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The Global Knowledge Economy and Regional
Concentration of Manufacturing in Australial

1. Introduction

This paper is concerned with the implications of the knowledge economy for the spatia
digribution of economic activity in Audrdia, and with the role played by foreign direct
investment and multinationd enterprises (MNES) in influencing that digtribution. There are
clearly two antithetica sets of forces in play globaly: those working towards greater
geographica dispersion of economic activities and those working towards increased
geographica concentration of those activities. Globdisation and localisation have
therefore become opposite sides of the same coin. That is, a the same time as economic
activities, and perhaps particularly those of MNES, are becoming dispersed around the
world they are aso being increasingly concentrated in particular regions or ‘gicky
places. An important pat of this process is the emergence of clusters of asset
augmenting activities, whereby MNEs and loca firms concentrate many of their activities
in samdl regiond aess inter alia to teke advantage of the dynamic externdities
associated with the use of intellectud capitd.

For countries removed from the mainstream of knowledge based wedlth creation —
whether by the ‘tyranny of distance, by the fact of underdevelopment or by immersionin
processes of trangtion to a market economy — these are issues of fundamenta
importance. The concentration of economic activity in particular regiona clusters may well
lead to a process of divergence between nations, and between regions within nations. For
example, if these growing clusters are heavily concentrated in the Triad countries, per
cgpita income levels in countries outside the Triad may well fdl reative to those of the
leading nations, rather than converging towards common levels in line with standard
economic theory and nationd aspirations. On the other hand, if individud ‘digtant’
countries can cagpture MNE activity in dynamic regiond clusters, thisis likely to contribute
grongly to acceerated economic growth. Further, where the activities of nationd firms
and MNEs do develop some vigorous regiond clugters in individua nations, the
disparities between regions within those nations may be greatly exacerbated. This
clugtering may promote overal growth, but if adjustment is dow between regions it may
aso lead to red hardship and to under-utilisation of resources in dower growing regions.

Thus many countries distant from the mainstream of knowledge based wedlth creation
have a number of related concerns:

1 The authors are much indebted to Galina Tikhomirova, Fiona Sun and Margarita Kumnick for
advice and assistance in relation to this paper.
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whether it can be ensured that, as nations, they will participate fully in emerging
global growth processes,

what policies, in respect of both MNEs and locd firms, will best secure this
participation; and

whether this participation, if it is achieved, will generate growing divergence on a
regiond basis within the nation.

The objective of this paper is to explore the redity of these phenomena, and the
diverdty of policy responses to them, for the case of one smal, open economy far
removed from the main sources of knowledge generation — Audrdia After briefly
reviewing some recent relevant developments in economic theory, our andyss focuses
paticularly on the role of foreign direct investment and of both loca firms and MNEs
within Augtrdia, and on some of the regiond aspects of thisinvolvement.

There are three main themes in the argument. Firdly, two recent developments in
economic theory (new growth theory and the new economic geography) both explore, in
different ways, the impact of the forces of disperdon and concentration in the growth
process referred to above. They imply that in certain circumstances these forces can lead
to increased divergence in growth outcomes between nations or regions, as activity is
concentrated in certain ‘sticky places at the expense of other regions. In both cases this
concentration may become more pronounced in the knowledge-based economy, as
access to relevant knowledge becomes a central determinant of competitiveness.

Secondly, the particular outcome for a given nation or region will depend heavily on
the activity of MNEs and locd firms within that nation. In Austrdia, MNES tend to be
dominant, especidly in the higher tech manufacturing industries, but often lack substantia
export or innovation focus. That is, many of the activities of MNEs are directed at making
use of Austraian assets or producing for the domestic market, rather than a creeting new
asts for globa markets. Audrdian owned firms, while in many cases more active in
such matters, are generdly very smdl and find it difficult to compete globdly. The past
pattern of activities of MNEs have contributed to the pronounced concentration of
manufacturing in particular areas in Audraia, and changes in the regond didribution of
manufacturing have reflected changes in the globd postioning of MNEs and the
difficulties of locd firms. But Audrdia has not as yet captured many substantiad asset-
generating activities of MNES, which may have created knowledge-based devel opments
of world scde. There is little sustained evidence yet for Audrdia of the emergence of
dynamic cluders of assst augmenting activities, whereby MNEs and locd firms
concentrate many of ther activities in smal regiond aess, to create and produce
products for globa markets. But there are some hopeful signs.

Our third theme relaes to the policy issues raised by these facts. In Audrdia the
policy debate on such matters has turned upon a centra choice: that between pure market
forces and measures to enhance the operation of markets, on the one hand, and more
interventionigt policiesin the pursuit of MNE activity and of the development of locd firms
on the other. We note certain examples of nationd and state policies and conclude that,
after two decades of active experimentation and in spite of a range of successful
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initiatives, naeither the Audrdian government nor regiond authorities have settled on
adequate responses to the forces of the knowledge economy. While the reasons for this
relae partly to falluresin Audrdian inditutions and policy processes, the underlying issues
may be of more generd interest. Certainly, the future prosperity of Austraia— whether it
continues to keep pace with leading nations such as the USA in growth in GDP per capita
or fals behind — largely depends on effective nationd drategies to develop dynamic
clusters of asset augmenting activities.

2. Divergencein the Knowledge Economy

The presumption among many economigts for some time has been that, given a growing
reliance on market mechanisms and an open world economy, a steady process of
convergence among nations towards common income levels could be expected. The IMF
expressed this consensus when it said that ‘there are many reasons to expect a
converging pattern, especialy in a more open and integrated world economy’ (IMF
1997, p. 78). The reasons cited included large technology gaps between countries,
providing much scope for technologica catch-up, and big differences across countries in
capita-output retios, implying that in a world with free cgpital movements funds should
flow to countries in which capitd is reatively scare and the rate of return higher. Similar
arguments should gpply to regions within countries, for which the barriers to factor
mobility are even lower.

This confidence was in pat based on a paticular interpretation of standard
neoclasscd growth theory. This theory, drawing on the semind modds of Solow and
Swan, predicts that economies subject to market forces will converge in terms of per
capita GDP levels, ether absolutdly (if the factors determining the Steady State such as
technology and preferences are assumed to be common among countries), or
conditiondly, that is reldive to individud country steedy date levels, if these and other
factors assumed to determine the steady State vary across countries. A substantia body
of literature (such as Mankiw, Romer and Well 1992 and Sda-i-Martin 1996) argues
that the neoclassicd modd with conditiona convergence is consstent with the time series
evidence for awide range of countries, and pardle studies have suggested convergence
within regions of mgor countries. But, if the determinants of individud country steedy
date leves differ sgnificantly across countries, conditiond convergence may involve
‘convergence to very different per capita GDP levels, and hence be consgtent with
marked divergence rather than with convergence in per capita income levels, as these
terms are commonly understood.

Recent developments have thrown doubt on this genera consensus from two
directions. On the empirica sde, recent work (e.g. Durlauf and Johnson 1995; Quah
19963, 1996b; Durlauf and Quah 1998) as well as recent globa trends have caled into
question whether there is any sense in which the world's nations or regions can be
redigicaly sad to be converging to common income levels. On the theoreticd Side, there
has been over the past decade or so an explosion of new theoreticd literature bearing on
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these issues, initidly in terms of new growth theories and more recently in terms of ‘the
new economic geography’. Neither the theoretical nor empirica issues can be pursued
extensvey here (for a detalled discussion see Sheehan and Grewd 1998), but some
further comments on the theoreticd literature may serve to place the subsequent
discusson about Audtraliain aricher context.

There are many smilarities in both the problems addressed and the techniques used in
the new growth theory and in the new economic geography literature. The new growth
modds abgtract from transport costs and study the endogenous factors influencing long
term growth rates, while the new economic geography explores the implications of
trangport costs and related factors for the distribution of economic activity. Both address
the impact of increesing returns, and meke extendve use of the framework of
monopolisic competition to modd increesing returns in an otherwise competitive
framework. But while the new growth theory literature consders a wide range of
mechanisms generating increasing returns, the new geography literature focuses primarily
on pecuniary externdities, whose value may be influenced by transport codts.

2.1. New Economic Geography Modds

The new economic geography modeds explore the implications of transport codts in a
dtuaion in which there are no differences in higtory or in technica capability between
regions or countries, and regiona outcomes emerge from the interaction of trangport costs
and particular characterigtics of production and consumption. Typicdly, these modds
have two sectors — agriculture which is digoersed in fixed locations and shows congtant
returns, and manufacturing which is mobile and shows increasing returns. They generate a
tenson between centrifugal forces working towards regiond disperson of economic
activity and centripetal forces favouring concentration. These are the equivaents of
forces of digpersion and concentration referred to earlier. Some versions (e.g. Krugman
1991, 1995) have mohility of manufacturing labour as well of capitd, and can be thought
of as moddling the digtribution of activity within a country; others (eg. Krugman and
Venables 1995) do not permit labour mobility, and can be thought of as addressng the
digribution of activity across countries.

In the Krugman (1991) modd, for example the centrifugd force opposng
concentration is the economies to be achieved by dispersed production in serving a
widdy spread market, so that if manufacturing is smadl reative to agriculture its plants will
be highly dispersed to meet the needs of the farmers. The centripetd forces arise from the
forward and backward linkages between manufacturing and the market: manufacturing
both supplies goods to workers and creates locations with higher income than other
locations, s0 that there are incentives for manufacturing firms to dugter in specific
locations. In Krugman and Venables (1995) there are two types of manufactured goods
(intermediate goods and find goods) and speciadisation in the production of intermediate
goods with increesng returns generates externad economies, the counterpart of the
linkages between firmsin the earlier modd.
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Taking these two models together and abstracting from differences in their production
structure, the broad message is reasonably clear. When transport costs are very high each
nation or region has to be sdf-sufficient. When trangport costs fal beow a critical vaue
exchange between areas becomes a possihility. In this stage differences between areas
(including red wage differences between countriesin the internationd case) will setintrain
forces to bring about a concentration of activity, as the strength of the centripetal forces
(firm linkages or externd economies) begins to offset the declining advantages of
diversficaion. But as trangport costs continue to fal to very low levels, the strength of
these centripetal forces will aso begin to erode. The vaue of being close to suppliers and
markets will fal relaive to red wage differences, peripherd nations will gain and a new
stage of convergence emerges. In the extreme, a zero trangport costs, there are no
proximity benefits in firm linkages nor any reason for intermediate goods production to
clugter in particular countries.

So both models generate a three stage process, related to trangport costs: a very high
trangport costs activity iswidely dispersed; as trangport costs fal concentration begins to
take place, as the centripetal forces related to backward and forward linkages preval; as
trangport costs become very low activity again becomes dispersed, as the vaue of those
linkages is eroded by the continued fal in trangport costs.

2.2. The New Growth Models

The new growth models abstract from transport codts, effectively asuming them to be
zero, and generaly exclude labour mobility. They can be used, however, to study two
main types of Stuation closdly rdated to the topic of the regiond implications of the globa
knowledge economy. One type is that in which nations differ in higory, typicaly in the
darting stocks of human or physicad capitd or of technology. The other conssts of
gtuations in which, because of endogenous changes in the range of products available on
the market, imperfect competition and incomplete markets prevail and lead to multiple
equilibrium growth paths for countries smilar in economic conditions and history. Using a
range of other assumptions and the stlandard techniques of neoclassca economics, the
new growth models study the properties of the steady state optimum growth path(s). For
areview of thisliterature see Romer (1994) and Aghion and Howitt (1998).

In such modds differences in hisory or initid technica cgpability can generate
sugtained and even growing divergence in economic outcomes in the absence of transport
costs, and such divergence can dso emerge from cumulative processes in a context of
imperfect competition and endogenous products. The resulting position of countries which
are locked into low-income levelsis often referred to as a poverty trap. Azariadis (1996)
has vauably surveyed the emergence of poverty traps, and of divergence more generdly,
in new growth theory models with complete markets and a given set of products. In this
andysis three important types of case which generate divergent outcomes in gppropriate
growth models are;

externd increasing returns, arising from technology and/or human capitd;
indugtridisation under increesing returns; and
interna increasing returns and complementarities between industries.
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While the details of individud modds differ widdy, in broad terms the country
redively strong in the factor generaing increesing returns and driving growth (say R&D,
human cepitd, increesing returns manufacturing or linkages in the form of
complementarities between indudtries) will enter a susained growth path, while the
country relatively weak in the relevant factor will enter alow or indeed even zero growth
path. Smilar results can be obtained in models introducing the endogenous devel opment
of new goods into the economic system (eg. Romer 1990, 1994; Grossman and
Helpman 1992).

2.3. Impact of the Knowledge Economy

It is beyond the scope of this paper to elaborate elther of these sets of models further, or
to explore the impact of the rise of the knowledge economy on them in a systematic way.
Our centrd conjecture is Smple, namely tha the knowledge economy intengfies, for both
sets of models, the strength of the centripetal forces generating concentration relative to
that of the centrifugd forces driving digoerson. Risng knowledge intendty is likely, in the
context of these moddls, to generate increased concentration of economic activity.

The knowledge economy is envisaged as a world in which goods and services are
becoming much more complex and knowledge intensive, both in terms of broad product
cgpability and in terms of being tailored to the specific requirements of particular users.
Frequently cited characteristics of such an economy include the following (see for
exarnple OECD 1996 and Sheehan and Tegart 1998):

increasing R& D intengty, with much shorter lead times for the development of new
products and shorter product lives,

heavy sunk costs related to the creation, production and distribution of goods,
giving riseto increasing returnsto scae;

increeding externdities and indeed complementarities between firms and industry,
and within the firm increasing economies of scope, as products and the product
chain become more complex;

the increasing importance, as products become more closely targeted to customer
needs, of backward and forward linkages to suppliers and customers, with these
linkages often geographicaly driven in spite of lower cost communications; and

the vitd role of human capital, and of the substantid externd benefits available to
firmsfrom ahigh generd leve of humean capitdl.

In the new economic geography models, the centripetal forces arise ether from
backward or forward linkages between firms or from external economies deriving from
the production of intermediate goods. But because, in a standard neoclassica framework,
these benefits are mediated only by transport costs, their benefits reduce as transport
cogts become very low. In a knowledge intensive economy, these linkages will be driven,
for example, by shared tacit knowledge and human capitd, and by learning by doing.
Thus dthough transport costs will continue to fdl as the economy becomes more
knowledge intensve, reducing the centrifugal forces rdated to the costs of supplying
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remote regions, the vaue of linkages or externd economies driven by knowledge factors
will increase.

A dmilar argument applies to the new growth modds. The rise of the knowledge
based economy seems likely to intendfy precisdy those features (eg. externdities
associated with R&D and human capitd, increesng returns internd to  firms,
complementarities between industries and between firms, factors associated with the
cregtion of new goods) which generate geographic concentration and divergent outcomes
between economies in new growth models.

Thus on ether gpproach there seem to be generd theoreticd reasons for anticipating
an increesng divergence in levels of economic activity between countries as the
knowledge economy develops. Countries which possess strong cgpabilities for the
generation and application of knowledge, or which can devel op those capabilities through
the atraction of MNEs or the development of their own firms, are likely to prosper.
Furthermore, the development of the relevant capabilitiesis likely to involve the growth of
geographica clusters of innovative, knowledge based firms and rlated inditutions. The
increased importance of new ideas based on tacit knowledge has increased the
importance of locad regions as a key source of comparative indudtrid advantage.
Countries which do not meet these conditions are in danger of faling further behind the
leading naions.

3. Multinational Enterprises, Local Firmsand Policy Challenges

In the face of such renewed pressures for economic polarisation, the outcome for
individud countries in the knowledge economy will depend on many factors. Of these
factors, three — the activiies of MNEs, the performance of locd firms and the
development of clusers of asset augmenting activities — are likdy to be of specid
importance. Economic outcomes are being incressingly driven by flows of capitd,
technology and management expertise across borders and by the activities of MNES
which lie behind these flows, as they pursue their desired globd dlocation of activities.
Centrd dso will be the character and dynamism of local firms and the interplay of MNEs
with these loca firms. For example, do the resource and knowledge flows from abroad
enhance rather than destroy local firms and loca sructures for the generation and
application of knowledge? Findly, the emergence of geographica clusters of firms and
knowledge-basad inditutions facilitating the innovation process will dso be criticd.
Indeed, innovative regiond clusters are becoming in some ways more important than
footloose MNES in the production and agpplication of new knowledge. These three
factors, together with their regiond impact and the policy challenges to which they give
rise, are addressed in relaion to Audtrdiain the remainder of this chapter.

3.1. Foreign Direct Investment in Australia’ s Development

Since the arivd of the Firs Heet in 1788 and the displacement of the aborigind
occupants of the continent, foreign direct invesment has played a centrd role in the



Regional Concentration of Manufacturing in Australia

development of a Western society and economy in Audtraia This was true not only for
the colonies in the nineteenth century, when the focus of such investment was primarily on
agriculture, property and mining, but has continued to be true since Federation in 1901,
with an increasing emphasis on manufacturing and more recently on service indudtries.
The nature of the Australian economy and the structure of firms cannot be understood
without close attention to foreign investment and to the resulting ownership patterns.

The two decades after the Second World War saw substantia net foreign investment
flowsinto Audtrdia, even though this post Bretton Woods period was one of only modest
capitd flows internationdly. This is evident from Chart 1 which shows net direct foregn
direct invesment into Audtraia as a share of GDP (using a 3 year moving average to
smooth out annud fluctuations) since 1948-1951. As the chart shows, net investment
averaged 1.8 per cent of GDP between 1951 and 1973 inclusive, but fdl substantialy
after 1973, to average only 0.8 per cent between 1974 and 1997. Thus the net flows of
direct invesment into Audtrdia were much lower in the later period.

Chart 1. Foreign Direct I nvestment, Net I nflow
% of GDP, 3-year average
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It isimportant to note, however, that since the mid 1980s, that is Since the opening up
of the Audtrdian economy to globa markets, the low level of net inflows redive to the
pre 1974 period is due to increased outflow rather than to lower inflows. From the mid
1980s outward foreign investment from Audrdia, traditiondly quite low, has increased
sharply, exceeding 2 per cent of GDP in the early 1990s and remaining over 1 per cent of
GDP in 1994-1996. Thus the reduction in net inflows shown in Chart 11.1 is congstent



Regional Concentration of Manufacturing in Australia

with a continuing gross inflow of about 2 per cent of GDP after 1985 and a much higher
net outflow than in the earlier period.

Since the Plaza Accord of 1984, foreign direct investment has increased rgpidly on a
globd bass. For example, gross outflows of direct investment from OECD countries (the
sum of gross outflows from each country rather than the gross outflow from the region as
awhole) averaged 1 per cent of OECD GDP over 1982-84, but by 1995 reached 3 per
cent of GDP. Audrdia has not been a mgor beneficiary of this upsurge, with gross
inflows of foreign direct investment after 1985 being at about the same level (as a share of
GDP) as in the pre 1974 period. The mgor change has been the growth in Audrdian
investment abroad, in large part driven by the emergence of Austrdian MNEs. In spite of
this recent change, Audrdia s domestic industria structure needs to be seen as resulting
in good part from continuing waves of foreign investment, but with continuing interplay
between locd and internationd investors.

For the purpose of this paper, it is useful to smplify this somewhat and smply
digtinguish between three types of motive lying behind foregn direct investment and the
activities of MNEs:

asst utilisng activity, which seeks to make use of exising assets in Audrdia
(particularly resource assets) asthe basis for nationd or international businesses,
market utilisng activity, which ams to develop businesses (perhaps based on
exising MNE products or technology) to serve the Australian market, and

asset generating activity, which amsto create in Austrdia or to harness new assets
recently created in Audrdian (often of a knowledge intensve kind) for the
development of global businesses.

Asst utilisng invesment, particularly based on the agriculture and mining indudtries,
was centrd to the development of the Australian economy, and remains important today.
During much of the 20" century, and particularly in the two decades of rapid growth after
the Second World War, much foreign direct invesment in the manufacturing industry has
been market utilisng, designed to develop businesses to serve the Audtralian market
behind tariff wals rather than to compete globaly. Thus two among the many chalenges
facing policy makers since the mid 1970s were to re-orient inward looking manufacturing
to a globad vison and to encourage asset generating activity. The redity of these
chdlenges can be more clearly undersood by examining the structure of Audrdian
industry and its ownership compostion.

3.2. Foreign Ownership and the Sructure of Australian Industry

Viewed from the perspective of international competitiveness, one of the key deficiencies
of the Audtrdian economy, especidly in the manufacturing sector, liesin its firm structure.
This has two principd aspects. the smal scde by internationd standards of many firms,
especidly Audrdian-owned firms, and the relaively dormant state of many of the foreign
owned firms operaing in Audrdia Given the limited scae of the overdl economy, the
dominance of foreign owned firms in many industries and other factors such as a wesk
venture capitad industry and the distance from larger markets, most Austrdian owned
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firms are amdl by internationd standards. Many multinationa companies have established
subsdiaries in Audraia as ether representative saes offices or as production units to
sarve the locd market, with little mandate for innovation, product development or
exporting. The end result has been a firm sructure not well suited to the requirements of
the globa economy.

A dgnificant proportion of large firms operating in Audraia are foreign owned, and
many have limited commitment to innovation, R&D and export activity in Audrdia
Whereas only 1.9 per cent of al firms operaing in Audtrdia had any foreign ownership as
at 30 June 1995, 34.5 per cent of firms with 200-499 employees and 46.7 per cent of
firms with 500 or more employees are a least partly foreign owned (Industry
Commission and DIST 1997). Indeed, 29.3 per cent of these larger firms are at least 50
per cent foreign owned. Thus foreign ownership is of very subgtantid dimengons in the
ranks of larger firms operating in Audrdia This increases the economic importance of
ther limited busness mandate and gods within Austrdia and within the globa economy.

One important feeture of the two Innovation Surveys conducted by the Austrdian
Bureau of Statigtics (in relation to 1993-94 and 1996-97) is that they provide us with a
rare glimpse of the firm sze and ownership structure of Austrdian manufacturing industry.
While these detailed data are confined only to manufacturing industry, the surveys do
provide information on peformance by ownership for disaggregated manufacturing
indugtries. Using these data, Tables 1 and 2 provide information for 1993-94 on a more
restricted set of firms than the full set of manufacturing firms covered by the Innovation
Survey, namdy dl nmanufacturing firms undertaking R&D over the three year period to
June 1994. Subsequent comments here refer only to such firms, unless otherwise stated.
The technology classfication used is that of OECD (1994).

The estimated number of firms operating in each of the four R&D intendity categories
in Augtrdian manufacturing, and underteking R&D over the three year period to June
1994, is shown in Table 1, dasdsfied by Audrdian and foreign ownership. A firm is
defined a the management unit levd, which in most cases corresponds to the legal
company unit, but in large diversfied companies may correspond to business units. It is
classfied as foreign owned if more than 50 per cent of its shareholding is held by
oversess interests dthough, as we will see below, a dightly broader classfication is
available for 1996-97. Tables 1 and 2 provide the totd value of sales, exports and R&D
for those firms by ownership, and arange of anadytica ratios.

For manufacturing firms underteking R&D, the ABS edimates thet foreign firms
accounted for $46.6 hillion or 36.7 per cent of totd sdesin 1993-94. The foreign share
of sdles was particularly pronounced in higher technology industries — being 53.0 per cent
in the high R&D intendty category and 65.4 per cent in the medium high category — but
was less pronounced in the medium low and low R&D intengity categories (26.3 per cent
and 25.6 per cent respectively). In other words, foreign firms have a truly dominant
position in Audrdian high tech and medium high tech manufacturing industry, but are much
less dominant in lower tech indudtries. These facts are, of course, explicable in terms of

10
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the higtorica development of Audrdian industry, but nevertheless define the context in
which industry and technology policy must operate.

Table1l. Number and Size of Firms: Australian Manufacturing,
by Owner ship and Technology | ntensity, 1993-94

Number of firms Average sales Total saes
(@l firms)
Ratio: Share:
R&D intensity Australian Foreign Australia Foreign  Foreign/ Foreign/
n Australian Total
(number) ($ million) (%) (%)
High 377 43 8.9 87.8 8.9 56.0
Medium High 1415 167 7.4 119.3 16.1 65.4
Medium Low 2745 213 7.4 34.0 4.6 26.3
Low 3779 225 12.0 69.6 5.8 25.6

Source: ABS Innovation Survey 1993-94, unpublished data. Refers only to firms undertaking some
R&D over the three-year period to June 1994, except when stated.

Table 2. Sales, Exportsand R&D: Australian Manufacturing
by Owner ship and Technology | ntensity, 1993-94

Foreign share Exports/Sales R&D/Sales
of sales

R&D intensity Australian  Foreign  Australian  Foreign
High 53.0 24.4 11.6 6.2 4.9
Medium High 65.4 12.6 12.7 2.5 16
Medium Low 26.3 26.0 20.8 1.7 0.9
Low 25.6 16.4 14.0 1.0 0.6
Total

Manufacturing 36.7 18.7 14.3 1.6 1.4

Source: ABS Innovation Survey 1993-94, unpublished data. Refers only to firms undertaking some
R& D over the three-year period to June 1994.

A quite clear picture about the performance in 1993-%4 of manufacturing firmswhich
undertake some R&D emerges from the tables, particularly in relation to the higher R&D
intengty indudries. In these indudtries a smal number of foreign firms, which are large in
scae by comparison with their Audtraian counterparts, controlled a high proportion of
sdes, but had alower R& D/sales ratio and alower propensity to export in 1993-94 than
the Audrdian firms. In the high tech category, the 43 such foreign firms had average sdes
of $87.8 million, by comparison with average sdes of $3.9 million for 377 Audrdian

1
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firms, exports as a share of sdes of 11.6 per cent (Austraian firms 24.4 per cent) and an
R&D/sdesratio of 4.9 per cent (Audtrdian firms 6.2 per cent). Thus both the size and the
performance differences between Australian and foreign high tech firms are dramatic.

Given the importance of high tech firms in the knowledge economy, this fact clearly
has given rise to some important policy issues. One is the vital importance of developing
improved R&D and export performance by high tech foreign firms operaing in Audrdia
The other is the importance of fodering amdl, high export and reativey high R&D
Audrdian companies in the high tech sector. The interplay between these two themes is
something to which wewill return in the final section of this paper.

The picture is amilar in the medium high tech group, with one exception. Reldive to
Augrdian firms, foreign firms were even larger (average sdes of $119.3 million as againgt
$7.4 million for locd firms) but Augtrdian firms had a 50 per cent higher R&D/sales ratio
(25 per cent as againg 1.6 per cent). The difference is that neither group has a high
export/sdes ratio, the figure in both cases being less than 13 per cent. In the medium low
and low R&D intengty indudtries, the dominance of foreign firms is much reduced, as is
ther azerdative to Audrdian firms, but for both groups Audrdian firms have substantialy
higher export propensities and R& D/sdles ratios.

These data thus bring out severd centra facts about Audtrdian manufacturing of
immediate rlevance to Audrdia s response to the globa knowledge economy, including:

- the dominance of foreign firms in the higher tech indudtries, but their rdatively poor
performance in terms of R& D and exports,
the smdl scade of Audrdian firms generdly but their rdaively strong export and
R& D peformance, particularly in the high R& D intensity group; and
the problematic character of the medium high tech indudtries, of which motor
vehicles and chemicdls are the largest dements, which have low export and R&D
performance and two thirds of the sales of which is controlled by foreign firms.

While it is beyond the scope of this study to seek comparable internationd data, it is
clear that these three facts are distinctive festures of the Audtralian industrid structure, and
have been centra facts determining the policy chdlenge facing Audrdian and regiond
governments.

4. Industrial Activity by Ownership and State

It has been argued above that the nature of Audradian industry has been heavily shaped by
the activity of foreagn MNEs, and that the character of ther involvement in the economy,
and ther interplay with local firms, remain of critical importance. These issues inevitably
have strong regiond dimensions, and these dimengons aso condrain the available policy
responses. Thus before examining the policy issues we explore the geographical aspects
of the role of MNEs and locd firms in industry development in Audrdia In this section
consideration is given to the pattern of ownership of industry by state, and to some trends
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in that pattern over a limited time span, while in Section 5 we examine the geographicd
concentration of Audrdian industry by micro-region. Both andyses are heavily
congrained by data limitations, arisng from the paucity of data on foreign ownership and
the limitations imposed by confidentiaity reguirements when information is sought by
ownership, industry and region. In this section the source of data is again the ABS
Innovation Survey, and we again limit the coverage to firms undertaking some R&D.

4.1. Industrial Activity by Ownership and Sate

Audrdian manufacturing is heavily concentrated in the two largest states, New South
Wades and Victoria, and within those states in Mebourne and Sydney. In 1993-94, 39.2
per cent of tota manufacturing sales originated from NSW and 385 per cent from
Victoria, with the other mgor contributors being Queendand (10.3 per cent) and South
Austraia (6.8 per cent). A smilar postion is evident for exportsin 1993-94, athough the
position of the smdler dates is stronger in exports than in sdes, reflecting the reduced
importance of the domestic market as a reason for manufacturing activity outsde the two
largest states (see Table 3). Taking account of the different Sizes of the states, the greatest
concentration of manufacturing activity, in terms of saes per capita, in 1993-94 was in
Victoriaand South Audtrdia

Table 3. State Share of Total Manufacturing Sales and Exports,
1993-94 and 1996-97

Sales (%) Exports (%)
1993-94 1996-97 1993-94 1996-97
New South Wales 39.2 34.3 318 30.7
Victoria 38.5 40.5 35.0 36.6
Queendand 10.3 9.6 125 8.2
South Austraia 6.8 8.8 10.3 10.3
Western Australia 3.1 5.6 4.2 12.2
Tasmania 1.8 0.9 4.7 1.9
Australia 100 100 100 100

Source: ABS Innovation Surveys 1993-94 and 1996-97, unpublished data. Refers only to firms
undertaking some R& D over the three-year period to June 1994.

Even in the period of only three years separating the two data sets, substantia change
has taken place in terms of the location of activity. The main trends have been the decline
of NSW (especidly in terms of sdes), of Queendand and Tasmania as locations of
manufacturing, with some increase in Victoria and more subgtantia relaive increases in
South Audtrdia and Western Audtraia The growth of the share of sdesin these last two
dates, and of the export share in Western Audtrdia, has been very driking. As this has
been a period of dow growth in totd manufacturing sales overdl - an increase of only 4
per cent in vaue over the three year period - these quite sharp changes reflect both
gpecific industry developments and the activity of MNES in consolidating, reducing or
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expanding production in particular locations. These influences become clearer in the more
detailed data considered below.

4.1.1. TheHigh Tech Industries

These factors are particularly evident in the high tech industries (Table 4), which show

both pronounced regional patterns and sharp changes in those patterns. In 1993-94 the
high tech industries were heavily foreign owned and heavily concentrated in NSW. In this
year, 53 per cent of sdes originated from foreign owned firms, and 62.5 per cent of sdes
(and 60 per cent of exports) originated from NSW, with only 30.5 per cent of sales (and
27.6 per cent of exports) originating in Victoria. There were, however, quite substantia

differences between the foreign and Austrdian owned components of these indudtriesin
the two states.

Table4. Salesand R& D Intensity, by Ownership and State,
Australian High Tech Industries, 1993-94

State Share of total Austraian sales Ratio of R&D to sales
(%) (%)

Foreign  Australian Total Foreign  Australian Total
Ownership
1993-94
NSW 36.2 26.3 62.5 59 2.6 4.6
Victoria 15.7 149 30.5 2.6 104 6.4
Other States 1.1 5.8 6.9 29 11.1 9.7
Australia 53.0 47.0 100 4.9 6.2 55
1996-97
NSwW 324 111 435 6.3 83 6.8
Victoria 21.0 175 38.5 2.1 10.0 5.7
Other States 9.3 8.7 18.0 9.9 7.4 87
Australia 62.7 37.3 100 5.4 8.9 6.7

Source: ABS Innovation Surveys 1993-94 and 1996-97, unpublished data. Refers only to firms
undertaking some R&D over the three year period to June 1994. Ownership categories refer to
majority foreign ownership and majority Australian ownership respectively.

In NSW foreign companies had a modest R&D intensity (but a very low export
propensity of only 9.4 per cent) wheress locdly owned firms had a very low R&D
intengity but a high export propensty, exporting 27 per cent of sdes. This presumably
reflects the concentration of foreign firms in computing, telecommunications and
pharmaceutica  activities directed primarily & the loca market, with loca firms
concentrated in office machinery and equipment and telecommunications equipment
manufacture with alow development capability but a genuine export focus. In Victoria, the
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reverse is true — locd firms had a high R&D intengty (10.4 per cent) while foreign firmsa
low one (2.6 per cent), whereas both types of firm had export propensties in the 16-17
per cent region and thisis adso broadly the case for the other states taken asawhole.

The three-year period has seen quite dramatic change. Overdl saes of high tech firms
operating in Audrdia fdl by 8.7 per cent over this three-year period, and the nation’s
reliance on imports of high tech products increased further. Sdles of Australian owned high
tech firms fell by 27.5 per cent. High tech sdes in NSW fell by 36.4 per cent over this
time, while risng by 24.9 per cent in Victoria and more than doubling in the other Sates
combined, dbet from a low base. Relevant factors in these trends were the collgpse of
the dfice and computing equipment industry, sdes of which fdl by 78.6 per cent, the
activity of MNEs in acquiring smdl Audrdian companies, perhaps paticularly in the
telecommunications equipment industry, and the continuing involvement of multinaionasin
asmdl way in response to Federal and State Government programs.

Table5. Salesand R& D Intensity, by Ownership and State,
Australian Medium High Tech Industries, 1993-94

State Share of total Australian sales Ratio of R&D to sales
(%) (%)

Ownership Foreign  Australian Total Foreign  Australian  Total
1993-94

NSW 135 11.2 24.7 15 35 24
Victoria 39.5 159 55.4 1.7 15 1.6
Other States 124 74 19.8 1.2 3.2 2.0
Australia 65.4 34.6 100 1.6 2.5 1.9
1997-96

NSW 8.7 119 20.6 2.1 2.0 21
Victoria 36.7 134 50.1 1.8 1.8 1.8
Other States 19.0 10.2 29.2 1.8 1.9 1.8
Australia 64.4 35.6 100 1.8 1.9 1.8

Source: ABS Innovation Surveys 1993-94 and 1996-97, unpublished data. Refers only to firms
undertaking some R&D over the three year period to June 1994. Ownership categories refer to
majority foreign ownership and majority Australian ownership respectively.

One result of these trends has been a sharp increase in the role of MNEs in Austraian
high tech indusiries — MNE sdlesrose by 8.1 per cent by contrast with thefdl in loca firm
sales of 27.5 per cent over the three year period, while MNE exports rose 95.1 per cent
and locd firm exports fel 32.2 per cent. By any standard these must be regarded as
disturbing trends, with only afew bright spots. Many smal, low R&D locd firms have not
been able to survive, and have collapsed or been taken over by MNEs. MNE activity has
increased dightly, and their exports have increased subgtantiadly, but this has been in part
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by taking over locd firms, and the average scde of MNE activity in Audrdia has fdlen.
Far from sgndling the emergence of dynamic, knowledge intensve clugters, these data
suggest that the expandon of large scae high tech manufacturing is bypassng Audrdia
The main bright spot is the growth of a dgnificant amount of locdly-owned, R&D
intensve activity in Victoria

4.1.2. The Medium High Tech Industries

The picture for medium high tech indudries, of which the dominart items are motor
vehices and chemicas excluding pharmaceuticas, isin some respects the mirror image of
that for the high tech indudtries (Table 5). The industries are heavily concentrated in
Victoria rather than in NSW and are highly dominated by MNESs, with a very low R&D
intendty and a low export propendty, both of which are uniform over MNEs and locally
owned firms. They are thus the classic case of indudtries established by foreign investment
in an era of protection, with a focus on the domestic rather than world market. For some
time now an emphasis in policy has been to shifted these indudtries to a more outward
looking, innovative focus. Totd sales have increased dowly over the period, but exports
have increased by 25%, implying a Sgnificant rise in export intengty from alow base. The
man dynamic within the indusry has been a regiond one, as lage MNEs have
consolidated their activities in a smaler number of locations in search of globaly more
compstitive plants.

5. Concentration of Activity by Micro-Region

Given the higtory and ownership patterns of Audtrdian industry, sketched above, it is to
be expected that there has been subgtantiad concentration of manufacturing activity a a
amdl scde regiond levd in Audrdia. As will be outlined below, the data suggest that this
is indeed the case. Such geographica concentrations of activity could prove to be a base
for dynamic clusters of asset augmenting activity and should certainly reflect the diverse
dynamics associated with the rise and decline of both MNEs and locd firms. The data set
used to andyse these issuesisthe ABS Manufacturing Census for 1993-94 and 1996-97,
which provides information on manufacturing performance by industry and region,
athough the leve of cross-classified detall is restricted by confidentidity requirements.
More specificaly, we study the pattern of manufacturing turnover for these two years for
nine manufacturing industries and 183 satistica subdivisons throughout the country.

Tables 6 provides information on two main measures of concentration for 1993-94, in
this case gpplied to the concentration of industry turnover in specific regions across the
183 subdivisons. The firg three columns of figures show the shares of industry turnover
held by the top 5, 10 and 20 regions or subdivisons, and the next column shows the
Herfindahl index of concentration (the sum across the full 183 subdivisons of the squares
of individud shares). It is dear tha Audrdian manufacturing is highly concentrated
regionaly. For manufacturing as a whole, 36.6% of turnover is located in the top 10
regions, and for four of the nine indudtries over hdf of turnover isin the top 10 regions.
Levels of concentration are particularly high in three industries — printing and publishing;
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petroleum, cod and chemicals, and machinery and equipment. In each of these cases
more than 70% of turnover is located in the top 20 regions, and for the first two over 40%
isinthetop 5 regions.

Table 6. Measures of the Geographical Concentration of Australian Industry,

1993-94
Industry Share of total manufacturing Herfindahl Foreign
Turnover (%) index of ownership
concentration  share (%)
Top 5 Top 10 Top 20
regions regions regions
Food, beverages and 218 315 46.3 1.7 40.5
tobacco
Textiles, clothing and 375 52.3 66.5 4.0 27.3
footwear
Wood and paper 20.9 33.7 52.6 1.8 n.a
Printing and publishing 47.0 60.9 75.6 6.4 n.a
Petroleum, coa and
chemicals 40.7 57.9 727 4.4 60.0
Non-metalic minerals 29.7 44.4 62.2 3.0 139
Metal products 345 45.8 57.9 35 114
Machinery and 325 52.3 74.4 3.6 61.6
equipment
Other manufacturing 25.3 40.0 61.5 2.6 34.7
Total manufacturing 23.7 36.6 56.2 2.1 36.9

Source: For columns 25, ABS Manufacturing Census, 1993-94, unpublished data. The Herfindahl

index of concentration is measured over the 183 sub-divisions, and is equal to the sum of the squares
of the market shares of each sub-division, multiplied by 100. Thusif each of the 183 sub-divisions had
an equal share of turnover the index value would be 0.55, will if only 10 regions had an equal share of
all the turnover the value would be 10. For column 6, ABS Innovation Surveys 1993-94, unpublished
data. Refers only to firms undertaking some R&D over the three year period to June 1994. The
ownership category refersto majority foreign ownership.

In each of these three industries high concentration levels seem to be linked to the
activities of MNEs, dthough not necessarily only foreign owned MNEs. In printing and
publishing the concentration of activity is particularly focussed on the inner Sydney region,
and is clustered around the centres of activity of the big Audtrdian media empires of
Fairfax, Packer and Murdoch. In the other two industries much d the concentration
seems to be linked to the activities of large foreign owned MNES in particular locations,
notably the petroleum refiners, the mgor chemicd companies and the motor vehicle
manufacturers. Two other areas with relatively high concentration levels in spite of low
levels of foreign ownership are textiles, clothing and footwear and metal products. The
former has traditiondly been concentrated in the inner city areas of Mebourne and
Sydney, and is heavily dependent on migrant workers, while the latter has been dominated
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by the activities of one company (BHP). and by the specific locations of those activities.
As one would expect, concentration levels are a good dedl lower in the resource related
industries of food, beverages and tobacco, wood and paper products and non-metalic
minerds, given the need for many types of plant to be located close to the source of the
input materids.

Thus manufacturing industry is highly concentrated on a regiond bass in Audrdia, in
patterns which reflect the activities of foreign and Audrdian owned MNEs and the
specific characterigtics of the industries. How is this pattern of concentration responding to
the new pressures on both MNEs and small local firms arising from the globa knowledge
economy? Indeed, does it provide a base for the emergence of dynamic clusters of asset
generating activities, involving both MNEs and locdl firms, which are the specia focus of
this book?

It is not possible to provide a generd answer to these vital questions here, but some
indications can be gleaned by looking in more detail a one of the nine industries covered
in Table 6, machinery and equipment. As we are deding a a high levd of indusry
aggregation to maximise the amount of regiond detall available, this is a broadly defined
industry, covering motor vehicles and other transport equipment, eectronics equipment
and gppliances, scientific insruments and indudtrid machinery. In Table 7 we andyse the
characterigics of the top 30 regions in Audrdia in terms of turnover in this industry,
grouping them by contiguous regiond clusers where these exid. Some interesting
dynamics are gpparent.

While total turnover for the machinery and equipment industry grew by only 14.2%
between 1993-94 and 1996-97, in three areas a much more rapid growth rate was
experienced. In the inner areas of south eastern and eastern Mebourne, turnover grew by
71.7% and the regiond share of industry turnover rose from 4.9% to 7.1%. While activity
is dill amdl in asolute terms, this is a region of ragpid growth in knowledge based
insruments and equipment, drawing on the strong knowledge resources of Melbourne. It
isindeed one of Audtraia s best prospects for a dynamic, asset generating cluster.

In the northern and western parts of Mdbourne there is a larger concentration of
activity, with turnover in four contiguous regions growing by 47.9% over the period and
these regions accounting for 20.6% of nationd turnover in thisindustry in 1996-97. Thisis
paticularly driven by the motor vehicle industry. As the MNEs dominating this industry
have moved from a multi-domestic form of organisation to integrated globa production in
search of greater competitive efficiency, the Audrdian industry has become leaner, more
effident and more concentrated in areas such as northern and western Melbourne. With
increased specidisation, amore competitive range of local suppliers to the MNES has aso
arisen, and these tend to be clustered around the mgor plants. Again, this region shows
sgns of further expansion, based on specific loca application skills and cost advantages
rather than mgor R&D activities.

Findly, turnover in the machinery and equipment industry in Perth has grown strongly
between 1993-94 and 1996-97, amounting to nearly 5% of total nationd turnover in the
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latter year. Of particular importance here is the expansion of these indudtries to serve the

growth of the mining industries in Western Audrdia and the remarkable cluster of

shipbuilding activitiesin thisregion.

Table 7. Regional Concentration, Growth and Decline in the Machinery and
Equipment Industry, 1993-94 and 1996-97: Activity of the top 30 regions

Turnover Share of national Growth in
($ million) turnover (%) turnover (%)
Region 1993- 1996- 1993- 1996- 1993-4 to 1996-
94 97 94 97 7
South Eastern and Eastern
Inner Melbourne (2 regions) 1739 2895 49 7.1 717
Western and Northern
Mebourne (4 regions) 5717 8457 16.1 20.6 479
Perth (4 regions) 1339 1948 3.8 4.8 45.4
Darling Downs 197 257 0.6 0.6 30.7
Newcastle 699 849 2.0 2.1 215
Gedong 508 587 14 14 15.6
Brisbane City 1465 1640 4.1 4.0 119
Addaide (3 regions) 6087 6547 17.2 16.0 7.6
Sydney (10 regions) 7700 8011 21.7 195 4.0
Centrd Mebourne 1954 1189 55 29 -39.1
South Eastern and Eastern
Outer Melbourne (2 regions) 1868 1063 53 2.6 -43.1
Total — 30 Top Regions 20272 33443 82.6 81.6 14.2

Source: ABS Manufacturing Census, 1993-94 and 1996-97, unpublished data.

6. CrossCurrentsin Australian Policy

The policy issues confronting contemporary governments are daunting, to say the leest, as
they seek to find the best path to advance nationa prosperity in a period of fundamentd
change. In Audrdia the policy debate on such matters has turned upon a central choice:
that between pure market forces and measures to enhance the operation of markets, on
the one hand, and more interventionist policies in the pursuit of MNE activity and of the
development of locd firms on the other. While there have been important achievementsin
both these aress, the overdl coherence of policy settings and their long run effectiveness
have been undermined by continued dispute on this centra issue. Two examples are used
here to briefly illustrate some of the successes and the falures, and their relevance to the
meatters documented above.
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6.1. Audtralian Economic Policy 1983-1990

Economic policy in Audrdia at the federa leve has traditiondly been dominated by the
Austrdian Treasury, which has been a high qudity inditution pursuing the common agenda
of most Treasuries around the world, namey market based efficiency, government
frugdity, fiscd baance and low inflation. The Hawke Labor Government was eected in
March 1983, while the Audrdian economy was ill in the midst of the 1982-83
recesson. Its eection policy emphasised recovery from recession and job cregtion in a
context of contained inflation, the proposed palicy initiatives being primarily expansionary
and mildly interventionist in nature.

Under the influence of arange of diverse forces, from Treasury to Austrdian Council
of Trade Unions, the structure of economic policy which emerged in Audrdia over the
period 1983-1993 was quite digtinctive. On the one hand, free market principles were
pursued aggressvely in some aress, as evidenced in the deregulaion of the financid
system, the virtud abolition of tariffs the introduction of competition into many hitherto
monopoly sectors and the extensive program of microeconomic reform which was put in
train. Y et the linchpin of policy over the decade remained the Prices and Incomes Accord,
a centraised agreement to contain wages in the context of other policies to spur growth. A
complex series of industry specific policies were been put in place, in areas ranging from
motor vehicles and footwear, clothing and textiles to information technology products and
pharmaceuticals. Mgor new science and technology policies were put n place, which
have contributed to a fundamenta change in the innovative activities of much of Audrdian
industry. However, these ‘interventionist’ policies were directed not a protecting
inefficient or unproductive activities but a asssting firms and individuas to prepare for and
then to engage in internationdly competitive activities. Austrdia indeed developed its own
unique blend of ‘plan and market’. (For further documentation see Sheehan et d. 1994,
1995 and Sheehan 1998.)

For example, there is little doubt that, taken as a whole, the science and technology
policies amounted to the most powerful set of measures for the development and
commercidisation of science and technology that Audtrdia has yet seen. And the impact
was equaly griking. Business spending on R&D as a share of GDP increased fourfold
between 1981-82 and 1995-96; the R&D intendty of manufacturing (the ratio of R&D to
value added) aso trebled, from 1.0 per cent in 1983 to 3.2 per cent in 1993, and many
industries approached or exceeded OECD average leves, high tech exports grew by 26
per cent per annum (in current US$) between 1986 and 1993, albeit from alow base.

In many respects the results of the broader mix of policies were impressive too, a
least up until 1990. The orientation of Austrdian business changed dramaticdly over this
time, there was a flowering of new technology based businesses, employment grew
grongly and inflation was relaively well contained, even in the late 1980s boom. But many
of these benefits were siwept away in the serious mismanagement of monetary policy over
the period 1988-92, and the resulting deep recession of 1990-92. However, even from a
broader perspective, the digtinctive set of policies was deeply flawed. In particular:
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they arose from the fortuitous outcome of strong, contending forces rather than from
ashared vison of optimum economic policies;

individual eements were dways a risk, as the baance of power between
contending forces changed,;

as a consequence, there were no structures put in place for overadl coordination of
the policy s, or for assessing outcomes and planning future devel opments; and
individud policies were often introduced in a crigs Stuation, when a particular
development provided a palitica opportunity, and hence without proper planning or
foresght.

In short there was no nationd or even Government consensus about this set of policies,
but rather competing views about free markets and intervention, and hence no systematic
coordination mechanisms but rather intense inditutiona competition.

In the 1990s views of successve governments have shifted away from the view that
both open, free market policies and judicious, market conforming interventions form an
inevitable part of the optimum mix in the knowledge economy. The emphasis has been on
opening markets and removing impediments to competition; incentives for loca firms and
for the commercidisation of technology have been scded back, as have systemdtic
palicies to change the character of exising MNE activity, to encourage other multinationa
firms to undertake asset generating activities in Audrdia and to influence the regiond
pattern of economic activities. While in some respects the results of these policies have
been impressive, the continued eroson of high tech manufacturing activity in Audrdia
remains a matter of serious concern.

6.2. The Victorian Economic Srategy 1983-1990

In April 1982 the Cain Labor Government was elected in the State of Victoria, a Sate
which contains about 25 per cent of Austrdia’s population but accounts for about 35 per
cent of nationd manufacturing output and R&D. Perceptions about Victorid's long term
future were depressed in the early 1980s, because of its dependence on manufacturing at
atime a which growth prospects in Audtrdia were seen as being largely concentrated on
resources and tourism. One dement of this Government’ s eection policy was that it would
introduce systematic, strategic initiatives to address Victoria s long term economic growth
and compstitiveness. In April 1984 the first srategy statement Victoria: The Next Sep
was published, and for the next six years this strategy was the over-riding focus of
government palicy.

Its basic objective was to promote long-term growth in income and employment by
strengthening the international competitiveness of the economy. This was to be achieved
by action on two fronts. Firdly, diverse reforms impinging on both the public and the
private sector would be pursued (eg. increased efficiency in public instrumentdities,
reform of taxes and charges, improved regulatory processes), to make the generd
environment more competitive. Secondly, nine areas of competitive drength were
identified—areas where Victoria was seen as having the foundations of continuing
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internationd  competitiveness—and plans of action were developed to enhance those
strengths and to encourage greater economic development on the basis of them.

Another important festure of the Economic Strategy was action driven by the view
that, especidly in the knowledge intensve sectors, Victoria lacked the competitive firms
and other inditutions to take full advantage of its competitive strengths. This led to a
sysematic atempt to create, in partnership with the private sector, firms and other
indtitutions which were of a scale to compete effectively themselves or which would assist
firms to become more compstitive. Many but not dl of these indtitutions were effective,
and companies spawned lie a the heart of the rdatively strong level of high tech activity in
Victoria noted in section 4.1.1 above. While not dl initiatives were equally successful, this
agect of the experiment did suggest tha carefully planned initiatives involving
public/private cooperation can indeed augment the nation’ s competitive base.

It isdifficult to separate the impact of the Economic Strategy from the turmoil of 1990
and the controversy to which it gave rise. On the one hand, the attempt to provide a
coherent long term vision was strongly supported by business and other economic agents,
Victoria's performance relaive to other states on the mgor economic indicators was
much stronger over the 1983-1990 period than ether before or snce; many ingditutions
and structures were created which are centra to the State’s economy today. On the other
hand, the experiment in coordination was abandoned in 1990 in an environment of great
hodtility and controversy, with accusations of uncontrolled debt levels and with an intense
focus on initiaives which proved unsuccessful. Reflecting a collgpse of confidence and
other factors, the economic performance of Victoriain the early 1990s was weaker than
that of the rest of Audtrdiataken as awhole, athough recovering in recent years.

6.3. Concluson

As the 20" century draws to a close, economic policy in Austrdia as in many other
countries remains uncertain about the proper baance between policies to facilitate and
policies to govern the market. The opening of the Audrdian economy over the past
decade and a half has brought both benefits and costs. But the lack of any magor
Ausdrdian cgpability in rgpidly growing high tech industries is a matter for serious concern,
asisthe lack of mgor concentrations of knowledge intensive activity. Certainly, the future
prosperity of Audtrdia — whether it continues to keep pace with leading nations such as
the USA in growth in GDP per capita or fdls behind — largely depends on effective
nationd drategies to develop dynamic dusters of asset augmenting activities. While the
debate is growing, the Strategies are not yet in place.
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