competitiveness,
such as regulation and administrative arrangements. This change in focus
was strengthened as the economic climate changed. By 1987, Australia’s
terms of trade had deteriorated substantially (by 20 per cent since 1984),
imports had increased greatly, and the current account deficit and external
debt had risen. However, Australia’s trade balance would have been worse
if not for the continued depreciation of the Australian dollar between 1985
and 1987. The IAC commented that Australia’s economic problems should
be addressed through a longer term economy-wide approach:

... a competitive industry structure can be maintained only if the economy
is adapting to change. This points to the importance of removing impedi-
ments to adjustment and flexibility in the economy.

Most of these impediments are not industry or sector-specific in their effects.
Many are pervasive throughout the economy. They are manifest in the mar-
kets for labour, capital, goods and services. But they generally share the
characteristic of shielding established arrangements against competition
from more efficient alternatives.

... Ultimately, competition is the only effective discipline on economic effi-
ciency. If Australia is to improve its competitive performance in world mar-
kets, it needs to remove regulatory barriers to competition in its domestic
markets ... (IAC 1987b, pp. 5-6)

Although this approach was incorporated in a forward inquiry program
proposed by the IAC in its 1985-86 and 1986-87 annual reports, the
Government did not respond. Button shed light on the difficulty of
obtaining work for the IAC at this time:

From time to time Carmichael [Chairman of the IAC] complained that the
Commission didn’t have enough to do. He suggested it might widen its
scope and conduct an inquiry into the transport industry or the mining
industry. In Cabinet the transport Minister Peter Morris rejected an inquiry
into “his” industry. He liked a quiet life, and was not keen on restructuring.
I pointed out that manufacturers made numerous complaints about water-
front inefficiencies. Morris appointed an inquiry of his own. Nothing
seemed to happen. The complaints were to go on. Gareth Evans as Minister
for Resources said the mining industry didn’t want to be inquired into. So
nothing happened there either. (Button 1998, p. 264)

Moreover, some of the references the IAC did receive from the Government
limited the scope of the inquiries or prescribed the advice to be given. An
example of a limiting, ‘loaded’ reference was in relation to heavy engineer-
ing. The IAC was asked to report, among other things, on ‘how the
Government can give effect to its intention to maintain a heavy engineering
industry” (IAC 1985e, p. Al). For its inquiry into book production, the
Commission was to have regard to the Government’s desire not to impede
particular book imports by tariffs or quota restrictions (IAC 1985f, p. 42).
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A shift to the Treasury portfolio
and ‘industry plans’

By 1987, the IAC’s inquiry program had been greatly diminished and the
Commission was, in the alleged words of one senior industry bureaucrat,
‘withering on the vine’. Not until January 1988, after the IAC had been
transferred to his portfolio, did the Treasurer announce a substantial
forward work program for the IAC, noting:

The sharp deterioration of Australia’s terms of trade over the past two years,
and the more recent troubles in world share markets, have highlighted the
need for our industries to become and remain internationally competitive,
for efficiency to be improved across-the-board and for impediments to
change to be removed.

... While the Commission will continue to conduct inquiries of a traditional
kind into particular industries, the Government now intends that it also con-
duct broader ranging inquiries directed towards removing impediments to
improved efficiency across the whole spectrum of industry. (Treasurer,
Press release, no. 7, 26 January 1988, in IAC 1988a, app. 1)

The forward work program envisaged four inquiries on impediments to
competitiveness: government (non-tax) charges on industry (box 4.4);

Reproduced by permission of Geoff Pryor and the National Library of Australia.
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impediments to international trade in services; food processing; and travel
and tourism. Several major traditional industry reviews were also
proposed, including a review of the dairy industry. However, there were
difficulties in getting Ministers to agree to wide ranging terms of reference.
Terms of reference for the four ‘impediments’ inquiries were eventually
forwarded to the IAC in mid- to late 1988, for completion in 1989. The
delay with these inquiries, and the lack of other references, left the IAC
underused until the announcement in 1989 of the formation of the Industry
Commission (see below).

In the mid-1980s, average levels and disparities of assistance within man-
ufacturing started to decline (figures 4.1 and 4.2), mainly due to the signif-
icant reductions in assistance afforded by existing quota regimes to PMYV,
and to a lesser extent, TCF, as a result of the depreciation of the Australian
dollar (figure 4.3). The sectoral plans developed in the 1970s (chapter 3)
continued to be favoured by the Government as a vehicle for assisting
these and some other industries (for example, steel and heavy
engineering). Button (Minister for Industry, Technology and Commerce)
developed industry plans for mature industries, with an emphasis on
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Box 4.5 Disparities in assistance matter for welfare

Differences in assistance levels across and within industries are important indicators of
the potential for resources to be misallocated as a result of the assistance received. The
larger the disparities, the greater is the potential for resources to be diverted to less
productive activities, raising the welfare costs of assistance. The following chart uses the
standard deviation as a measure of the dispersion in effective assistance levels. It is clear
that the dispersion increased greatly after the 25 per cent tariff cut, largely as a result of

the introduction of import quotas for the TCF and PMV industries.

Figure 4.1 Dispersion in effective assistance for manufacturing industries
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negotiation with unions and employers. In particular, advisory tripartite
industry councils (recommended in the 1977 white paper: chapter 3) ‘pro-
vided a unique and unprecedented forum in which conflicting interests
could work together in a non-adversarial situation to undertake a frank
assessment of their industry’s prospects ... the industry councils played an
important role in minimising the potential for political backlash ..."
(Capling and Galligan 1992, p. 132).

The Button industry plans for PMV and TCF (appendix E) were announced
in 1984 and 1986 respectively, to commence in 1985 and 1989. Although
each plan reflected particular industry features, they had some character-
istics in common, such as an initial increase in assistance with scheduled

2000-01
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future reductions, the inclusion of safety net provisions to enable review
and adjustment to the plan to cover certain contingencies, the establish-
ment of a monitoring authority, and some specified adjustments to
industry structure.

The IAC’s assessment of these plans was similar: while the phasing out of
import quotas under the plans should lower assistance, when reductions
were completed, the industries would still receive substantially higher
levels of tariff protection than afforded to other manufacturing industries
(IAC 1987b, app. 5). On the general ‘industry plan” approach the IAC
stated:

The objective of a more internationally competitive economy can be pur-
sued directly through identification and removal of impediments which ...
are recognised by industry to be restricting adjustment and growth. Pursuit
of this objective does not require that it be broken down into a series of dis-
crete, and fundamentally incompatible, aims relating to the competitiveness
and growth prospects of individual industries. (IAC 1987b, p. 17)

General tariff cuts again

Notwithstanding its concerns with the Button industry plans, the IAC
agreed with the general objective of the Hawke Government’s economic
reform policies — that is, a more open, efficient and competitive economy.
Reforms in the 1980s, such as financial deregulation and those announced
in the 1988 May Economic Statement (box 4.6), started to move the
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economy along this path. The IAC commented that the reforms ‘collective-
ly constitute a major departure from past approaches and, if consistently
pursued, will facilitate greater efficiency and competitiveness in Australian
industry’, but there was much more to be achieved (IAC 1988a, p. iii).

These economy-wide reforms required strong political leadership. Writing
on the Hawke Years, Clark (2003, p. 61) commented that ‘to achieve reform
required not just community consensus but a similar mood at cabinet
meetings. Those present witnessed Hawke’s great skills in securing agree-
ment without Ministers with different views feeling they had been sub-
orned’. The Government harnessed the support of the industries and inter-
ests that stood to gain from the reforms by enhancing their political power
through its ‘recognition” of ‘peak” interest groups; it sought to lower the
resistance of potential ‘losers’ by structural adjustment assistance and
‘compensation’.

Reform was facilitated by the increasing support from the
Liberal-National Party Opposition, which, under Howard, would argue
for even greater liberalisation than sought by the Government. Moreover,
changing community attitudes to tariff assistance made the implementa-
tion of reforms more politically acceptable. John Hyde, Liberal Party
Member for Moore during the 1970s and early 1980s, noted:

By the mid-1980s, people who not many years before had opposed any pro-
tection reduction, began arguing about how to reduce it. Instead of asking
plaintively how they could compete with low wages paid in poor nations,
manufacturers began asking how they could further increase the high pro-
ductivity of their expensive workforce. More people appreciated that if
Australia did not import, it could not export, realised that trade barriers
reduced living standards and that a job saved by protection here, cost one
there. (Hyde 2002, p. 83)

The push for ‘microeconomic reform”

In the context of these reforms, the Hawke Government and the IAC com-
menced publicly using the embracing term “microeconomic reform’, which
was to become common place and a cornerstone of the Commission’s
future work. The IAC described microeconomic reform as being ‘about
achieving change — in government policies, institutional arrangements,
and in the structure and performance of industry” (IAC 1988a, p. 1). The
term was new but the concept was not: tariff reforms of the 1970s were crit-
ical microeconomic reforms. What had changed was that the scope of the
reform agenda had widened greatly.

The TAC pointed to microeconomic reform imperatives in its 1988-89
annual report (IAC 1989a, ch. 1), reiterating them in the 1990s:

* exposure to competition is perceived as the key to improved
performance;
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alternative assistance measures (for example, export market develop-
ment schemes) may not promote a more competitive and efficient
economy;

the gains from removing major inefficiencies are substantial. Sustained
real gross domestic product gains of almost 5 per cent were projected
to flow (using the ORANI model) from removing major inefficiencies in
the services sector, such as road and rail transport, and aviation (IAC
1989a, p. 19);

all levels of government need to pursue reform;

a consistent economy-wide perspective and independent public review
procedures were needed for the full potential of microeconomic reform

to be realised; and
* microeconomic reform must be ongoing.

By this time, Carmichael had retired. Greg Taylor,
formerly Deputy Secretary, Department of Prime
Minister and Cabinet, became Chairman of the IAC in
May 1988. The following year, he resigned to take up the
position of Secretary, Department of Employment,
Education and Training. Tony Cole, also formerly
Deputy Secretary, Department of Prime Minister and
Cabinet, was appointed Chairman and led the IAC
through its first amalgamation to become the Industry
Commission (appendix B).

By the end of the 1980s, the IAC was starting to address a
broader range of microeconomic reform issues, particu-
larly in its inquiries into impediments to competitiveness.
However, for most of the 1980s, the IAC’s overall work
focus had been similar to that of the 1970s, but with more
emphasis on agriculture. Although less than in the 1970s,
three quarters of all inquiries during the 1980s related to
manufacturing (table 3.1). References on border protec-
tion to manufacturing still dominated, although some
inquiry reports on manufacturing during the 1980s dis-
cussed a broader range of issues. The heavy engineering
report, for example, assessed State and Territory govern-
ment purchasing preferences as a means of achieving a
more competitive industry (IAC 1985e).

The proportion of IAC inquiries that were agriculture
related increased from 12 per cent in the 1970s to nearly
20 per cent during the 1980s. As in the 1970s, the majori-
ty related to agricultural assistance — for example,
wheat, honey, and apples and pears (IAC 1983c, 1984b,
1985b). Some, like crop and rainfall insurance, were not

Tony Cole, Chairman, 1989-91.
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industry specific (IAC 1986d). Others covered environmental and social
issues, as had some of the agriculture reports in the 1970s. The rice report,
for example, examined irrigation management issues such as water pricing
policy, salinity costs and the transferability of water entitlements (IAC
1986e). The inquiry into the biological control of the plant, Paterson’s
Curse, examined its effect on the conservation of native vegetation and the
impact of biological control (IAC 1985c). Income support measures were
addressed in the rural adjustment report (IAC 1984d).

The proportion of ‘other’ inquiry reports undertaken during the 1980s
(only 6 per cent) remained basically unchanged from the 1970s. They
included industry reports on pharmaceutical products and coastal ship-
ping (IAC 1986f, 1988c). Important to fulfilling the IAC’s mandate to
address matters from an economy-wide perspective were cross-sectoral
inquiries, such as the 1982 reports on budgetary assistance and general
reductions in protection (described above).

During the 1980s, the IAC continued as in the 1970s, to use the annual
reporting mechanism as a means of raising issues and providing informa-
tion to the public. The issues canvassed were wide ranging and included
impediments to more competitive industries, the benefits from microeco-
nomic reform, and domestic and external trade policy objectives (box 4.7).

e e

j1e I

T S
—

. Nt
Ky

WA

By

Il iy

¢

S

I

“Come on, you're going to have to get through socanar ar laiar!"

Cartoon courtesy of The Advertiser and cartoonist, Michael Atchison.
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The IAC also started to develop mechanisms for raising issues for debate
outside the annual report context, by releasing a few working/discussion
papers on topics such as assistance to mining and regulatory impediments
to industry adjustment (IAC 1986c, 1988b). Such research continued to
expand with the formation of the Industry Commission. It is now a
mandated feature of the Productivity Commission’s work program
(chapters 5-7).

Changing international trade relations

Multilateral and regional trade liberalisation was another focus of the
Hawke Labor Government. The Australian Government participated in
the Uruguay Round of trade negotiations under the General Agreement on
Tariffs and Trade (GATT), and was instrumental in forming the Cairns
Group of major exporting countries and, later, the Asia Pacific Economic
Cooperation (APEC) Forum. Nevertheless, Australia’s position recognised
the benefits of unilateral liberalisation. In 1985, Hawke argued that ‘an
essential requirement I believe is for trade policy to be seen more as an
integral part of broad domestic economic management and less
exclusively as the subject of international negotiations” (Snape et al. 1998,

p- 5).

The IAC agreed with the need to bring together the domestic and interna-
tional dimensions of trade policy. In a paper prepared for the IAC by two
former Chairmen on a model for the Australian ‘country report’ under the
GATT’s Trade Policy Review Mechanism (TPRM), Carmichael and
Rattigan noted:

. the report should recognise the interactive relationship between the
‘external” dimension of trade policy (what contracting parties have agreed
to pursue collectively, through multilateral cooperation, in the GATT) and
those issues which belong to domestic policy (domestic adjustment and effi-
ciency, which are beyond the reach of GATT’s disciplines). (Carmichael and
Rattigan 1989, p. 8)

Their paper formed the basis of the IAC’s advice to the Department of
Foreign Affairs and Trade, which compiled the report. The aim of the
TPRM was to bring greater transparency to GATT negotiations on trade
barriers. The IAC considered that it could assist in this transparency
process by further developing a constructive, policy neutral informational
role that focused on raising public understanding of the contribution of
domestic transparency to a more open world trading environment. As the
opportunities for gains from the Uruguay Round became apparent and
microeconomic reform progressed, the IAC’s work included more analysis
of trade agreements and impediments to international trade (box 7.11).
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The Hawke Government’s reformist approach extended to the public
service. In its 1987 May Economic Statement, the Government announced
staff and budget cuts for the IAC as part of a package of cuts to the public
service. IAC staff were reduced from 300 in 1986-87 to 215 in 1988-89, and

the budget declined (in real terms) by
approximately $2 million over the
same period, continuing the trend
from the mid-1970s (figures 3.1 and
3.2). The IAC restructured its office in
1987-88, as it had done under similar
pressure in the late 1970s (box 3.8).
And, as noted earlier, a wider public
service restructure involved the IAC
becoming a Treasury portfolio
responsibility (appendix C).

By 1989, several other public sector
research and advisory organisations
had been established, including
ABARE, the BIE, the Bureau of
Transport and Communications
Economics, and EPAC. Also provid-
ing policy advice and information
were ad hoc committees, industry
councils, the Australian
Manufacturing Council, the Business
Council of Australia, other lobby
groups, and consultancy companies.
Some of them, however, were seen as
more amenable than the IAC in their
advice.

The IAC commented:

J.’,q S—
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Reproduced by permission of Geoff Pryor and the National
Library of Australia.

The past year [1988-89] has not been easy for the IAC. The absence of a
forward inquiry program, the referral of industry policy questions to
departmental research bureaus and ad hoc bodies, and delays in making
appointments needed to meet the Commission’s statutory minimum
membership requirements, all fuelled uncertainty as to the IAC’s future role
and its contribution to the microeconomic reform program. (IAC 1989a, p. 8)
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The uncertainty was clarified by the Treasurer’s announcement in August
1989 of the establishment of the Industry Commission, with a substantial
new forward work program (chapter 5):

... the IAC is to be restructured to make it an effective catalyst for change.

Its charter will be greatly broadened and it will become the Government's
major review and inquiry body in industry matters.

... The new Industry Commission (IC) will further the important role that
the IAC has played in the structural adjustment process in Australia. It will
build on the IAC's earlier work which was instrumental in awakening the
community to the enormous costs of many industry assistance policies.

... As an institution, the IAC has been an important force, building commu-
nity awareness of the need for Australian industry to be outward looking
and internationally competitive. (IAC 1989a, p. 15)

The new body’s charter was to be broadened, yet it could be argued that
during the 1980s the IAC did not fully realise its potential under its exist-
ing charter (the IAC Act) to inform policy in a range of microeconomic
areas. Instead, the IAC’s inquiry program from the Government had
focused on assistance to manufacturing and, to a lesser extent, agriculture,
as in the 1970s. Although some reports canvassed broader issues, only at
the end of the decade did the IAC, through wider references from the
Government and its annual reporting function, begin to shift the focus of
its work. The Industry Commission strengthened this trend in the 1990s.

Garnaut, in a report which examined the opening up of the Australian
economy to trade with Northeast Asian countries, concluded that the most
important step to enhance exports and competitiveness was to remove all
protection by 2000. This became a backdrop to further general tariff
reforms.

... The tide has turned through the 1980s, although we carry still most of the
dead weight of a protectionist past. Through the 1990s, Australians, in a
favourable international environment, will choose whether they step out in
new, more hopeful directions through the twenty-first century.

... Australia’s advantages this time [compared to the late 1970s] are a wider
community perception of the magnitude and complexity of the task, and a
recent record of solid achievement on policy change in the directions that
are necessary for long term success. (Garnaut 1989, p. 1)

1 The “Australian Settlement’ constituted a collection of mutually supportive
economic and social policies: White Australia, industry protection, wage
arbitration, state paternalism and imperial benevolence (Kelly 1992, pp. 1-2).

2 Inaddition, two IAC amendment Acts (nos. 21 and 75) were assented to in 1983.
They incorporated relatively minor amendments to the 1973 IAC Act
(appendix A).

64

FROM INDUSTRY ASSISTANCE TO PRODUCTIVITY:
30 YEARS OF ‘“THE COMMISSION’



D

THE INDUSTRY COMMISSION







The Industry Commission

This chapter chronicles the activities of the Industry Commission from its
formation in 1990 to the commencement in 1996 of its merger with the BIE
and EPAC to form the Productivity Commission. The Industry
Commission continued to operate until the repeal of its Act in April 1998.

The first merger

The Industry Commission Act 1989 was assented to on 17 January 1990. The
Minister Assisting the Treasurer, Peter Morris, noted the following
rationale for the establishment of the Industry Commission as the
Government’s ‘review and inquiry body in industry matters’:

Through its advice to the Government, the Industry Commission will play
a key role in helping industry to become more efficient, more productive
and more internationally competitive. And that is central to ensuring better
growth prospects and better economic conditions in this nation over the
years and decades ahead.

the establishment of the Industry Commission represents the
Government’s continued commitment to that transparency and full com-
munity debate in the development of policies relating to industry. The
Commission is intended to make a major contribution to further structural
reform in Australia. It will be a catalyst for productivity and efficiency gains.
(CPD (H. of R.) vol. 169, pp. 2423, 2427)

Under the 1989 Act, the new organisation absorbed the staff of, and the
functions previously performed by, the IAC and the Inter-State
Commission (ISC: box 5.1). According to Morris, “in this enlarged body, the
resources of the Inter-State Commission will have a key role in the identi-
fication and analysis of the interrelationships between all sectors of the
economy and the transport sector’ (CPD (H. of R.) vol. 169, p. 2424).

Despite this assurance, the main opposition to the Bill to establish the
Industry Commission related to the amalgamation of the ISC. John
Hewson, Liberal member for Wentworth, argued that the amalgamation
was not in the ‘spirit of the Constitution’. In particular, the Opposition was
concerned that the States and Territories would be suspicious of cooperat-
ing with a Government that had ‘effectively abolished” an authority
responsible for matters of key interest to them. The National Party (Senator
Stone: Queensland) also opposed the Bill, querying “why abolish the Inter-
State Commission? If it is doing such a good job, what is the point?” (CPD
(Senate) vol. 138, p. 3896). In the event, the new Industry Commission Act
(s4) incorporated a key feature of the ISC: “this Act binds the Crown in
right of the Commonwealth, of each of the States, of the Australian Capital
Territory and of the Northern Territory ...".
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The Industry Commission also acquired the functions and resources of the
Business Regulation Review Unit (BRRU: box 5.1), which was upgraded
and renamed the Office of Regulation Review (ORR: box 5.2). This change
was reflected in a revised office structure for the new Commission
(figure 5.1).
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The staff and budgets of the IAC, ISC and BRRU were transferred to the
Industry Commission. The ISC and BRRU, combined, accounted for less
than 10 per cent of the absorbed staff and 20 per cent of the absorbed budg-
et. The budget for the first full year of the Industry Commission’s
operations (1990-91) was approximately 20 per cent lower (in real terms)
than for the year of amalgamation. However, it then increased steadily, as
the Commission took on new activities (for example, government per-
formance monitoring: see below), until the administrative amalgamation
of the Commission with the BIE and EPAC was announced in early 1996
(figure 3.2). The staffing level of 250 in 1990-91, was higher than in the pre-
vious year, and continued to increase gradually until 1994-95 (figure 3.1).

Other significant changes incorporated in the Industry Commission’s 1989
Act related to functions and policy guidelines. The Commission’s functions
were broadened from those of the IAC to include ‘anything incidental” to
inquiries and reports referred by the Minister (appendix A). This change
enabled it to progress, from the tentative steps of the IAC, to undertake
research on a wide range of issues (see below).

The retention of policy guidelines in the Act ensured that the Industry
Commission, like its predecessor, took account of the Commonwealth
Government’s policies. The policy guidelines were similar, but not identi-
cal, to those of the 1984 JAC Amendment Act (appendix A). An additional
policy guideline of the 1989 Act (s8[1][c]) which accommodated the incor-
poration of the BRRU, stated that the Commission must have regard to the
desire of the Commonwealth Government to ‘reduce regulation of indus-
try (including regulation by the States and Territories) where this is
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consistent with the social and economic goals of the Commonwealth
Government’. Another addition was the requirement that the Commission
report on the social and environmental consequences of its
recommendations.

The Act further emphasised environmental considerations by requiring
that at least one Commissioner had knowledge of, and experience in,
environmental matters. All Commissioners were to be appointed on a full
time basis. However, the 1989 Act was amended in 1995 to allow for
permanent part time Commissioners.

The reporting requirements were considerably less prescriptive than those
of the 1973 Act and most subsequent amendments (appendix A), specify-
ing only that the Minister may require the Commission to report within the
specified time, to provide a public draft report and to report on ‘courses of
action’.

Although the Commission and its predecessor operated
under different Acts, the Commission retained and, if
anything, enhanced the core features of the IAC, namely:

* independence from executive and administrative
responsibilities for industry regulation and assistance;

* open and public inquiry processes; and

* an operating framework that required the
Commission to report and advise on industry matters
from a community-wide perspective.

In May 1992, Bill Scales, previously Chairman and Chief
Executive of the Automotive Industry Authority, was
appointed as Chairman of the Industry Commission,
ending a period of uncertainty over leadership since
Tony Cole resigned in early 1991 to take up an appoint-
ment as Secretary, Department of the Treasury. In the
interim, Tony Harris and Roger Mauldon had acted for
short periods, and Stephen Sedgwick, formerly Deputy
Secretary, Commonwealth Department of Finance, had
served as Chairman for less than six months
(appendix B).

In the same month, the Treasurer announced the
relocation of the Commission to Melbourne so it would
be “close to industry’. This decision was modified in 1993
to become a “twin cities” policy, whereby just under half
the staff would continue to be located in Canberra and
the head office would be located in Melbourne. Although
the work program continued unabated, the relocation
caused considerable disruption to staffing. Bill Scales, Chairman, 1992-98.
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The Melbourne office was operational by the end of 1992 and the relocation
was completed by mid-1995, not long before another major organisational
change (chapter 6). Of the original 254 Canberra staff, approximately one
third remained in the Canberra office, 13 per cent transferred to
Melbourne, 38 per cent found positions elsewhere, resigned or retired, and
17 per cent took voluntary redundancy packages (IC 1995a, p. 309).
Although a significant core of staff remained, there was some loss of skills
and ‘corporate memory’. Nonetheless, the relocation provided an oppor-
tunity for the Commission to recruit staff with diverse experience, and
recruitment in Melbourne during this period was substantial. Overall,
Commission staff levels did not change significantly over this period
(figure 3.1). The entire relocation process cost over $15 million (including
staff relocation, office fit-out and redundancy packages) (IC 1995a, p. 310).
The Commission’s budget increased accordingly over the relocation
period (figure 3.2).

Directions for change

Cole, first Chairman of the Industry Commission, had commented in
relation to the direction of industry policy in the 1990s:

In the broad, the direction for the 90s is quite clearly for change. I have
argued on a number of recent occasions that the environment for reform in
industry policy and on the wider microeconomic front has never been bet-
ter ... The direction of change is also clearly towards greater efficiency ... In
the past few years the scope of the microeconomic reform agenda has been
broadened considerably to include much more than the traditional concerns
about manufacturing and agricultural assistance. (Cole 1990, p. 2)

This approach was reflected in the Government’s two-year forward
inquiry program for the new Commission. It included references on ener-
gy generation and distribution, railways, product liability, exports of
health services, recycling, statutory marketing arrangements, the availabil-
ity of capital, and construction costs for major plants. A wide range of
microeconomic reform issues were to be covered in the proposed inquiry
program, including:

* the scope for more productive work and management practices in
industry;

* the securing of improved efficiency within Commonwealth and State
government business enterprises (GBEs);

* public/private participation and ownership in supplying
infrastructure;

* the efficient provision of community service obligations;

* intergovernmental cooperation;
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* economically efficient ways of achieving environmental objectives; and

* regulatory impediments to improved industry efficiency (IC 1990a,
p- 20).

The new Commission was highly supportive of the Government’s desire
for it to address microeconomic reform issues. Harris, as acting Chairman,
observed:

Pressing on with microeconomic reform is urgent because growth in
Australia’s material living standards has not kept pace with that of other
nations with which we might like to compare ourselves. Productivity levels
in Australian industry and growth in productivity compare poorly with
OECD countries.

... The urgency for reform is underlined by the fact that the rest of the world
is not standing still waiting for us to catch up.

. Microeconomic reform will not solve all of Australia’s economic
problems but it does provide a means of permanently raising output and
material living standards. It provides a means of closing the productivity
gap with other nations. (Harris 1991a, pp. 2, 3, 4)

However, as recession deepened during 1991-92 there was increasing pres-
sure to slow the rate of microeconomic reform. Unemployment, having
risen to over 11 per cent, was of greatest concern. As in the 1983 recession
(chapter 4) and the late 1970s (chapter 3), the TCF and PMV industries
highlighted the situation. Some State governments, such as Victoria and
South Australia, were particularly concerned about the impact of increas-
ing retrenchments in these industries (and the flow-on effects) on certain
regional cities and urban areas, such as Stawell, Wangaratta and Geelong
in Victoria. But the Commission’s view on slowing the pace of reform was,
in essence, unchanged from that of its predecessor:

Some States have deferred particular reforms and called on the
Commonwealth to defer further reductions in tariffs. But easing the pace of
reform now will not save jobs overall. To pause now will undermine the
process of change that is required to tackle underlying and persistent
unemployment in Australia. (IC 1992a, p. 1)

A second round of tariff cuts

The Hawke Government did not ease the pace of reform. In 1991, it
announced a second phase of tariff reductions that went beyond the 1988
general reductions (chapter 4). The general levels of assistance for manu-
facturing were to be reduced from 10 per cent and 15 per cent, to 5 per cent
in 1996. Assistance to agriculture was to be reduced similarly. Protection
for the TCF and PMV industries, however, was to remain relatively high,
even though phased reductions were announced (to a maximum of 25 per
cent for TCF and 15 per cent for PMV by 2000: appendix E). TCF tariff quo-
tas were to be removed in 1993. However, the tariff reduction program was
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not developed without debate within the Labor Party:

On this occasion the political timing was not ripe [compared with 1988]. The
country was in the midst of a recession. The community didn’t believe in
further tariff cuts, nor did most manufacturers. Paul Keating and Bob
Hawke wanted to push on with the reduction to 5 per cent, notwithstand-
ing the recession. I was hesitant, knowing the depths of industry
despondency. I agreed to recommend the further reduction simply because
its economic effect would be delayed. (Button 1998, p. 270)

Implementation of the program was facilitated by an Opposition
generally sympathetic to the policy approach and, indeed, pressing for
more substantial reforms to protection and labour regulation. It was also
assisted by the Commission’s inquiry recommendations and continuing
information and educational role on protection (Corden 1996, p. 146).

As a result of these reductions, effective rates of assistance for manufac-
turing (including TCF and PMV) and agriculture continued to decline
through the 1990s (figures 4.2 and 4.3). Moreover, disparities in assistance
within manufacturing decreased from a peak of 43 percentage points in
1983-84 to 16 and 7 percentage points in 1992-93 and 2000-01 respectively
(box 4.5).

¥ 1D FreL HPPIER

F ABOUT THS, (F THE

R -CosuMsts WA
. N THEC .

Nicholson of “The Australian’ newspaper [www.nicholsoncartoons.com.au].
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Reforms to reduce business costs

By the mid-1990s (that is, before the merger forming the Productivity
Commission: chapter 6), the Industry Commission had undertaken
inquiries covering a broad range of microeconomic reform issues (box 5.3),
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as suggested by the forward inquiry program. This was a substantial shift
in focus from the traditional manufacturing references of the IAC. Almost
three quarters of all Commission inquiries were outside of agriculture,
mining and traditional manufacturing industry references, compared with
only 6 per cent of IAC references in the 1980s (table 3.1).

Harris observed:

As protection has come down, and the reality of future reductions sinks in,
manufacturers and others have been forced to improve their efficiency or
cease operations. They have thus become acutely aware of the costs
imposed by inefficiencies elsewhere. Hence, from this perspective, tariff cuts
created the necessary preconditions for more broadly based microeconomic
reform. (Harris 1991b, pp. 3-4, 6)

A consequent focus of the Industry Commission was on the performance
of GBEs in delivering infrastructure services. As noted in chapter 4, the
IAC’s 1989 report on government (non-tax) charges, in highlighting the
significance of government supplied inputs to industry, laid the
foundations for future work in this area. The Commission noted:

Efficient government owned business enterprises are vital to Australia’s
economic performance because of the key role they play in influencing the
quality and cost of economic infrastructure. (IC 1992a, p. 107)

The Commission’s inquiries into GBEs — including rail, electricity, water
and postal services (IC 1991b, ¢, 1992¢c, d) — demonstrated the importance
of improving performance via a range of measures:

* the removal of barriers to competition (for example, legislative barriers
to entry) and structural separation of activities to promote competition;

* institutional and administrative reforms designed to enhance
commercial focus and accountability;

* privatisation, when appropriate, to promote on-going cost reductions;
and

* other measures, such as pricing reform.

Scales (1992, p. 6) noted that a single approach to ownership is unlikely to
be successful for all GBEs. ‘Corporatisation, privatisation and public own-
ership all have a role to play. Whatever the approach, we must ensure that
users of the services have a clear and unambiguous understanding about
the cost of the service provided’.

GBE reform also formed an important element of the Industry
Commission’s expanding non-inquiry work program. The Commission
monitored this area of reform as part of its provision of secretariat and
research services to a steering committee of the Special Premiers
Conference, subsequently called the Council of Australian Governments
(COAQG). Its first review was published in its inaugural 1989-90 annual
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report as a component of a wider review of progress on microeconomic
reforms undertaken by Commonwealth, State and Territory governments.
According to Scales (1994, p. 4) ‘the importance of this work is that it is a
potential driver of further reform. It can provide benchmarks against
which individual enterprises are able to evaluate their performance and to
adopt best practice techniques from their counterparts’.

Other reforms monitored in the annual review of microeconomic reform
included those that were industry specific or related to international trade,
labour markets or environmental management. In 1995, reforms that
implemented the NCP were added (box 5.4).

Regulation was another focus in the microeconomic reform agenda. Scales
(1992, p. 6) argued that ‘the reform agenda must also be aggressively
extended into the area of regulation, where inappropriate and unnecessary
regulation, can and does undermine the ability of Australia to achieve its
full economic potential. The cost of such regulation needs to be made
explicit’.

Several Commission inquiries in the early 1990s identified outdated, inef-
ficient or anticompetitive regulations — for example, petroleum products,
meat processing and workers” compensation (IC 1994b, d, e). However,
according to the Commission, microeconomic reform should not only
relate to existing regulation but also ensure that new regulations are well
designed. This remains a primary rationale for the ORR (box 5.2).
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By the mid-1990s, other non-inquiry activities of the Commission included
general reporting (including annual reporting on trade and assistance) and
independent studies requested by the Government mostly for other agen-
cies. The findings of much of this non-inquiry work formed the basis for
political consensus on a range of important issues. For example:

* astudy on the growth and revenue implications of the Hilmer reforms
at the request of COAG (box 5.5);

* secretariat support for an independent committee of inquiry on the
wine industry;

* a review of electricity generation options for the New South Wales
Government; and

* areport on pigs and pigmeat arising from an offer made by the Minister
for Primary Industries and Energy in response to a rally by pig farmers
(IC1995 d, e, f, i).
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Social and environmental issues

At the request of COAG, the Commission began to monitor the
performance of government service provision (box 5.6).

Social issues were also receiving greater prominence in the Commission’s
inquiry program. The public housing inquiry dealt with the important
social issue of providing adequate housing for low income Australians (IC
1993a). It highlighted the need for reform in the provision of social infra-
structure, particularly in the ways in which government can deliver public
housing and rental assistance more efficiently and effectively, for example,
by the Commonwealth Government extending its income support role to
rent assistance for low income households. An inquiry report on workers’
compensation examined prevention, compensation, rehabilitation and
return to work, interaction with other government programs, and super-
annuation and insurance regulation (IC 1994b). The Commission’s inquiry
into charitable organisations received considerable media coverage when
the report was released in 1995. It focused on reforms that would assist
community groups and governments in allocating resources better to help
people in need. For example, the inquiry found that costs could be reduced
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and the quality of service to clients enhanced if the selection of service
providers by governments was made more transparent, contestable and
accountable (IC 1995g). Other Commission inquiries into social issues cov-
ered urban transport, meat processing, and occupational health and safety
(IC 199%4c, d, 1995b).

Against a backdrop of difficult economic conditions and high unemploy-
ment, the Commission’s report on impediments to regional industry
adjustment considered what needed to be done to help people and busi-
nesses within regions adjust to pressures to change (IC 1993b). The terms
of reference asked the Commission to identify impediments to adjustment
that could arise from labour market arrangements. This was the first occa-
sion in the 30-year history of the Commission that industrial relations
issues were subject to such direct consideration. It proved to be a particu-
larly contentious issue (box 5.7). (Later in the 1990s the Productivity
Commission undertook reports specifically on work arrangements:
chapter 6.)

By the mid-1990s, the Industry Commission had also addressed environ-
mental and natural resource management issues in several inquiry reports,
including pulp and paper, greenhouse gas emissions, recycling, mining,
water resources and waste water disposal, environmental waste
management industries and urban transport (IC 1990b, 1991a, d, e, 1992c,
1993c¢, 1994c¢).

THE AUSTRALIAN
Labour market analysis
is political dynamite
The Canberra Times
Restrictions limiting
regional growth: IC

Reproduced with the kind permission of: © The Australian, Alan Wood, 20 September 1993; © The Canberra Times,
Simon Grose, 20 September 1993.
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The Commission also completed several industry development references,
a new type of reference — for example, on forest products, and computer
hardware and software (IC 1993d, 1995c). The Commission was asked to
identify and quantify impediments to growth, investigate industry
strengths and weaknesses, and identify ways of improving prospects for
those industries. These references supplemented the Commission’s
inquiries into impediments to growth on a broader front. Industry
development references were not continued past the mid-1990s, although
elements of the approach of identifying impediments, strengths and
weaknesses appeared in the terms of reference of some industry
references.

In conclusion, the first half of the 1990s not only saw a substantial
expansion in the Commission’s work program, encompassing broader eco-
nomic, social and environmental issues and a greater emphasis on non-
inquiry work, but of particular note was the extent of the involvement of
the States and Territories. They became increasingly active participants in
inquiries as much of the inquiry work concentrated on matters that had an
impact at the State and regional level — for example, the inquiries into rail
transport, intrastate aviation, public housing and workers” compensation
(IC 1991b, 1992b, 1993a, 1994b). The States and Territories also became
involved in developing references for the Commission and, occasionally,
they requested that the Commission undertake research for them. They
also provided the information that the Commission requested to enable its
annual review of progress in microeconomic reform.

Expansion of the Commission’s work program would continue during the
second half of the 1990s, as it became involved in a further merger
(chapter 6).
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Forming the Productivity Commission

This chapter chronicles the merger, administratively to begin with and
then by legislation, of the Industry Commission with the BIE and the
EPAC. The new Productivity Commission was born out of a more
vigorous and lengthy parliamentary debate than had taken place at the
formation of the Industry Commission. The process took over two years to
complete.

The Coalition’s plans for a Productivity Commission

In July 1995, John Howard, then Leader of the Opposition, canvassed in his
‘headland speech’ the direction of economic reform under a Coalition
Government, including the establishment of a Productivity Commission:

To focus national attention on the critical importance of boosting produc-
tivity, I foreshadow that in government we will merge the functions of the
Industry Commission, EPAC and the Bureau of Industry Economics in a
new body to be known as the Productivity Commission. It will discharge
the current functions of the Industry Commission and, additionally, will
have responsibility for a broader charter emphasising productivity.
(Howard 1995, p. 1)

Following its election in March 1996, the Government, with Peter Costello
as Treasurer, announced that the Productivity Commission would be
formed by merging the functions of the Industry Commission, the BIE and
EPAC, while retaining the broad institutional design of the Industry
Commission (box 6.1).

The formal establishment of the Productivity Commission required the
passage of legislation, so for the interim the Treasurer requested the
administrative formation of the new Commission by the end of June 1996.
The merger process differed across agencies. The BIE, as an administrative
construct, could be merged without the need for legislative change. EPAC,
on the other hand, required the passage of legislation to formalise the
merger, as did the Industry Commission. The administrative merger of the
agencies was completed quickly, but Parliament took nearly another two
years for the necessary legislative changes to be passed.

The merger took place during a time of unprecedented debate about
policy directions for Australia. The Chairman of the Productivity
Commission commented:

There has been a backlash against many of the policy reforms of the past
decade, particularly those which have exposed Australian workplaces and
regions to increased competition. And this reaction has spilled over to the
institutions of government associated with that transformation. (Banks 1998,

p-1)
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The administrative merger

The merger took place within tight guidelines. An interim Commission,
comprising the three merged organisations, was allocated a budget that
declined substantially, from approximately $31 million in 1995-96 to
around $23 million in 1998-99. Total staff declined from over 300 to just
over 200 during the same period, and the two city structure (with head
office in Melbourne) was maintained.

In March 1996, the interim Commission assumed responsibility for the BIE
(which had been transferred from the Department of Industry, Science and
Technology to Treasury), including its liabilities and staff. EPAC, on the
other hand, did not cease separate administrative operations until mid-
November. The Chairman of the Industry Commission (Bill Scales) held
the position of acting Commissioner of EPAC, and the Commission under-
took certain EPAC functions paid from EPAC appropriations, until EPAC
ceased to exist by legislation in 1998.

During the merger, the three Canberra office locations were integrated and
a new office structure (figure 6.1) was developed by Scales and his new
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INFRASTRUCTURE ECONOMIC
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Head of Office, Robert Kerr, to reflect the broader functions of the future
Productivity Commission. New branches were established in both offices,
including the Social Infrastructure Branch in Melbourne.

By the end of June 1996, the Treasurer’s directive to establish a
Productivity Commission on an administrative basis had been achieved in
a ‘machinery of government’ sense. However, for most staff, that date did
not represent the finalisation of the administrative contraction. Between
June 1996 and June 1998, overall staff fell from 313 to 207 (table 6.1). Staff
turnover was high, with many BIE and Industry Commission staff choos-
ing to resign or accept voluntary redundancy packages. However, staff
recruitment was also high (150 over the period), particularly in the
Melbourne office. As a result, the proportion of total staff in the Melbourne
office increased from about 35 per cent at June 1996 to nearly 55 per cent
by June 1998.

Year P IC Separations ©  Main reason  Recruitment
for separation

1995-96 208 87 (IC) Resignation 49
10 (BIE) Resignation

1996-97 na 76 (IC) Voluntary 74

39 (BIE) retirement
package d
1997-98 70d Resignation

Despite the turnover, a core of longer-serving staff remained, ensuring
continuity and minimising the potential disruption to the work program.
Existing inquiries and supporting research were completed within time-
lines, and new projects were commenced. Of the staff employed at the
Productivity Commission at the end of September 2003, approximately one
quarter had worked there (and for its predecessor organisations) for at
least 10 years and nearly 15 per cent had been so employed for at least 15
years (although there might have been breaks in employment due to
secondment).

Shortly after the Government’s announcement of a new Commission, the
Treasurer asked the Chairman, Bill Scales, for advice on which work
programs in the BIE and EPAC should be maintained. Scales advised
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carrying forward all the functions of the organisations except EPAC’s
budget submission function. This advice was subsequently reflected in the
Productivity Commission’s forward work program (chapter 7).

Business as usual

The work program for the interim Commission included reports on the
PMV and TCF industries, health (medical and scientific equipment
industries, private health insurance and the pharmaceutical industry); and
environmental issues (ecologically sustainable land management, and
packaging and labelling which included product recycling). 1

The work program also included other work that the Government

commissioned, for example:

* a three-month stocktake of progress in microeconomic reform, which
identified several areas — such as industrial relations, health, competi-
tion policy, education and training, and public administration — for

immediate action or further review (PC 1996a);

* alabour market benchmarking study, which addressed a request from
the Treasurer to provide advice on a work program to identify restric-
tive work practices and significant labour market arrangements that
added to the cost of doing business (PC 1996b). Emanating from this
study was the stevedoring work arrangements report — the first in a
series of research reports on workplace arrangements in key industries
(PC 1998e). The report identified scope to improve stevedoring work-

place performance. It was the first report to be
released under the Productivity Commission
authority in April 1998, and was complemented by
the joint release of an international benchmarking
report on the performance of the Australian water-
front (PC 1998d). Together, the reports provided an
input to further Government reforms to improve
waterfront competitiveness; and

* areport on the effects of import competition on the
Australian Atlantic salmon industry (IC 1996c).

Supporting research was also undertaken during the
merger period (for example, research on community
service obligations, information industries and compli-
ance costs of taxation). Submissions to other bodies
included the New South Wales dairy industry review
and a review of cross-media rules. Much of this work
was commenced under the ‘anything incidental’
provision, because legislation had not yet been passed
to repeal the Industry Commission Act.
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Performance monitoring of GBEs continued under the interim
Commission, and the monitoring of government service providers was
expanded to include services for the aged, people with a disability and
children. Also expanded were the activities of the ORR, to include
reporting on compliance with RIS requirements (box 5.2).

BIE and EPAC work programs were completed — for example, BIE reports
on the international benchmarking of electricity and business licences (BIE
1996a, b) and an EPAC report on child care (IC 1997c, app. E). The new
organisation also continued some work, such as the BIE’s international
benchmarking. The Productivity Commission waterfront benchmarking
report (mentioned above) followed two reports published by the BIE in

PM Straj '
ht

Painful truths from
commission inquiry’

Reproduced with the kind permission of: * © The Australian, 20 December 1996; b © The Canberra Times, Marie
Coleman, 31 August 1996; © © The Australian Financial Review, Michelle Grattan, 19 December, 1996.
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1993 and 1995. The methodology used to benchmark waterfront perform-
ance was acknowledged by industry and academics as an advance on that
used in previous studies. During the merger, work also commenced on
benchmarking the Australian black coal industry, telecommunications and
institutional arrangements for road provision.

A rough passage through Parliament

Although the administrative merger of the three organisations commenced
in March 1996, two years passed before the Productivity Commission was
established in legislation (April 1998). The delay was due to several factors,
including the scheduling of the proposed legislation for debate and the
lengthy debate that ensued.

The Productivity Commission Bill, introduced into the House of
Representatives in December 1996, set out the functions, powers and poli-
cy guidelines of the Productivity Commission, as well as its composition
and procedures.2 The Bill was intended to reinforce the three core features:
independence, transparency and an economy-wide focus. When introduc-
ing the Bill, Christopher Miles, Parliamentary Secretary (Cabinet) to Prime
Minister Howard, described the proposed Productivity Commission as
follows:

The Productivity Commission will be the Government’s principal advisory
body on all aspects of microeconomic reform. It will continue to pursue the
current functions of the IC, EPAC and BIE, but it will also have a broader
charter. It will continue to have open and transparent consultative process-
es which engage industry and community groups in informed debate on
important public policy making.

Sound policy development must be based on a full appreciation of the facts.
A primary role of the Productivity Commission will be to identify impedi-
ments to improve productivity in particular sectors. It will also have due
regard to the important relationships between improved use of resources in
one sector and the rest of the economy. It is only with this sort of informa-
tion and economy-wide focus that governments can make sensible and con-
sidered choices as to future policy — choices that will ensure better and
more sustained growth prospects for all Australians. (CPD (H. of R.) p. 7720)

Between December 1996 and April 1998, the Bill was extensively (and, at
times, hotly) debated in the House of Representatives and the Senate.
Senate consideration also included the Senate Economics Legislation
Committee report on the Bill. Various Labor Members and some inde-
pendent Members debated amendments to the Bill, while the Democrats
and Western Australian Greens argued against the Bill in its entirety.

Opposition appeared to be fuelled to some extent by three controversial
Industry Commission reports. The report on the stocktake of progress in
microeconomic reform was released a few months before the introduction
of the Bill. In late December 1996, the draft report on the automotive
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industry was released. The majority of the Commission recommended
tariff cuts from 2001, but a minority view disagreed. By the time the Bill
was debated in the Senate in September 1997, the Commission had
released its final automotive industry report (IC 1997a), along with a draft
report on the TCF industries. The final TCF report, released shortly after
debate concluded in the Senate, recommended that tariffs should be
reduced, accompanied by transitional adjustment (IC 1997b). Several par-
liamentarians were critical of these reports, expressing concern about the
potential detrimental impact of the Commission’s recommendations (and
the establishment of a Productivity Commission) on regional employment.

Another concern raised in debate was that the Treasury portfolio would
monopolise economic and industry policy advice. Some argued that cen-
tralising this advice would increase the risk of the Government adopting
inappropriate policies.

After much debate, and numerous amendments to the Bill, assent was
given to the Act to form the Productivity Commission in April 1998 —
nearly 17 months after the Bill was introduced to Parliament. Ultimately,
the Productivity Commission Act differed in significant ways from the
Industry Commission Act (appendix A). Its functions were broadened con-
siderably beyond those of the Industry Commission (to reflect the activities
of the BIE and EPAC) and focused more on productivity performance of
industry and industry development. They included the provision of secre-
tariat services and the investigation of competitive neutrality complaints.
The number of policy guidelines was increased to reflect concerns about
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economic and environmental impacts, and included a requirement that the
Commission should, if practicable, use at least two economic models if a
report relies on models. Other changes involved:

increasing annual reporting requirements to include, for example,
reporting on complaints about competitive neutrality of government
businesses;

increasing the requirements regarding the experience of
Commissioners, so that at least one Commissioner had skills and expe-
rience dealing with the social effects of economic adjustment and social
welfare service delivery, and at least one had acquired skills in working
in an Australian industry. The requirement in the Industry Commission
Act that a Commissioner have experience in environmental issues was
maintained;

removing that part of the Industry Commission Act that specified
actions that the Minister cannot take relating to financial assistance to
industry and changes in import duties;

establishing a Deputy Chairman with functions similar to those of the
Executive Commissioner under the IAC and Industry Commission
Acts; and

making the conduct of inquiries less legalistic.

In February 1998, Scales resigned as Chairman to take up an appointment
as Secretary of the Victorian Department of Premier and Cabinet.
Following a couple of months as acting Chairman, Banks, formerly
Executive Commissioner with the Industry Commission, was appointed as
Chairman of the new Productivity Commission (appendix B).

1
2

IC (1996b, d, e; 19974, b, e; 1998k).

Also introduced was the Productivity Commission (Repeals, Transitional and
Consequential Amendments) Bill, which provided for consequential matters
arising from the formation of the Commission. It repealed the Industry
Commission Act 1989 and the Economic Planning Advisory Council Act 1983, and
made transitional provisions relating to those Acts.
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The Productivity Commission

Building on strong foundations

The Productivity Commission not only met considerable opposition
during its formation, the federal Labor Party vowed to replace it with a
National Development Authority should it win office in August 1998. In a
speech responding to the organisation’s critics (titled ‘Why have a
Productivity Commission?’) the Commission’s new Chairman, Gary Banks
(1998, p. 1) observed that over the years the institution had always had
opponents, but there were also many supporters. Nevertheless, Banks
recognised that an ‘image problem’ persisted. He acknowledged scope to
enhance the Commission’s performance, particularly in its usefulness as a
resource for all governments, in its consultative processes and in its ability
to take and communicate a community-wide perspective in its reports.

In an early signal of wider political acceptance of the Commission’s poten-
tial contribution on national reform issues, all State Premiers and Chief
Ministers called in 1999 for the Commission to conduct an inquiry into
Australia’s health system. Victoria’s Premier, Jeff Kennett (not always a
supporter), stated that “the concept of an independent umpire will allow, I
think, the community to have confidence that governments, right around

Nicholson of “The Australian’ newspaper [www.nicholsoncartoons.com.au].
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Australia are putting forward their views and their suggestions and allow-
ing those to be independently assessed” (ABC National Radio, 23 July
1999). South Australian Premier, John Olsen, observed that ‘what the pre-
miers and chief ministers have done today in unanimously agreeing to a
Productivity Commission report is to bring the independent umpire in to
engage the Commonwealth” (ABC National Radio, 23 July 1999).

This call closely followed the release of the Commission’s draft inquiry
report on Australia’s gambling industries. This inquiry is generally credit-
ed with having changed some popular misperceptions about the
organisation and won support from new quarters (box 7.1).

Innovations in transparency

In recent years, the Productivity Commission’s transparency has been con-
siderably enhanced by its use of Internet technology. This technology has
facilitated speedier and easier public access to Commission reports, as well
as submissions, transcripts, media releases and so on. When a report is
released, it is immediately and simultaneously available to anyone with
Internet access across the country (or internationally). In 2002-03, there
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were 5.2 million hits on the Commission’s website. The Commission’s
consultative processes, once largely confined to informal industry visits
and formal public hearings, have been extended in various ways. They
now include: the collection of external feedback on the quality of a
selection of inquiry and research reports; external consultations to discuss
the Commission’s current and future research (box 7.2); and conferences,
roundtables and workshops to use wider sources of expertise.
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The Commission has sought to make its inquiries as inclusive as possible,
particularly given popular interest in the social and environmental issues
that it is now addressing. The inquiry into the Disability Discrimination
Act, for example, provided accessible venues, a hearing loop system and
Auslan interpreters for public hearings, and released some documents in
Braille, audio-tape, large print and electronic formats. In seeking comment
from the public, inquiry draft reports (or, in some cases, position papers)
remain a critical component of the public consultation process. They set
out reform options for comment, and often contain requests for further
information. Submissions on the draft report, together with public hear-
ings and, in some cases, roundtables, are essential for testing the prelimi-
nary findings and proposals. Over a four-year period (1998-99 to 2001-02),
over 3300 submissions were made to inquiries. Moreover, the Commission
has deliberately enhanced the accessibility of reports by including
overviews and ‘key points’ boxes, and improving the page layout.

Although these changes in inquiry processes and reports have been driven
by the Commission’s desire to make its inquiries more accessible and
transparent, changes in the nature of its inquiries have also encouraged the
Commission to seek more flexible approaches:

* theissues addressed in inquiries have over time become more complex
and less amenable to ‘tried and true” approaches; and

* timeframes for completion (as specified in inquiry terms of reference)
are now often shorter than the “typical” twelve months of the past. For
example, the inquiry on pigs and pigmeat had 140 days (PC 1998b),
post-2005 automotive assistance had six months (PC 2002c) and the cur-
rent inquiry on housing affordability must report within eight months.

Nature Conservation House. The Commission’s Canberra home since 1995.
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As noted in chapter 3, many inquiries in the 1970s had no specified
timeframe.

Some of the changes would not have been possible without wider
technological improvements. These include computer software packages
and, indeed, the advent of personal computers — not available to IAC staff
relying on the typing pool in the 1970s.

Greater sensitivity of modelling

The Commission’s ability to take a community-wide perspective and
communicate this effectively to the public has also been enhanced by its
use of modelling and its approach to adjustment and distributional issues.
The robustness of the Commission’s advice has been improved by the
statutory requirement that the Commission must, if practicable, use at least
two different economic models when using modelling to inform policy
judgment. If modelling alternatives are not available, then the Commission
must seek and publish an independent assessment of the model that it
uses.

Modelling can provide useful insights into how the
impacts of policy changes in one area can flow through to
other firms and industries. However, models are neces-
sarily constrained in how well they capture the complex-
ity of a modern economy, assumptions legitimately vary
and data can be limited. But, as Banks (2002a, p. 9) had
observed before the formation of the Productivity
Commission, ‘battles’ over the technical intricacies of
competing models tended to confuse rather than inform
debate over policy choices. Some agreement on the poli-
cy scenarios to be modelled and on the use of workshops
to expose to expert assessment the modelling used by the
Commission (and any other models used by participants)
has helped to focus attention on commonalities and dif- - ary Banks, Chairman, 1998~
ferences in projected outcomes. The economic modelling

workshop held as part of the Commission’s 2003 TCF inquiry, for example,

allowed a comparative assessment of the preliminary findings from five
modelling studies of the impacts of post-2005 reductions in assistance.

More focus on adjustment implications

Adjustment and distributional issues are at the heart of much public
debate on the benefits of past microeconomic reforms and future policy
directions. The Commission has sought to improve the usefulness of its
analysis and advice by including a more explicit consideration of these
issues in individual inquiries and more generally. An early initiative of the
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new Productivity Commission was research on the nature of structural
change in the Australian economy. The Commission published workshop
proceedings containing papers prepared by five leading policy analysts,
culminating in the Commission outlining its views on the adjustment and
distributional issues that it confronts in providing policy advice — see
below (PC 1998i, 1999¢, 2001d). A key task for the Commission in report-
ing on the impacts of competition policy reforms on rural and regional
Australia was to inform policy makers and the community about the
longer term demographic, social and economic trends driving change. In
other inquiries, the Commission focused on the design of appropriate tran-
sitional assistance arrangements and on whether existing general social
safety nets were adequate or needed to be supplemented with specially
targeted support measures (see below).

A new work program

As noted in chapter 6, the Productivity Commission’s expanded functions
under its Act were reflected in a new organisational structure (figure 6.1).
The main change was the replacement of the Competition Policy Branch
with the Commonwealth Competitive Neutrality Complaints Office
(CCNCO) (box 7.13) following legislative formalisation of the Productivity
Commission in 1998.

In announcing the Productivity Commission’s first work program, the
Treasurer stated:

The Commission has an expanded charter and more varied responsibilities
when compared with the former Industry Commission. The Government’s
intention in creating the Commission is to have a flexible institution able to
handle considerable and varied responsibilities. (Costello 1998, p. 1)

The work program included a formal inquiry program, which the
Treasurer noted would ‘continue to be an important part of the
Commission’s work’. He added ‘however, reflecting the Commission’s
other responsibilities they [inquiries] will take less of the Commission’s
time and resources than has been the case in the past’. The work program
also included: other commissioned research studies, such as the remainder
of a series of studies on workplace arrangements, following on from the
waterfront study (chapter 6); annual reporting; benchmarking; competi-
tion policy (including the CCNCO); labour market analysis; performance
monitoring; regulation review (including the ORR); Commission initiated
research; and program evaluation.

These broad work program categories (condensed into five output
streams: figure 7.1) encompass the Commission’s work since 1998. During
the early years of the IAC, the categories of performance reporting, regu-
lation review and competitive neutrality complaints did not exist, and
other categories were considerably narrower. For example, in contrast to
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2003, the TAC had no Government commis-
sioned research studies and few research
reports. Within the inquiry program, only 4 per
cent of IAC inquiries during the 1970s were out-
side of agriculture, mining and traditional man-
ufacturing industry references, compared with
over 80 per cent of inquiries undertaken by the
Productivity Commission (table 3.1).

The Commission has undertaken its expanded
range of activities and number of publications
with a budget and staff numbers substantially
below those available to its predecessors (fig-
ures 3.1 and 3.2). In real terms, the
Commission’s budget in 2002-03 was lower
than that of the IAC during most of the 1970s
and that of the Industry Commission in the
mid-1990s. Moreover, the 2002-03 budget was
approximately one third less than that of the
three merging organisations in 1995-96. The
budget declined between 1998-99 and 2002-03,
although the Commission’s activities expanded.

In the mid-1970s, the IAC had a budget similar
(in real terms) to that of the Productivity
Commission in 1998-99, yet the IAC employed
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35 Collins St. The Commission’s Melbourne about twice the number of staff (figures 3.1 and

home since 1993.

3.2). This difference could reflect a general
increase in real wages over time and the change in the composition of
Commission staff from a large proportion of junior staff (including
graduates, a typing pool and computer operators) to a higher proportion
of senior experienced staff.

A “flexible’ institution

This brief history has demonstrated the expansion in the number, nature
and complexity of policy issues that the various commissions have
addressed since the tariff reviews of the early 1970s. The Commission
today covers social and environmental issues, adjustment, productivity
and performance, trade liberalisation, and competition policy and regula-
tion issues (box 7.3). This wide coverage reflects the functions and policy
guidelines in the Commission’s Act, and the changing requirements of
government and the community. In many instances, the Commission
builds on work undertaken by its predecessors, especially the Industry
Commission.
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A key contribution on social issues

While the Commission’s predecessors were predominantly involved in
core economic issues (industry assistance, infrastructure provision and
regulation, competition issues and so on), there has been a growing recog-
nition that economic analytical tools can contribute to policy issues with
important social dimensions. This has been reflected in, and to some extent
influenced by, the Commission’s research and reports. A key example was
the Industry Commission’s charities inquiry (IC 1995g). This was taken a
step further in the Productivity Commission’s inquiry into Australia’s
gambling industries, one of the first conducted by the new organisation
(PC 1999a). It provided an analysis not only of the regulatory framework
for the gambling industries, but also the social costs and benefits of these
industries, including a comprehensive assessment of the extent and
impacts of problem gambling (box 7.4). The report received extensive
media coverage, mostly favourable. The Commission’s findings were cited
extensively in Parliament, with over 150 mentions in 1999-2000 (box 7.1).

Gambling inquiry unmasks

human face of economics*
Social costs
hidden price
of gambling

Gambling study is
worthy of debate

Reproduced with the kind permission of: * © The Australian Financial Review, John Quiggin, 29 July 1999;
b© The Australian, 26 November, 1999; € © The Australian, 24 July, 1999.
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Prime Minister John Howard commented:

I commend to all people who are concerned to achieve a balance in social pol-
icy a careful study of the Productivity Commission’s final report ... it repre-
sents the first really comprehensive analysis of the gambling industry in
Australia. I think it's a very balanced attempt to strike the right pitch ... I think
it makes very interesting and very compelling reading. (Howard 1999, p. 2)
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The report continues to be cited in policy discussions and public debate on
gambling, and is the most sought after report on the Commission’s
website.

Health and ageing are other policy areas with important social dimensions
in which the Productivity Commission has played a role. Commission
projects in these areas have included inquiry reports on nursing home sub-
sidies and superannuation legislation, a major conference in 1999 on poli-
cy implications of the ageing of Australia’s population, roundtables on key
issues in health policy (for example, cost pressures in health care systems
and the Scotton model of managed competition), and research reports on
private hospitals, pharmaceutical prices and aged care (PC 1999c, 2001a).

The COAG Steering Committee has continued to enhance and expand the
Commission’s review of the performance of government services, review
work that the Industry Commission commenced as part of its secretariat
service (chapter 5):

* the quality and comparability of the data (measuring the effectiveness
with which a service achieves its desired outcome and the efficiency
with which resources are used) has continued to improve;

* additional performance indicators have been incorporated (for
example, for health, the inclusion of maternity services and general
practitioners);

* existing indicators have been refined (for example, the scope of the
employer views survey was expanded for vocational education and
training, and definitions for police services delivery were refined);

* reporting by jurisdictions on existing indicators has improved; and
* progress has been made on reporting on the full cost of service delivery.

In 1997, the Prime Minister asked the review to give particular attention to
the performance of mainstream services in meeting the needs of
Indigenous Australians. COAG reinforced this request in 2000. The review
collects data (by jurisdiction) on services to Indigenous clients, in areas
such as education, health, justice and housing assistance. However, the
extent of reporting varies across both services and jurisdictions.

In 2002, as part of the COAG reconciliation commitment, COAG commis-
sioned the Steering Committee to prepare a regular report on key indica-
tors of Indigenous disadvantage — a markedly different task from the
review’s existing collation of Indigenous data. This new work focused on
outcomes, not individual government services. The framework had a
‘whole of government’ perspective, looking at the combined impact of pol-
icy interventions across portfolio areas. It had its genesis in work under-
taken by the Ministerial Council for Aboriginal and Torres Strait Islander
Affairs. Following extensive consultation with Indigenous leaders and
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communities, researchers and government officials, a reporting framework
was submitted to COAG in June 2003, and the first report released in
November (box 7.5). In his letter to the Chairman, endorsing the
framework on behalf of COAG, the Prime Minister noted:

The framework will provide relevant and meaningful indicators that can
demonstrate the impact of government policies and programs on outcomes
for Indigenous people. I commend the Steering Committee for the Review
of Commonwealth and State Service Provision for its excellent work on this
important project. (22 August 2003)
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Environmental issues have also loomed large

As evident from previous chapters, the various commissions have a long
history of addressing environmental and natural resource issues in their
inquiry reports. The Productivity Commission has continued this focus
through, for example, its 1999 inquiry into the implementation of ecologi-
cally sustainable development by the Commonwealth (PC 1999d), and its
2003 inquiry into the impact of native vegetation and biodiversity regula-
tion. One focus has been the incentive for private and public conservation
of biodiversity (box 7.6). Other research topics have included water quali-
ty in the Great Barrier Reef, pastoral leases and non pastoral land use, and
greenhouse policies. The Commission’s ability to address environmental
issues was enhanced by the establishment of the Economic and
Environmental Studies Branch during the merger, and legislation formally
expanding the Commission’s ambit to non-inquiry research.
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More work on adjustment and distributional issues

Economic reform, including trade liberalisation and regulatory change,
provides benefits to many people, industries and communities, but also
imposes costs on others. How adjustment to change is ‘managed” has been
a major ongoing issue for the Commission over the years, as evidenced in
previous chapters. As noted earlier in this chapter, the Productivity
Commission has sought to improve the usefulness of its analysis and
advice on this issue by releasing research papers and its inquiry reports. Its
2001 paper set out the key principles that should guide policy formulation
on structural adjustment (box 7.7).
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In particular, like its predecessors, the Productivity Commission continues
to address adjustment issues related to declining industry assistance. In the
Commission’s most recent review of assistance to the PMV industry
(box 7.8), it developed options for industry assistance with the objective of
giving the industry time to adjust. This approach follows a long tradition
of phasing tariff cuts over time on adjustment grounds. However, the
Commission has given increasing attention to additional measures to
support the adjustment process.

The Commission’s options have been designed to minimise the potential for
disruptive change to the industry. Nevertheless, diverse pressures for
adjustment will remain. As for other industries, any pronounced or region-
ally concentrated adjustment could warrant specific measures to assist
affected employees or regions. (PC 2002c, p. xii)

Similarly, adjustment issues have been ‘at the forefront of the
Commission’s mind” in formulating post-2005 assistance options in its
most recent TCF inquiry (PC 2003c, p. xxvi). In its position paper, the
Commission commented on the ability of TCF businesses (and regions) to
adjust to further reductions in tariffs (box 7.9).
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MY
FELLOW
CITIZENS,

Reproduced by permission of John L. Hart FLP, and Creators Syndicate, Inc.

Understanding productivity and performance

When the Leader of the then Opposition, John Howard, foreshadowed the
establishment of the Productivity Commission under a Liberal Coalition
Government (chapter 6), he stressed the importance of improving produc-
tivity in Australia and the role that the new Commission could play in
achieving that improvement. A focus on ‘productivity performance” was
included in the Productivity Commission’s statutory functions (appendix
A). Given this focus — and its importance to living standards — the
Commission built on the work of the three merging organisations with the
objective of providing policy relevant information on the productivity and
performance of all sectors of the economy (box 7.10).

Box 7.10 Productivity: the mainspring of living standards

Productivity isn’t everything, but in the long run it is almost everything. (Krugman
1992, p. 9)

Indeed, productivity is the mainspring of material living standards. It is a necessary con-
dition, even if not a sufficient one, for a more prosperous society ... (Banks 2003b, p. 2)

If Australia is to meet the challenges of a more competitive and rapidly changing world
— and to sustain improvements in its productivity and living standards — it must con-
tinue to build a more responsive and flexible economy. That means completing existing
microeconomic reforms. It also means acting to identify and initiate the next generation of
reforms, given the lags that can occur between the implementation of policy changes and
receipt of the full benefits. But it also means taking care in the way reform is implement-
ed, including accounting for any significant adjustment implications. (PC 1999b, p. 3)

A key thrust of this research has been to analyse the origins of the surge in
productivity in the 1990s. A series of studies, including case studies of
industries in the manufacturing and services sector, led to the conclusion

116 FROM INDUSTRY ASSISTANCE TO PRODUCTIVITY:
30 YEARS OF ‘“THE COMMISSION’



THE PRODUCTIVITY COMMISSION

that reforms in industry assistance and industrial relations regulation have
played a key role in the turnaround in Australia’s productivity
performance (eg Parham 2003; Parham, Roberts and Sun 2001).

Productivity growth, in a broader sense, was the focus of a workshop on
microeconomic reform and productivity (IC 1997d) and several research
papers during the merger (for example, an assessment of Australia’s
productivity performance: PC/ANU 1998). Subsequent research has
included an analysis of sources of Australia’s productivity revival; the
links between microeconomic reform and productivity; and skill and
Australia’s productivity surge. Of current interest is the impact of new
technologies and innovation on productivity growth.

Improving workplace pro-
ductivity has also been the
focus of several industry
studies, commencing with
an examination of the
waterfront  during the
merger to form the

Productivity Commission . ; I?‘ﬁﬂl’;’*'l. __!;ﬂEN.’:T .

(chapter 6). Further studies .' GANDA i 130 |I. e "
undertaken by the , =Y HOW THE
Productivity Commission - POIRT B ONE YoUNAVT 55

ALWAYS 0N THE
on workplace arrangements TIoM 8

in the coal industry, meat
processing and city build-
ing projects showed how
existing arrangements were
impeding enterprise per-
formance and productivity
growth (PC 1998f, g, 1999¢g).  Nicholson of ‘The Australian’ newspaper [www.nicholsoncartoons.com.au].

Government, the broader community and international organisations,
such as the OECD, have made considerable use of the Commission’s
ongoing research on Australia’s productivity performance.

As well as reporting on the performance of Australia’s social infrastructure
(noted above), the Commission has continued, as a part of its annual
reporting, to monitor and report on the performance of economic
infrastructure industries and on the impact of microeconomic reform. It
has expanded this work to provide more detailed and relevant information
(PC 2002d). Related research has included studies of trends in infrastruc-
ture prices over the past decade, international benchmarking of telecom-
munications services, and international benchmarking of water rights
arrangements (PC 2002e, 2001e, 2003b).
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Trade liberalisation issues remain central

The Commission and its predecessors have consistently supported trade
liberalisation as a force for efficiency, economic growth and rising living
standards. In 1973-74, the first IAC annual report detailed the structure and
levels of assistance to manufacturing and rural industries (chapter 3).
Reporting of this kind has continued to the present day, albeit in an
expanded format. The Productivity Commission’s 2001-02 annual review,
for example, discussed assistance and structural adjustment; types and
levels of assistance (including budgetary and tariff) to the manufacturing,
rural, mining and service sectors; recent developments in assistance to
industries and businesses; and recent developments in trade policy
(PC 2002a).

The Productivity Commission and its predecessors have undertaken sev-
eral inquiries into international trade arrangements. An IAC report on
international trade in services examined impediments to trade in services
(eg shipping and telecommunications) in the context of the Uruguay
Round (which included, for the first time, discussions on trade in services:
IAC 1989Db). The

i\ : 't\:w %7 :E WDE P\GREE LJ‘ ; mgf Productivity Commission’s

I report on international air
o
|

I’f} ODETHS\‘L, T\UO VEOFLE "ngg services reviewed

ri

NEIED Y Australia’s  international
TDGETHES WTlL NOT RUN TUICE

N aviation policy in the con-
M j R, AS EAST text of the General

Z Agreement on Trade in
Services and Australia’s
other multilateral, bilateral
and regional trade arrange-

ments (PC 1998k).

f/"f/’/{"/ %
7 The Commission’s work
has focused on informing

g public debate about the
gains for Australia from

trade liberalisation

Reproduced with kind permission of Rod Clement (box 7.11).

Other topics for the Commission’s research in this area have included
restrictions on trade in financial, professional and distribution services;
modelling of the effects of removing general tariffs; the removal of tariffs
on goods from least developed countries; and multilateral liberalisation of
services trade.
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A new thrust on competition policy and regulation

During the past three decades, Australian governments have increasingly
embraced a pro-competitive regime, not only for external trade and capital
flows but also (especially under the NCP agreements) for public utilities,
statutory bodies, for the professions, and widely throughout the
Australian economy. The Industry Commission reviewed the performance
of GBEs in delivering infrastructure services, and identified outdated, inef-
ficient or anticompetitive regulations in several key industries, such as rail
transport and energy generation and distribution (IC 1991b, c) (chapter 5).

Competition policy has continued to be an important focus of the
Productivity Commission. Inquiries to address competition issues have
covered broadcasting (box 7.12), international airline services, rail reform,
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the international telecommunications market, a review of the Prices
Surveillance Act, the national access regime, and the price regulation of air-
port services (PC 1998h, 19991, h, 2000d, 2001f, g, 2002f). Some inquiries
have been undertaken as part of the NCP review of legislation (box 5.4) —
for example, the inquiries into architects, the Prices Surveillance Act and
the national access regime (PC 2000c, 2001f, g). The key theme in the
Commission’s work is the need to maintain incentives for efficient
investment in infrastructure (box 7.3).

Complaints regarding competitive neutrality between public and private
sectors are handled by the CCNCO (box 7.13).

The ORR, as part of its charter to focus on regulations that restrict compe-
tition (box 5.2), has played a role in monitoring the Australian
Government’s legislation review program. This particular reform program
is drawing to a close. In 2001-02, the ORR commented that although
approximately 1800 reviews of potentially anticompetitive legislation were
pending completion under NCP, regulatory reform must be ongoing;:

The review and reform of regulations involves all Australian governments
and has generated significant gains for Australia, including higher growth,
productivity and incomes. However, periodic review is required to ensure
that regulations reflect economic, social, environmental and other changes
in society. (PC 2002g, p. 1)

The ORR continues its other regulation review activities, focusing on RISs
so as to improve the quality of the regulatory environment to the benefit of
the Australian community.
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An ongoing role

In sum, the Productivity Commission has continued to build on the per-
formance of its predecessors. It has taken on a broader role as the require-
ments of government and the community have changed, so that it now
addresses the whole gamut of issues in improving performance across the
economy, moving into areas of complex economic and social interaction. In
a sense, it has realised more fully the vision for the original IAC. A solid
platform for the Productivity Commission was provided by the Industry
Commission, which managed under the Treasury portfolio (and with a
somewhat broader ambit than that of the IAC) to reinvent itself to take on
a range of microeconomic reform issues.

The Commission’s contribution will continue to evolve as society faces
new challenges in the future. Yet, even though the Productivity
Commission differs in many ways from the original IAC, the fundamentals
remain the same. The key role of the Productivity Commission has not
changed from that of its predecessors — put simply, it is “to help govern-
ments make better policies for the benefit of the Australian community’
(Banks 1998, p. 1). As in the past, the Commission’s niche remains in those
areas of public policy where reform is difficult but the potential payoffs are
large. Also unchanged is the organisation’s commitment to the three core
principles — independence, transparency and a community-wide focus —
that have underpinned its contribution to public policy in Australia over
the past 30 years.
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Legislation and regulation

This appendix outlines the legislative and regulatory changes for the
Productivity Commission and its predecessors (table A.1), the changes in
functions (table A.2) and policy guidelines over time.

Regulation

TAC Act No. 169

Letter from the
Minister for Business
and Consumer
Affairs (IAC 1976,

app. 4.2)

Letter from the
Minister for Business
and Consumer
Affairs (IAC 1976,

app. 4.2)

Government policy
announced in white
paper on manufac-

turing

TAC Amendment Act
No. 1

Key features (including key changes from previous legislation/
regulation)

Repealed Tariff Board Acts 1921-1972

Functions and guidelines (see below)

Separate Temporary Assistance Authority (TAA)
Commission to conduct inquiries

Commission can initiate inquiries

Draft report to be published

Reporting requirements changed to explicitly include social
and locational consequences of assistance changes

Three new reporting requirements, in addition to those in the

1976 letter, to be incorporated as appropriate in major

references:

* to report on employment effects

* to relate recommendations for change to capacity of
economy to absorb the changes

* to report on assistance required to maintain present level
of activity and employment, and if recommending a lower
level, explain why

Amended 1973 Act to change guidelines (see below) and

reporting requirements, including to report on:

* assistance required to maintain present level of activity
and employment, and if recommending a lower level,
explain why

* whether the structure of industry can be improved

* consequences of change — economic, social, employment,
regional
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Year  Regulation Key features (including key changes from previous legislation/
requlation)

1983 IAC Amendment Act Amended 1973 Act to include Commercial Tariff Concession
No. 21 Orders to the list of matters that may be referred by the
Minister to the Commission

1983 IAC Amendment Act Amended 1973 Act to change, among other things, appoint-
No. 75 ment of Commissioners, disclosure of interests and TAA
arrangements

1984 IAC Amendment Act Amended 1973 Act to change the guidelines (see below)

No. 118 The 1978 Amendment Act reporting requirements (above)
were repealed and replaced by reporting requirements to be
specified in the reference
Other changes included repeal of the power of the
Commission to initiate inquiries, repeal of the TAA, changed
arrangements regarding temporary assistance and anti-
dumping references, no first round public hearings without
consent of the Minister and reduced formality of hearings

1989 Industry Commission Repealed the Industries Assistance Commission Act 1973 and
Act No. 9 parts of the Inter-State Commission Act 1975

Broadened functions (see below) and changed policy guide-
lines (see below)
Revised reporting requirements including that Minister may
require a publicly available inquiry draft report
Requirement for at least one Commissioner to have
knowledge of, and experience in, environmental matters
Transitional arrangements for incorporation of the Inter-State

Commission
1995 Industry Commission Allowed for the appointment of permanent Commissioners
Amendment Act on a part time basis
No. 150
1998  Productivity Substantially broadened functions (see below) with
Commission Act provisions specific to the new functions eg the provision of
No. 14 secretariat and research services, and competitive neutrality
complaints

Added considerably to the policy guidelines (see below)
Specified detailed reporting requirements for annual report
Changed focus of conduct of inquiries to shift emphasis from
unused legal powers

Added to skill and experience requirements of
Commissioners

Removed standing provisions requiring that public hearings
necessarily be held for inquiries
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Regulation Key features (including key changes from previous legislation/

regulation)

Productivity Repealed Economic Planning Advisory Commission Act 1983
Commission and Industry Commission Act 1989

(Repeals, Transitional

and Consequential

Amendments) Act

No. 15

Productivity Requirement to tender for consultancies exceeding $20,000
Commission
Regulations No. 255

Policy guidelines

Below are the key policy guidelines for the Industries Assistance
Commission and its successors, as specified in the relevant Acts of
Parliament.

Industries Assistance Commission
Industries Assistance Commission Act 1973
Section 22:

(1) Inthe performance of its functions, the Commission shall have regard
to the desire of the Australian Government, in pursuing the general
objectives of national economic and social policy and urban and
regional development, to improve and promote the well-being of the
people of Australia, with full employment, stability in the general
level of prices, viability in external economic relations, conservation
of the natural environment and rising and generally enjoyed stan-
dards of living, and, in particular, to the desire of the Australian
Government to:

(@) 1improve the efficiency with which the community’s productive
resources are used;

(continued p. 131)
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(b) encourage those economic activities in Australia, and the
producers of the goods and services concerned, which
contribute to improving the efficiency with which the
community’s productive resources are used;

(c) facilitate adjustment to changes in the economic environment
by industries and persons affected by those changes;

(d) recognise the interests of consumers and consuming industries
likely to be affected by measures proposed by the Commission;

(e) ensure that any measures for assistance to, and development of,
industries are integrated with national economic policy as a
whole;

(f) ensure that Australia’s trade and protection policies are
compatible; and

(g) provide adequate scope for public scrutiny and evaluation of
the basis of the Commission’s reports.

Industries Assistance Commission Amendment Act 1978
Section 22(1)(a) was replaced by:

(@) achieve sustained growth in the Australian economy through
balanced development of Australian industries with a view to
providing increased opportunities for employment and investment;

(b) improve the efficiency with which the community’s productive
resources are used, while ensuring that any measures to achieve
changes in the structure of industry are taken only after having due
regard to the capacity of the economy to sustain those changes and to
absorb any members of the workforce displaced by those changes.

Section 22(2) was replaced by the following, among other things:

(2) If at any time the Minister considers that there are additional matters
to which the Commission should have regard in the performance of
its functions, he may, by notice in writing to the Commission, inform
the Commission accordingly and the Commission shall have regard
to those matters.

Industries Assistance Commission Amendment Act 1984
Section 22(1) of the 1973 Act was replaced by the following;:

(1) Inthe performance of its functions, the Commission shall have regard
to the desire of the Commonwealth Government:
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(@) to encourage the development and growth of efficient
Australian industries that are internationally competitive,
export-oriented and capable of operating over a long period of
time with minimum levels of assistance;

(b) to facilitate adjustment to structural changes in the economy by
industries and persons affected by those changes, and to
minimise social and economic hardships arising from those
changes; and

(c) to recognise the interests of other industries, and of consumers,
likely to be affected by measures proposed by the Commission.

Industry Commission
Industry Commission Act 1989
Section 8:

(1) In the performance of its functions, the Commission must have
regard to the desire of the Commonwealth Government:

(@) to encourage the development and growth of Australian
industries that are efficient in their use of resources, self-reliant,
enterprising, innovative and internationally competitive; and

(b) to facilitate adjustment to structural changes in the economy
and to ease social and economic hardships arising from those
changes; and

(c) to reduce regulation of industry (including regulation by the
States and Territories) where this is consistent with the social
and economic goals of the Commonwealth Government; and

(d) to recognise the interests of industries, consumers, and the
community, likely to be affected by measures proposed by the
Commission.

(2) In the performance of its functions, the Commission must also have
regard to any other matters notified to it in writing by the Minister.

(4) Where a matter is referred to the Commission for inquiry and report,
the Commission must also inquire into, and, in the same report,
report on the social and environmental consequences of any
recommendations it makes.
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Productivity Commission
Productivity Commission Act 1998
Section 8:

(1) In the performance of its functions, the Commission must have
regard to the need:

(@) to improve the overall economic performance of the economy
through higher productivity in the public and private sectors in
order to achieve higher living standards for all members of the
Australian community; and

(b) to reduce regulation of industry (including regulation by the
States, Territories and local government) where this is
consistent with the social and economic goals of the
Commonwealth Government; and

(c) to encourage the development and growth of Australian
industries that are efficient in their use of resources, enterpris-
ing, innovative and internationally competitive; and

(d) to facilitate adjustment to structural changes in the economy
and the avoidance of social and economic hardships arising
from those changes; and

(e) to recognise the interests of industries, employees, consumers
and the community, likely to be affected by measures proposed
by the Commission; and

(f) to increase employment, including in regional areas; and
(g) to promote regional development; and

(h) to recognise the progress made by Australia’s trading partners
in reducing both tariff and non-tariff barriers; and

(i) to ensure that industry develops in a way that is ecologically
sustainable; and

() for Australia to meet its international obligations and
commitments.

(2) In the performance of its functions, the Commission must also have
regard to any other matters notified to it in writing by the Minister.

(3) The Commission, in all reports on matters referred to it, must provide
a variety of viewpoints and options representing alternative means of
addressing the issues in the report. If the report relies on formal
mathematical economic modelling, the Commission must either:
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(@) if practicable — utilise at least two different economic models,
with the assumptions and results of those models made
explicit in the report; or

(b) if it is not practicable to utilise at least two different economic
models, appoint, and report on the views of, an independent
reference panel on the modelling.
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Portfolio responsibility

Minister

The Hon. EG Whitlam QC, MP
The Hon. Lionel Bowen MP
The Hon. John Howard MP
The Hon. Wal Fife MP

The Hon. RV Garland MP

The Hon. John Moore MP

The Hon. Kevin Newman MP
Senator the Hon. John Button
Senator the Hon. John Button
The Hon. P] Keating MP

The Hon. John Kerin MP

The Hon. John Dawkins MP
The Hon. Ralph Willis MP
The Hon. Peter Costello MP
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TEXTILES, CLOTHING
AND FOOTWEAR

AUTOMOTIVE






History of assistance to two sectors:

The textiles, clothing and footwear, and

automotive industries

This appendix sets out a brief history of assistance to the textiles, clothing

and footwear industries (from 1969) and the automotive industry (from
1960).
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