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Australian Academy of the Humanities
The Australian Academy of the Humanities 
advances knowledge of, and the pursuit of 
excellence in, the humanities in Australia. 
Established by Royal Charter in 1969, the 
Academy is an independent organisation of 
more than 500 elected scholars who are leaders 
and experts in the humanities disciplines.

The Academy promotes the contribution of 
the humanities disciplines for public good 
and to the national research and innovation 
system, including their critical role in the 
interdisciplinary collaboration required to 
address societal challenges and opportunities. 
The Academy supports the next generation 
of humanities researchers and teachers 
through its grants programme, and provides 
authoritative and independent advice to 
governments, industry, the media and the 
public on matters concerning the humanities.

www.humanities.org.au

Australia’s Learned Academies

Working Together—ACOLA
The Australian Council of Learned Academies (ACOLA) combines the strengths of the four Australian  
Learned Academies: Australian Academy of the Humanities, Australian Academy of Science, Academy  
of Social Sciences in Australia, and Australian Academy of Technological Sciences and Engineering.

Australian Academy of Science
The Australian Academy of Science is a private 
organisation established by Royal Charter in 
1954. It comprises ~450 of Australia’s leading 
scientists, elected for outstanding contributions 
to the life sciences and physical sciences. The 
Academy recognises and fosters science excellence 
through awards to established and early career 
researchers, provides evidence-based advice 
to assist public policy development, organises 
scientific conferences, and publishes scientific 
books and journals. The Academy represents 
Australian science internationally, through its 
National Committees for Science, and fosters 
international scientific relations through 
exchanges, events and meetings. The Academy 
promotes public awareness of science and its 
school education programs support and inspire 
primary and secondary teachers to bring inquiry-
based science into classrooms around Australia.

www.science.org.au
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Academy of Social Sciences in Australia 
The Academy of the Social Sciences in Australia 
(ASSA) promotes excellence in the social sciences in 
Australia and in their contribution to public policy. 
It coordinates the promotion of research, teaching 
and advice in the social sciences, promote national 
and international scholarly cooperation across 
disciplines and sectors, comment on national needs 
and priorities in the social sciences and provide advice 
to government on issues of national importance.

Established in 1971, replacing its parent 
body the Social Science Research Council of 
Australia, itself founded in 1942, the academy 
is an independent, interdisciplinary body of 
elected Fellows. The Fellows are elected by their 
peers for their distinguished achievements 
and exceptional contributions made to the 
social sciences across 18 disciplines.

It is an autonomous, non-governmental 
organisation, devoted to the advancement  
of knowledge and research in the 
various social sciences.

www.assa.edu.au

Australian Academy of Technological  
Sciences and Engineering 
ATSE advocates for a future in which technological 
sciences and engineering and innovation contribute 
significantly to Australia’s social, economic 
and environmental wellbeing.  The Academy is 
empowered in its mission by some 800 Fellows 
drawn from industry, academia, research institutes 
and government, who represent the brightest 
and the best in technological sciences and 
engineering in Australia. Through engagement 
by our Fellows, the Academy provides robust, 
independent and trusted evidence-based advice 
on technological issues of national importance. We 
do this via activities including policy submissions, 
workshops, symposia, conferences parliamentary 
briefings, international exchanges and visits and 
the publication of scientific and technical reports.  
The Academy promotes science, and maths 
education via programs focusing on enquiry-
based learning, teaching quality and career 
promotion. ATSE fosters national and international 
collaboration and encourages technology transfer 
for economic, social and environmental benefit.

www.atse.org.au

By providing a forum that brings together great minds, broad perspectives and knowledge, ACOLA is the nexus for true interdisciplinary 
cooperation to develop integrated problem solving and cutting edge thinking on key issues for the benefit of Australia.

ACOLA receives Australian Government funding from the Australian Research Council and the Department of Education.  
www.acola.org.au
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Project aims
Government has identified the ‘opportunities and challenges of an 

economy in transition’ as a key issue for Australia as it faces a rapidly 

changing global environment. In seeking to ‘Secure Australia’s Future’, this 

multidisciplinary research project aimed to identify Australia’s distinctive 

strengths and comparative advantages; establish which contexts and 

policy settings encourage creativity and innovation, adaptability and 

resilience; and explore the natural, geographical, economic, social, cultural, 

and scientific attributes and capabilities needed to thrive as a nation.
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In commissioning this project in October 2012, the aims of the Office of 

the Chief Scientist were to address issues including, but not limited to: the 

characteristics of Australia’s environment, biodiversity, location, cultural 

composition and other distinctive contexts that define the niches in which 

we can prosper in the global environment; what makes us unique and/or 

attractive as partners in R&D, industry and innovation; and the advantages we 

can build on that will assist us in positioning ourselves to enhance productivity, 

innovation, fairness and equity.
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Executive 
summary

Introduction
Australia is both a lucky and successful nation, but neither luck nor past 

successes alone can guarantee the future we desire. There is always more 

to be done. Establishing proper policy foundations now, combined with 

public support and effective leadership will better place Australia on a 

trajectory for national strength, post the mining investment boom. 

While reform is challenging, the benefits of systematic reform and 

investment in our future to build Australia’s comparative advantage will 

mean higher living standards, increased equity and greater sustainability. 

For instance, economic modelling for this project indicates that a new 

reform package across institutional change and future investment could 

add more than 20% to living standards by 2030 over and above trends that 

would be based on current policy settings only. 
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The modelling finds that without 

reform, living standards are likely 

to rise modestly, taking real annual 

consumption per head from $36,000 

today to $45,000 in 2030. However, 

with a major reform package across 

investments and structural reforms, 

annual consumption per head is 

projected instead to rise to $55,000, 

implying a reform dividend to living 

standards of $10,000 per head. This 

reform dividend rises further by 

2050, to over $15,000 per head.
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Comparative advantage
The Australian Comparative Advantage (ACA) 

project has adopted a distinctively broad notion of 

comparative advantage. The pursuit of comparative 

advantage is seen here as how to best develop, 

enhance and use the nation’s capabilities. 

The project correspondingly maintains that 

comparative advantage need not be perceived as 

simply static or sectoral, but can be interpreted 

as foundational and dynamic—across the nation’s 

politics, law, markets and culture. 

Advantage can thus transcend physical 

endowment and create a base or further 

foundation that comprises cross-industry 

advantages, from which individual industries 

can then rise to establish their comparative 

advantage in domestic and international markets. 

This report focuses on building comparative 

advantage by getting the basics right, and is 

a foundational rather than ‘niches’ approach. 

The emphasis is on securing the future through 

sound foundations. How this plays out and is 

enhanced in sectoral development can then 

be further analysed for the specific industries. 

Key sectors are analysed in this report, but for a 

comprehensive project such as this the emphasis 

has been upon basic settings and conditions that 

can have wide benefit across sectors.

The historical legacy and the natural endowments 

of the country are part of this and an important 

part, but comparative advantage can also be 

created for the future. This must encapsulate 

both strengths that could be enhanced, and 

weaknesses that should be mitigated, and is 

the dynamic element in the interpretation of 

comparative advantage adopted here.

Valuing evidence
As an ACOLA project, this report is principally 

based upon well-documented evidence. As well 

as drawing on a general body of knowledge, and 

international comparisons, a series of studies 

were commissioned for this project that form the 

core of its deliberations and findings. In particular 

several major surveys and a modelling exercise 

gave original insight and these are available on 

the ACOLA website. 

Other ACOLA reports, especially those in the 

Securing Australia’s Future (SAF) series, were also 

drawn on for this particular ACA report. These are 

also available on the ACOLA website. 

Wherever possible the report uses more than 

one of these sources too. Indeed ‘triangulation’ 

is a distinctive feature of the analysis. Multiple 

sources of analysis and types of evidence were 

firmly incorporated in the project’s philosophy, 

drawing on approaches from across sciences and 

humanities. The project is an inter-disciplinary one.

The project takes the view that evidence-based 

policy helps reduce the differences between 

contending views and puts future action on 

a surer footing. It does not resolve all issues. 

Interpretations of evidence can differ and values 

will often compete in assessing the significance 

of findings. To enter the marketplace of ideas 

armed with systematic knowledge will provide a 

surer foundation for informed decisions. 

http://www.acola.org.au/index.php/projects/securing-australia-s-future
http://http://www.acola.org.au/index.php/projects/securing-australia-s-future
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National strengths 
and weaknesses
Australia does not come to this task without existing 

strengths. International benchmarking reports 

and domestic surveys show that Australia’s 

culture and society is fundamentally strong. In 

recent decades Australia has experienced one of 

the longer periods of sustained employment and 

income growth of any advanced country. Its basic 

institutions have been stable and issues of social 

equity and environmental sustainability have 

been of growing importance in national 

political discourse.

Australia has an abundance of natural resources, a 

high quality of living and some of the best cities in 

the world. Australia is strong in basic research and 

human development. Its education and skills are 

well regarded. Its systems of government, law and 

culture have provided a strong foundation over 

decades for growth, development and a fair society.

This report confirms Australia has many strengths, 

but emerging social, political, economic, and 

technical trends are undermining these. In 

relation to its strengths and weaknesses:

• Traditional sectors like mining and agriculture 

provide much promise and will remain areas 

of strengths. However, to realise this, Australia 

must move up the value chain, beyond the 

existing low value-added paradigm (for 

example, an extract and export model in 

mining), and new comparative advantage 

should be built in advanced manufacturing 

and advanced service sectors.

• Australia has a well-skilled and effective 

workforce which can be best further 

leveraged by linking into global production 

networks. A strong technical skills base 

is undermined by less well-regarded 

management skills and by policy uncertainty 

in vocational education and training (VET ) 

settings. A balanced and multi-dimensional 

skills capability is essential if Australia is to 

realise the opportunities presented by the 

Asian Century. 

• Australia has a strong and respected 

research capability, but it needs to improve 

its performance in the application of this 

research in industry settings.

• Quality of Australian government leadership, 

both as perceived within Australia and from 

overseas, and regardless of political affiliation 

of the leadership, is presently rated poorly. 

Furthermore, government regulations are 

now considered to be high, which stifles 

innovation and growth.

• A strong federal structure and rule of law 

has delivered lasting prosperity and quality 

of life, but current federal arrangements 

are characterised by perverse incentives 

and acute imbalance in resources and 

responsibilities between the Commonwealth 

and state and territory governments.

• Institutions in the areas of law, markets and 

culture are also significant for underpinning 

advance and have been strong in contributing 

to this. But important opportunities to 

strengthen these further do exist, including 

in areas such as intellectual property, the 

creative economy and in competition policy. 

• An inclusive and cohesive society has allowed 

people to develop their productive potential, 

but global terrorism and the spread of violent 

ideologies is testing our distinctive cultural 

diversity, while the rise of internet and social 

media have increased the spread of violent 

and regressive ideologies. These need to be 

countered through more effective social and 

cultural integration.

• While rightly celebrated for its egalitarian 

culture, Australia is facing concern over 

worsening outcomes in terms of inequality 

and participation. Our national identity 

and the Australian way will demand this 

is addressed, and increased educational 

attainment and labour-force participation 

by women and Indigenous communities are 

amongst key priorities for achieving this.

• Australia’s environmental performance in 

response to economic growth has been 

mixed, with some indicators improving 
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and others deteriorating. Environmental 

sustainability is an essential prerequisite 

for lasting prosperity and wellbeing. Global 

benchmarking shows that Australia has 

done especially well in terms of its water 

management, which can provide important 

lessons for other areas. 

• Robust policy development must be based on 

a rigorous evaluation of ideas and evidence, 

and on multiple perspectives and contributions 

from academia, and the policy, business 

and community sectors. However, current 

mechanisms for such collaboration are weak 

in Australia and need to be strengthened.

These capacities will play out in a changing 

pattern of opportunities and threats. Key elements 

identified for this report are presented below.

Opportunities
• An increasingly diverse Australian population 

with extensive links throughout the region and 

beyond could be leveraged to create global 

businesses linkages, especially now in Asia.

• Some of the world’s most liveable cities, 

if managed well, could better utilise the 

impressive domestic talent and attract the 

best from overseas.

• In a world of strategic uncertainty and rapid 

change, Australia could help to set the 

narrative and influence the agenda for global 

standards and regulations, and particularly in 

its region. If handled well, these would play to 

Australia’s strengths and allow it to compete 

more effectively on a global stage.

• Value-added enhancements through 

innovation combined with linkages into 

global production networks could create new 

opportunities and employment in mining, 

agriculture, advanced manufacturing, and 

other sectors.

• Development of advanced technologies could 

help to alleviate resource constraints in an 

increasingly interconnected and populous 

world that values sustainability and security. 

• Climate change and pandemics are two great 

disrupters. To those managing and attempting 

to mitigate them, they can also present 

opportunities. Appropriate investments in 

science and medical research and supporting 

policies, for effective commercialisation, will 

pay off. Australia does have an opportunity to 

be a global leader in innovation for adaptation 

to climate change.

Threats
• Australia’s skills profile could easily be locked 

into the low value-added end of the skills 

spectrum. University and vocational education 

funding support might fall behind global 

standards. The immigration framework could 

focus too much on shorter-term needs than 

longer-term national benefit.

• A largely resource-dependent economy would 

fail to diversify, and a potential slowdown in 

China could expose the Australian economy 

to prolonged recession. 

• Economic deprivation and social alienation 

within Australia could compromise 

participation in employment and 

improvements in productivity, and further 

increase the attractiveness of violent and 

terrorist ideologies, particularly in minorities 

and immigrant communities. This is already 

evident in many advanced countries, and has 

tested the liberal democratic foundations of 

societies there.

• Climate change and rise of ocean water levels 

could create significant threats for Australia, 

since all of its major commercial cities are in 

coastal areas.

• Perceptions of extreme income inequalities 

within and across some nations could lead to 

social tensions, undermine public support for 

globalisation, and unravel global economic 

institutions. This would not only adversely 

affect global trade, but also the basis of wider 

transnational relations.

• Continued national prosperity and wellbeing 

would be destabilised by an absence of 

effective political leadership and disciplined 
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and rigorous contestation of ideas and 

evidence. This is most likely to happen if 

linkages and collaboration between academia, 

policy, community and business sectors 

remain underdeveloped.

The path to the future
In light of these strengths and weaknesses, 

opportunities and threats, and looking ahead, 

Australia will need to strengthen and utilise all 

its areas of comparative advantage. The key to 

this is getting the fundamentals right. This means 

building a solid foundation from which to make 

the most of an unknown future and a range of 

possible scenarios reflecting that uncertainty and 

complexity. 

This Australian Council of Learned Academies 

(ACOLA) report has looked to how comparative 

advantage can be sustained and developed to 

help condition the future in light of the global 

trends, challenges and uncertainties.

To sustain and improve performance, the project 

has concluded that a new reform process is 

essential. The project sees these reforms as 

providing the foundations for a future that should 

be prosperous, fair and free for Australians. 

Such reform would require two key components: 

ongoing structural reform, and new investment 

for the future. Structural or institutional reform 

is well known and well advocated, but can be 

revitalised in a number of ways. However this 

report has found that discussion of the need for 

a further complementary strategy that involves 

renewed and reinvigorated investment in the 

nation’s future is less well developed and much 

more piecemeal. It is argued in this report that 

such investment needs more focus and emphasis, 

but that equally the pursuit of both institutional 

and investment approaches together would be 

the most beneficial path to securing our future; 

indeed elements of the two categories overlap.

This report has found there has often been a 

disconnected approach to identifying areas in 

need of review and reform. Some areas have 

been studied on numerous occasions and 

some a little or not at all. A broader approach 

to the reform task is needed to help deliver the 

foundations necessary to improve comparative 

advantage. Indeed the foundations themselves 

should be seen as the principal objects of seeking 

and building comparative advantage. 

This report argues it is the full spectrum of 

structural reform and investment in future 

capability that will best build Australia’s future 

comparative advantage.

The report therefore concludes that a package 

embracing both institutional reform and national 

investment should be given close attention as 

providing joint foundations for a strong future 

for the nation. Institutions such as federalism, 

intellectual property laws and competition 

policy have been sources of strength in the past 

but are failing to adapt to a changing strategic 

environment and could be reformed in order 

to align to the new century’s imperatives to 

keep serving the national interest. Taxation, 

spending and regulation reform have also been 

identified as areas for continual improvement in 

a range of studies and surveys considered and 

conducted for this project. Global engagement 

and soft linkages will also be crucial as will 

the construction of immigration to ensure it 

contributes well to the nation’s future.

Complementing the institutional reform should 

be actual investment in the key areas that 

underpin capability—the capacity to compete 

and deliver for the nation’s future. This includes 

investment in education, training and skills, and 

in innovation, since the capacities of the people 

of the nation are the true core of advantage. 

This must be complemented by appropriate 

investment in public infrastructure to ensure the 

facilities are there for effective private activity to 

operate, and by ensuring full work participation 

by the Australian population.

Defining exactly what reforms produce what 

benefits is, of course, contested terrain. 

Resolution requires good evidence of the 

benefits and costs. Such evidence informs the 

modelling of reform conducted for the project. 

Importantly this is transparent and documented, 

so that alternative assumptions or improved 

evidence can be tested too, as can further policy 

changes beyond those examined here.



20

In the process of ‘walking on two legs’ in this 

way, through structural reform and capability 

investment, the ACA project has identified 

a number of key factors of importance as 

dimensions or drivers of this process. They are 

summarised as follows:

Natural advantage remains 
important

Sectors based on Australia’s natural endowments 

such as agriculture and mining, including 

fisheries, forestry, and oil and gas, will certainly 

have the ongoing potential to grow and will 

benefit from major cross-sectoral reform. Australia 

is the sixth largest country on Earth by total area, 

and as such numerous advantages have been 

endowed by nature. These range from mineral 

resources to climate and fauna/flora. It has a wide 

variety of landscapes, with tropical rainforests in 

the north-east, mountain ranges in the south-

east, south-west and east, and dry desert in the 

centre. The Great Barrier Reef, which is the world’s 

largest reef, extends for over 2000 km.

While Australia’s population density is amongst 

the lowest in the world, most of the population 

lives in the temperate coastal cities. It possesses 

a diverse range of habitats and is recognised as 

a mega-diverse country with a significant share 

of global geological and geographical assets, 

particularly relative to population. 

However sectors that have been traditional 

sources of strength and prosperity are facing 

constraints that transcend narrow sectoral 

boundaries. While Australia cannot be good at 

everything, concentrating on the lower value-

added components of the value chain especially 

is not a viable strategy for the future, particularly 

in an age of global value linkages and product 

fragmentation which values functions (specific 

elements of the value chain) rather than sectors 

(or industries). Enhancing our contribution to 

the high-value elements of the chain will ensure 

better flow-on benefits to Australians including 

for advanced manufacturing.

Created advantage offers  
new potential 

The report also finds that while the services 

sectors employ most Australians, they are a less 

well-recognised source of potential which should 

be better tapped to extend benefits to more 

Australians. Great gains can emerge from created 

advantage based on the skills of Australians in 

these fields. Areas such as health and education 

and professional services are capable of much 

future development, as is seen in detail in the 

studies completed for the project. 

The strength of past employment growth in 

Australia in the services sector is seen further 

in the figure that follows which demonstrates 

the potential to tap this distinctive feature 

of the long-term evolution of the Australian 

economy. The challenge for such growth will be 

accommodating automation-driven productivity 

improvements without reducing employment. 

The historical record is that this can be done, 

especially as demand shifts to these services as 

average incomes grow.

Implications of economic growth for social equity: Rand Corporation 

Addressing inequality

Education 
Expanding and improving the quality of education from early childhood to the tertiary level will further economic 
growth and promote equality. There are very high social returns from early education programs, and tertiary 
education has a very high pay-off in Australia. Investing in quality, expanding the number of institutions, and 
raising the minimum school leaving age are all likely to have positive impacts on economic growth and equality.

Fiscal policy 
Fiscal policy can even out disparities and make growth benefit all income groups where economic and social 
forces enlarge inequality. An existing system of progressive transfers and taxes has been a source of advantage 
for Australia, but it could be further enhanced and increasing targeted social expenditure could reduce inequality 
that emerges in the future. 

https://en.wikipedia.org/wiki/Rainforest
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The report concludes that all sectors can build 

on Australia’s history as a stable, urban, equitable 

and culturally diverse society. 

Knowledge and ideas really matter

The report emphasises that all sectors of the 

Australian economy, society and environment 

can substantially benefit from a firm foundation 

of excellence in the nation’s intellectual and skill 

capital complemented by a culture of knowledge 

transfer. For an advanced industrial economy 

such as Australia facing structural transition and 

a range of national and global challenges, the 

report is clear that in the long-run, knowledge 

ideas and their application are the real key to 

creation of sustainable comparative advantage. 

While Australia has been considered an 

innovative nation in many ways, reform is 

needed to ensure that the national capacity 

for utilising that innovation is increased. In 

order to remain a competitive and prosperous 

nation, the understanding of innovation needs 

to be broadened from a focus on research 

and development to one that encompasses 

both non-scientific innovations as well as the 

application of appropriate new research.

While Australia has a workforce whose skills 

are widely and internationally respected, it 

must be able to operate in an environment of 

global integration of trade and fragmentation 

of production. Furthermore there are some 

concerns that the Australian education system 

may not be fully imparting the skills required 

for a competitive knowledge economy. A 

multi-dimensional approach is needed where 

STEM (science, technology, engineering and 

mathematics) skills are built strongly, but are 

properly complemented by capability in areas 

such as humanities and social sciences (HASS) in 

order to understand the culture and societies in 

which Australia seeks to operate or engage.

Ideas and the sharing of information is also 

an area this report finds is underdeveloped. In 

surveys undertaken for the ACA project, the 

cooperation between industry and universities 

has been found to be inadequate. There are 

also fewer institutions or think tanks to enable 

the fostering and exchange of ideas outside of 

government than in other similar nations such as 

the US, UK or Northern Europe.

Better leadership is important

There is an ongoing need for Australia to have 

strong leadership and to move to new best 

practice management in all areas. The project 

has identified a concern particularly amongst 

industry and bureaucrats surveyed for the study 

about the quality of both business managers and 

political leaders. The performance of electoral 

representatives was seen as falling, with doubts 

about whether the current political system can 

adequately foster the progress sought.
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Effective progress would involve the potential 

of technological advancements like big data 

and cloud computing to be tapped, and 

include public, private and community sector 

management. The emphasis would need to be 

on learning about best practice and tapping the 

facilitating role of the Australian business schools, 

industry associations and leading consultancies 

to provide a concerted opt-in educative push 

on the use of such advancements as well as 

providing for a quantum leap in management 

skills. The special character of entrepreneurship 

should be added to this formula. 

Strengthening the role of 
partnership is important

There is an evident need for the development of 

strengthened and new institutions and incentives 

for collaboration and partnership between 

governments, business and community. The 

benchmarking and national reports compendia 

compiled for the project show Australia has 

developed a distinctive and largely successful 

model of public-private partnership that 

represents the Australian way in basic spheres of 

social and economic provision. This ranges from 

education, health, and infrastructure, to child-

care, retirement, social welfare provision and 

more. This can be enhanced and strengthened 

however, as some areas are not yet as strong in 

this approach as others. 

The project finds that new public-private 

partnerships in knowledge creation and 

commercialisation and in environmental 

initiatives could particularly be considered, as the 

current arrangements do not seem to be working 

so well. Indeed there is a range of possible 

specific policy developments from the structure 

of university and other research funding, through 

the role of industry associations and to new R&D 

financing packages for SMEs. 

Greater use of Australia’s pioneering income 

contingent loans could complement such 

partnerships well as a distinctive Australian 

response to these specific needs and, even more 

fundamentally, to the wider issue of what is 

sometimes called the ‘fiscal crisis of the state’.

Surveys of CEDA & IPAA members for ACA project

Knowledge & Leadership Issues

Knowledge transfer and technological cooperation between universities and companies. 
Only a minority of industry respondents (15%) and public service respondents (24%) believed that cooperation is 
well developed.

Education system 
Only a minority of Industry (29%) and public servants (32%) believed that the education system is imparting the 
skills needed for a competitive, knowledge economy

Leadership & management 
Industry respondents largely rated the quality of management across industries as average and public servants 
across all agencies surveyed believed the trend for performance of elected representatives was falling even when 
the current performance was rated as good. 

Political system fosters progress 
Only a minority in both industry (11%) and the public service (23%) agreed the political system presently fosters 
progress.

Source: Kumar 2013a; Kumar 2014.
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Pay-offs from reform
Modelling for this project has found that 

addressing reform in a broad way would have 

valuable and sustained benefits for the Australian 

economy and its people. This would mean both:

• institutional reforms in political, legal and 

market institutions ranging from federalism, 

through intellectual property to trade, 

taxation, workplace relations and competition 

policy, and also

• investments in infrastructure, education, 

research and development, innovation, labour 

participation and immigration.

The modelling analysis is from well-attested 

techniques also used by the Parliamentary Budget 

Office, Productivity Commission and others.

While either of the two paths, institutions or 

investment, would be valuable, the power of the 

two together, creating comparative advantage by 

‘walking on two legs’ is especially impressive. There 

is the potential for increases in living standards  

of 22% within 15 years, over baseline trend.

Under the combined scenarios, manufacturing 

would get the greatest benefit with agriculture 

also predicted to grow strongly. Demand for 

manufactured goods is boosted by the high 

rate of infrastructure investment required to 

support a higher rate of economic growth and 

agriculture benefits from the boost from free 

trade agreements.

The modelling also postulates double-digit  

rises in employment and there are gains in  

after-tax wages of an average of 21.5% by 2050. 

The biggest gains are for low-skilled workers with 

a predicted increase in after-tax wages of 38.1% 

compared to increases for mid-skilled workers of 

20.9% and high-skilled workers of 13.1%. This is a 

striking outcome for the objective of the pursuit 

of growth with equity, and arises from the shift 

in demand matching the growth in supply. The 

migration and education reforms both increase 

the supply of high skilled workers relative to low 

skilled workers, leading to some narrowing of 

wage differentials.

While the policy and reform process is never 

without challenges, a survey of public attitudes 

conducted for this project shows there is an 

appetite for at least some level of policy change. 

This includes a desire for more spending on 

core drivers of comparative advantage such as 

education at the school and tertiary level, and 

transport and communications infrastructure. 

Respondents were also very open to other 

investment change and to some institutional 

changes, particularly in labour market flexibility 

and pro-competition reforms.

While there was less support for taxation 

structural change, there was very clearly a 

willingness on the part of those members of the 

public surveyed to contribute to the wider cost 

of institutional reform through a higher level 

of taxation. A clear majority of those surveyed 

would either be willing to pay a little bit more or 

pay what was required to get the changes they 

nominated as important.

Willingness to pay more for institutional reform and capability investment, by demographics (%)

Response
Age group Education

18–34 35–54 55+ Up to Y12 TAFE University 

Be willing to pay whatever was required 24 22 17 17 17 24

Be willing to pay a little more 53 55 61 53 54 59

NOT be willing to pay more 23 23 23 29 29 17

Source: Table 5.5.



Conclusion
When considering what the future may 

bring, this report has found that thinking that 

tomorrow will be more of the same as today is 

not good enough. All possibilities need to be 

contemplated. In choosing how we face that 

unknown, and in some cases, unknowable future, 

a broad approach is necessary to make sure that 

the foundations with which we will face the new 

challenges are enhanced for whatever may come.

Australian progress faces challenges of great 

importance, but these are challenges that this 

project finds can be met. In the view of this 

report, building comparative advantage will 

require a commitment to ongoing institutional 

reform and to investing in our future capabilities 

as a nation. The report outlines packages of 

policies that are illustrative of what is required. 

Natural advantage sectors will still contribute 

mightily, but they can usefully be matched by 

the equally promising created advantage in the 

traditional areas of economic advantage and 

emerging advantage opportunities in advanced 

manufacturing and service industries. 

The report also concludes that institutions and 

culture must be configured to support this 

process, including through Australia’s rather 

distinctive deployment of major public-private 

partnership systems, and that better leadership, 

management and the encouragement of 

innovation and entrepreneurship will be a key to

success. In all the above-mentioned illustrations 

the importance and centrality of knowledge/

ideas would be explicitly recognised in the 

associated structures and policies. 

The project has found evidence that the 

Australian public is increasingly willing to commit 

to and support such ways forward. Explanation 

and leadership is needed for this vision to realise 

its potential, but the Australian community has 

the level of sophistication to understand what is 

needed to inform and support that process. 

Building comparative advantage is not simply 

addressing a list of policies or proposals but 

ensuring the framework of a broad-based 

foundational approach to the Australia of the 

future is understood and at the heart of decision-

making and debate. Australia does well at many 

things but that is no guarantee of future success. 

If we want the country to be the best it can be, 

we will have to build that future.

This report affirms that pursuing both 

institutional changes in political, legal, market 

and cultural arrangements alongside investment 

in skills, infrastructure and innovation would 

see long-lasting benefits to growth and living 

standards. These initiatives would develop 

the national capacity to realise comparative 

advantage and compete well in a changing 

global environment. They would also enhance 

our ability to do this equitably and sustainably.
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While reform is 
challenging, the benefits 

of systematic reform 
and investment in our 

future to build Australia’s 
comparative advantage 

will mean higher living 
standards, increased 

equity and greater 
sustainability.
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Comparative advantage (Chapter 1)
• A broad definition of comparative advantage allows for a more 

holistic and inclusive view of what is needed to build and consolidate 

Australian strengths across the nation’s economic, institutional, social 

and cultural arrangements.

Taking stock, looking ahead (Chapter 2)
• Australia has many notable strengths, particularly in its high quality 

of living (especially in the large cities), low corruption, strong basic 

research, and high human development. However, there is insufficient 

policy attention given to how to maintain and enhance these strengths, 

or what emerging challenges could undermine these in the next few 

decades. There also appears to be little attention given to what lessons 

could be drawn or how their success could be emulated in other areas. 

Commissioned reports have too often been narrow and piecemeal and 

the reasons for and lessons from areas that are Australia’s strengths 

appear not to have been the subject of in-depth study. For example, 

why Australia’s culture is rated so highly and what makes its cities good 

places to live, perhaps, are not adequately examined.



• Benchmarking shows there are weaknesses in some of the drivers of 

comparative advantage such as the commercialisation of innovation, 

education equity, infrastructure development, environmental 

sustainability and government regulation. Public leadership is 

perceived as lacking by business and policy sectors, as well as foreign 

business executives who deal with Australian companies. These are 

significant areas where much improvement is needed. The awareness 

of global or other country directions is weaker than might be expected 

in government/public service.

• The project’s survey results show that the government and business 

sectors naturally attach importance to issues relating to their 

immediate direct interests, and do not attach importance to other 

trends and developments, as a result their perspectives diverge. 

This makes consensus in policy a challenge. Greater partnership and 

collaboration might be sought so that outcomes are based on mutual 

understanding if not full convergence.

• Australia will face a challenging and complex global environment with 

strong global competition in some of Australia’s strongest industry 

sectors. Considerable uncertainty exists, as shown by the project’s 

scenario analysis. The strategic landscape in the 21st century will be 

characterised by complexity and diffusion of power. Policy should aim 
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for robustness and flexibility, resilience and 

nimbleness. Assumptions of certainty will 

breed rigidity. Power and responsibilities will 

have to be better divided, and resources and 

skills will need to be adequately provided 

such that each level of government can 

handle its particular problems.

Core policy themes  
(Chapters 3 and 4)

• Industry policy that relies upon past strengths 

only will not yield the desired results unless 

complemented with new ones. This is due 

to realities of both globalisation and the 

revolution in information technologies as well 

as other key enabling technologies.

• Australia’s stock of natural resources 

and global reputation of its skilled work 

force are national strengths. This can and 

should continue to be the case. However, 

the Australian market size is limited, and 

continuing growth requires that global 

markets are targeted and opportunities 

realised intelligently.

• The current prosperity has been in part the 

result of focusing on some lower value adding 

elements of the value chain, whether in terms 

of extracting and exporting minerals and ores, 

or growing and exporting basic agricultural 

commodities. This cannot be a viable strategy 

for the longer-term future. The nation does 

not yet adequately focus on adding value 

to these economic activities, even though 

that is what we should expect from a highly 

developed nation with a skill-intensive 

workforce. Most of global production is now 

based on global value chains and global 

production fragmentation, where even a 

single product from a single industry is 

assembled from parts produced all over the 

world. This applies to products ranging from 

commercial aircraft (Boeing) and children’s 

toys (Barbie dolls). Countries specialise, not 

in industries, but in specific elements of the 

value chains and Australia needs to access the 

high value components.

• Both macro and sectoral analyses shows that, 

in building comparative advantage, Australia 

needs to have world-class infrastructure, not 

just in physical terms (roads, ports, utilities, 

etc.) but also digital infrastructure that 

supports large data transfers and high speeds. 

Historical investments in infrastructure made 

Australia one of the most urban countries, 

and delivered one of the highest living 

standards in the world. However, as things 

currently stand, Australia ranks as a ‘middle 

performer’ on infrastructure amongst the 

cohort of advanced nations. Given a projected 

40% increase in population over the next 20 

years, a failure to upgrade and invest in new 

infrastructure could seriously undermine 

long-term national comparative advantage.

• If Australia is to seriously leverage its national 

strengths to gain from participation in 

global networks and fully support domestic 

realisation of advantage, then it will need to 

further develop its skills. A nation is defined 

by its people, and a nation’s productive 

capacity is centrally dependent on the 

skills capability of those people. Australia 

has a work force whose skills capability is 

substantially respected. In order to remain 

so, it must be able to operate and add value 

in an environment characterised by high 

levels of global integration of trade and 

fragmentation of production. The rise of Asia 

and the economic power of its middle class 

create new challenges and opportunities. 

Among other things, these challenges and 

opportunities require a multi-dimensional 

skills capability, where a strong STEM 

capability is complemented by capability in 

both management and humanities and social 

sciences (HASS). Australia also has a strong 

VET sector that can be even better positioned 

and utilised.

• Immigration has been a major source of skills 

enhancement for Australia and, with around 

25% of its current population being overseas-

born, is also a defining feature of Australian 

development. Australia is widely viewed 

as more successful than most countries in 

how it has operated its migration entry and 
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settlement arrangements. As such, well-

managed immigration should be an ongoing 

source of comparative advantage for the 

nation, and should be reviewed in order to 

ensure continuing optimal performance.

• Amidst a spreading rhetoric of needing 

greater innovation, inadequate attention 

appears to be paid to national capacity 

for utilisation of that innovation. As 

things currently stand, this capacity is too 

limited. Clearly for Australia to improve its 

competiveness and productivity capability, 

this must improve. A more effective 

taxation and legal system that incentivises 

innovation and risk taking will be part of 

the solution. So will improved innovation 

finance arrangements, potentially including 

new approaches such as revenue contingent 

loans for R&D. It may also be that Australia 

could lead in adopting a broader definition of 

innovation in its policies and behaviours so as 

to encompass non-scientific innovation too.

Wider positioning for 
Australia’s future (Chapter 4)

• Well-functioning institutions need to be 

seen as a key part of securing comparative 

advantage. It is institutions which set the rules 

of engagement and affect the incentives and 

understandings facing society and economy. 

Institutions are of many kinds, though the 

ones looked at in this report govern how 

powers and responsibilities are shared 

between the various levels of government 

(federalism), how knowledge creation 

is regulated and rewarded (intellectual 

property), how businesses compete in a 

modern capitalist society (competition policy) 

and how culture facilitates understandings 

(cultural policy). While each of these have 

been real sources of strength in the past, they 

are failing to adapt to a changing strategic 

environment, and must be realigned to 21st 

century imperatives if they are to keep serving 

the national interest. Actions to improve 

functioning of policy in each of these areas 

will contribute substantially to enhancing 

comparative advantage and national well-

being.

• Enhancing national well-being through 

comparative advantage also requires 

recognition that socio-cultural and 

environmental dimensions are part of the 

framework required. While both must be 

made resilient to changing circumstances, 

our collective national response to these 

circumstances should also avoid causing 

irreversible damage to the society and 

environment. Our quality of life and 

environment are great legacies we have 

inherited from past generations, and should 

take care that our collective stewardship of 

these delivers similar benefits for those who 

come after us. 

• A cohesive and peaceful society—based 

on the principles of fairness, freedom, and 

opportunities for advancement—is the very 

basis of a functioning and productive society. 

It is self-evident that a society with endemic 

inequality or the fear of violence or exclusion 

and disadvantage is unlikely to fully realise 

its capacity to foster creativity, productivity, 

or dynamism. Australia has long enjoyed one 

of the higher standards of living in the world, 

and this has been based on social cohesion, 

rule of law, and a culture of ‘fair go’. Important 

challenges to this need careful address, and 

this will support comparative advantage.

• Empirical analysis done for this report has 

shown a pattern of deterioration in several  

key environmental variables such as 

carcinogenic air pollution and wastes, 

which is only partially offset by adoption of 

better technologies, government policies, 

and transition to service industries. More 

work needs to be done to address the 

environmental impacts of growth. Water 

management is an area of particularly strong 

and positive performance, and could offer 

valuable insights and policy lessons that could 

be emulated across other indicators as well. 



Leading the way (Chapter 5)
• Comprehensive microeconomic reforms of 

the 1980s and 1990s have been credited with 

delivering lasting income and employment 

growth for Australia. However, previous 

reforms were incomplete, and changing 

circumstances and imperatives create new 

opportunities for growth through additional 

reforms. At the same time, opportunities also 

exist for policies directed at investment in 

Australia’s future. 

• Policy advance can embrace measures that 

improve both institutional capability and 

measures that advance future investment. The 

latter has received less comprehensive public 

attention than did institutional or structural 

reform. Modelling for the report shows that 

concentrating on boosting investment will 

have longer lasting economic benefits than 

institutional policy changes, but the pay-offs 

to these can also be high. Combining the two 

in across-the-board reform is therefore the 

optimal path. 

• The aggregate pay-off for a combined 

package of widely recognised reforms could 

be of the order of 22% for living standards 

by 2030 over and above the baseline trend 

without such reform. The wage benefit to 

less advantaged workers is higher than 

that for average workers under the reform 

scenario. This projected equity advance is also 

important to acknowledge.

• All sectors would advance in aggregate 

under reform relative to the base case. 

But manufacturing and agriculture would 

especially benefit.

• Public support for policy change will be 

harder in some areas ahead of others. Some 

structural policy reforms in particular may 

therefore require more work to convince the 

public of the necessity for change, according 

to the survey of public attitudes conducted 

for the project. Leadership is an essential 

ingredient for success here.

• People are willing to contribute at least a little 

more in taxes to fund the costs of reform, 

again according to the project’s survey of 

public attitudes.

• There is a need to clarify the roles and 

responsibilities in the federal system. 

Confidence could be built with the 

transparent evaluation of government 

spending projects of a substantial size.

• Effective action across all the defined ‘bedrock’ 

areas would require effective and forward-

looking leadership that articulates a vision 

based on a rigorous contestation of ideas, 

achieves public support by communicating 

the potential benefits of these to the public, 

and takes adequate account of public 

feedback and priorities, as seen in past 

accounts of policy reform successes and 

failures.

• Leadership skills need to be lifted at the 

management level. Leadership in ideas could 

also be built through enhancing Australia’s 

portfolio of think tanks and like entities well 

beyond present levels. Universities could have 

impact and engagement strategies as part of 

responsibilities.

• Australia has a unique blend of public and 

private in the provision of economic and 

social spheres and this could be built on as 

a basis from ongoing national stability and 

advance. Income contingent loans could be 

increasingly applied in many more areas as 

a distinctive Australian way forward that can 

assist with the task of ‘fiscal consolidation’.
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Establishing proper 
policy foundations now, 

combined with public 
support and effective 
leadership will better 

place Australia on a 
trajectory for national 

strength, post the mining 
investment boom. 
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What sort of Australia will we live in? What changes will the increasingly 
complex world bring to our lives and our work? How will we meet those 
challenges? Can we do more of the same or do we need to do some things 
differently? How do we keep the things that make Australia strong in the 
face of those challenges? How do we address our weaknesses? 

Australia’s Comparative Advantage (ACA) project seeks to answer those 
and related questions through exploring how to build and secure 
Australia’s future through comparative advantage.

With an economy in transition in an increasingly complex and competitive 
world, the project aims to provide a national roadmap for decisions about 
the future and the conditions that can underpin achieving Australia’s best.

Using evidence-based analysis and multiple methodologies of 
investigation, the nature of future economic transition, and also social 
change and environmental adjustment, have been reviewed and 
examined. This is a ‘triple bottom line’ or ‘wellbeing’ approach.

Australia’s distinctive attributes have been defined as the foundation for a 
country that can deliver more than most on freedom, prosperity, fairness and 
sustainability. But how can continued national wellbeing over the remainder 
of the century be ensured? What possibilities and opportunities should be 
pursued? What emerging challenges threaten or undermine those strengths? 

Introduction: 
advancing Australia
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These are fundamental questions that have been pursued by the ACA project as part of the Securing Australia’s 

Future (SAF) program of investigation through the Australian Council of Learned Academies (ACOLA).

This is a series of strategic research programs delivered to the Australian Chief Scientist and the 

Commonwealth Science and Innovation Council. It is coordinated by ACOLA where the Academies 

are working together to deliver research-based evidence to support policy development in areas of 

importance to Australia’s future (Figure 1.1).

1. Australia’s comparative advantage

2. STEM: Country comparisons

3. Smart engagement with Asia:  
Leveraging language, research and culture

4. The role of science, research and technology  
in lifting Australian productivity

5. New technologies and their role in our security, 
cultural, democratic, social and economic systems

6. Engineering energy:  
unconventional gas production

7. Australia’s agricultural future

8. Sustainable urban mobility

9. Translating research for economic and social 
benefit—country comparisons

10. Capabilities for Australian enterprise innovation

11. Business diasporas in Australia: maximising  
people to people links with Asia

12. Securing Australia’s Future program review

13. Research training system review

Figure 1.1: Securing Australia’s Future research topics
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The project has used research approaches drawn 

from across the range of academic disciplines to 

help address the fundamental issues involved in 

positioning Australia for its future. It is focused 

on the medium and the long-term but also on 

the pathways that need to be built to that future 

from the present. 

1.1 The nature of 
comparative advantage
The notion of comparative advantage is both a 

complex and contested one.

For this project, comparative advantage has 

been defined broadly as creating and playing to 

Australia’s strengths, and of ensuring flexibility 

and resilience in the pursuit of this ambition. 

It is the high road to sustained advantage for 

Australia: the realisation of long-term potential 

and the general direction and policy options for 

helping realise that potential.

It is not simply competitive advantage. While 

that is one source of comparative advantage, it 

also involves maximising national benefit from all 

contributing factors. The approach therefore goes 

beyond the market position of firms, though this 

remains central, and embraces political, social 

and cultural factors as influencers too.

The project assumes wellbeing can only be 

fully achieved if Australia commits to strongly 

engage in the global marketplace and wider 

international activities in the Asian century, 

but also embraces the non-traded sectors from 

construction to services to local manufacturing. 

The same principles apply to internal trade so the 

non-traded sectors contribute not only indirectly 

to international trade capability but directly to 

national wellbeing.

It is not just a notion that applies to economic 

activities alone. Comparative advantage 

transcends specific industries and can arise as 

much or more from the institutional, social and 

cultural arrangements that underpin a country. 

This is an important theme for this report. An 

effective education system, sound legal and 

cultural institutions, progressive property rights 

and regulatory regimes, and an inclusive and 

peaceable society are all important enabling 

factors and drivers of sustained national 

prosperity.

Building on the sources of national strength that 

cannot be easily replicated or competed away 

and which are, by design or default, sustainable, 

is also central. Legacy and natural endowments 

are therefore part of comparative advantage, but 

created advantage is as well. And the strengths 

of both need to be encapsulated and weakness 

mitigated.

Australia has become a more flexible and resilient 

nation through the policy settings and actions 

over the past few decades. But it can also be 

argued that insufficient sustained attention has 

been given to further new sources of national 

strengths or advantages, or to understanding 

of how emerging global trends and socio-

cultural changes are creating new opportunities 

and threats for Australia. The project therefore 

embraces a foundational notion of comparative 

advantage that can be created as well as 

incorporating natural advantage and facilitating 

sectoral comparative advantage.
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1.2 A framework for analysis
This approach to building Australia’s comparative 

advantage leads to a wider framework for 

examining the determinants of this and 

their enhancement. A ‘drivers’ and ‘enablers’ 

characterisation helps here. The drivers are the 

forces conditioning the opportunities and threats 

facing Australia. The enablers are our capacities 

for response. A ‘triple bottom-line’ evaluation of 

their impacts is adopted.

National wellbeing

Society EnvironmentEconomy

It is evident from this approach that comparative 

advantage is wider than competitive advantage 

alone, with the latter’s connotation of market 

position of firms as the only or predominant 

focus. Here further social, political and cultural 

forces are also seen as influencers (Figure 1.2). 

National enablers

InnovationInstitutions and culture Leadership and management

Infrastructure Education and skills

External drivers

• Asia growth
• Population growth
• Climate change

• Ageing population
• Cultural diversity
• Growing cities

• Technological revolution
• Financial integration

• Changing attitudes  
(work and family roles)

Figure 1.2: ACA’s drivers and enablers framework for analysis

Global Australia
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Future projects. But the ACA project did develop 

its own detailed documentation, so that 

propositions and evidence provided can be 

interrogated further as required. Figure 1.3 lists 

the ACA project’s own reports. These are all to 

be made available separately and provide the 

detailed documentation for much of the material 

summarised in this project’s final report.

In addition, a range of statistical analysis used 

during the ACA project has been gathered and 

documented in Elnasri (2015), Commissioned 

Statistical Studies for Australia’s Comparative 

Advantage Project which is provided alongside the 

other ACA reports specified.

Further to this end Figure 1.4 provides a mapping 

from the ACA final report structure to the 

project documents that were principally relied 

upon for the content of each section. These 

seventeen reports are listed, plus a report from 

the Committee for Economic Development of 

Australia (CEDA) which was also used extensively 

for manufacturing analysis.

The reports produced for this study to provide 

project-specific documented evidence are listed 

in Figure 1.3.

1.3 Project documentation

1.3.1 Valuing evidence

As an ACOLA project, this report is principally 

based upon well-documented evidence. As well 

as drawing on the general body of knowledge 

and other ACOLA reports, the project itself 

commissioned a series of studies that are at the 

core of the deliberations and findings of this study. 

The project takes the view that evidence-based 

policy helps reduce the differences between 

contending views and puts future action on 

a surer footing. It does not resolve all issues. 

Interpretations of evidence can differ and values 

will often contend in assessing the significance 

of findings. But to enter the market place of ideas 

armed with systematic knowledge is to provide a 

surer foundation for informed discussion. 

The ACA project itself wrote or commissioned 

seventeen reports as resources for this Final 

Report from the project. This is important as the 

project covers a huge canvas but needs to be 

sure on detail as well as big picture issues. 

Of help here has been the ongoing work and 

final reports of the other Securing Australia’s 

ACIL Allen Consulting, Australia’s Comparative 
Advantage in Agriculture

ACIL Allen Consulting, Australia’s Comparative 
Advantage in Services

CEDA, Survey of CEDA Members for ACOLA Project

Eventures Australia, Doing Business with Australia 
and Australian Organisations: A Global Perspective on 
Australia’s Innovation and Entrepreneurship Capability 

Independent Economics, Australia’s Comparative 
Advantage: Scenario Modelling 

IPAA, Survey of IPAA Members for ACOLA Project

Justin O’Connor & Mark Gibson, Monash University, 
Culture, Creativity, Cultural Economy: A Review

PwC, Maintaining Australia’s Advantage: Institutions 
and Innovation

PwC, Maintaining Australia’s Advantage: Management 
and Skills

PwC, Maintaining Australia’s Mining Advantage

Rand Corporation (Australia), Implications of Australian 
Economic Growth for Environmental Sustainability 

Rand Corporation (Australia), Implications of Australian 
Economic Growth for Social Equity 

SAF01, Compendium of Global Ranking Reports

SAF01, Compendium of National Reports for Australia’s 
Comparative Advantage

Social Research Centre, Australia’s Comparative 
Advantage: Public Preference Study 

Centre for Australian Foresight, Vision Australia, 
A Stocktake of Future Scenario Reports for Australia

Vulture Street, Ideas Jam Challenge: Report

Figure 1.3: Australia’s comparative advantage reports
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1. Introduction: advancing Australia

2. Taking stock, looking ahead 

• Relative Global Performance (Compendium of Global Ranking Reports) 

• Current Priorities and Focus (Compendium of National Reports for Australia’s Comparative Advantage) 

• Comparative Perspectives of Stakeholders (Vulture Street, Ideas Jam Challenge: Report) 

• Plausible Scenarios for the Future—Trends, Issues, Drivers, and Enablers (Centre for Australian Foresight, Vision 
Australia, A Stocktake of Future Scenario Reports for Australia)

3. Sectoral dimensions of Australian performance 

• Agriculture (ACIL Allen Consulting, Australia’s Comparative Advantage in Agriculture)

• Mining (PwC, Maintaining Australia’s Mining Advantage)

• Manufacturing (CEDA, Advanced Manufacturing) 

• Services (ACIL Allen Consulting, Australia’s Comparative Advantage in Services)

• SAF04, The Role of Science, Research and Technology in Lifting Australian Productivity

4. The bedrock: foundations of a free, fair and prosperous society 

• The Role of Institutions (PwC, Maintaining Australia’s Advantage: Institutions and Innovation) 

• Embedding Innovation (PwC, Maintaining Australia’s Advantage: Management and Skills; Justin O’Connor and 
Mark Gibson, Monash University, Culture, Creativity, Cultural Economy: A Review) 

• Developing Skills (PwC, Maintaining Australia’s Advantage: Management and Skills; Justin O’Connor and Mark 
Gibson, Monash University, Culture, Creativity, Cultural Economy: A Review)

• Fostering a Harmonious Society (Rand Corporation (Australia), Australia’s Comparative Advantage: Implications of 
Australian Economic Growth for Social Equity)

• Ensuring Sustainability (Rand Corporation (Australia), Australia’s Comparative Advantage: Implications of Australian 
Economic Growth for Environmental Sustainability)

5. Policy directions and options 

• Pay-offs for New Reforms and Investment in the Future (Independent Economics, Australia’s Comparative 
Advantage: Scenario Modelling)

• Public Attitudes to Stability and Change (Social Research Centre, Australia’s Comparative Advantage: Public 
Preference Study)

• The Role of Leadership and Partnership (Survey of CEDA Members for ACOLA Project; Survey of IPAA Members for 
ACOLA Project; Eventures Australia, Doing Business with Australia and Australian Organisations; Social Research 
Centre, Australia’s Comparative Advantage: Public Preference Study)

Figure 1.4: Report mapping—principal project documents



Taking stock, 
looking ahead

Inevitably, the future is unknowable.

We can devise scenarios of what the future might bring given 

different conditions but the world is changing rapidly and there 

are no guarantees that scenarios will become reality. What we do 

know is that there are strengths Australia already has. There are 

opportunities out there. There are risks too and not all of those risks 

are negative.

When ranked against the rest of the world, or just the rest of  

the developed nations, Australia performs very well on a range  

of measures.

According to these measures, summarised below, Australia is 

a place that is good to live in. By contrast with international 

standards, government in Australia is seen to be relatively 

corruption free. It is relatively free economically and mostly a 

reasonable place to do business. Australians are generally happier 

with their lot than the international average. People can expect 
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to live longer and be well educated. The 

workforce is seen as flexible and adaptable and 

Australians are seen as prosperous. For a country 

with an outward focus that faces intense and 

growing international competition, business 

and government say they are willing to engage 

globally.

But taking best advantage of the existing 

strengths and building new ones in order to put 

the nation’s best foot forward is the challenge. 

And in some areas, Australia is not yet seen as 

well equipped to meet that challenge.

Both international rankings and surveys of 

business raise questions about our ability to 

innovate or to make the most of what innovation 

exists. Business does not think it can always get 

the money it needs to grow and it questions the 

quality of its own management. Industry agrees 

with the findings of international surveys about 

the constraints imposed by regulation.

Both business and public servants, as will be 

seen, question the quality and capacity of 

government, through its elected representatives, 

to respond including in some of the areas 

most tied to a global outlook. Business and 

bureaucrats do not see eye to eye on the major 

global risks that could hurt Australia or the risks 

Australia could benefit from, so resolution of the 

significance of these differences is important.

Understanding where we are and where we  

think we are is an important first step to 

understanding how to face a future that is 

challenging and uncertain.

39
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2.1 Relative global 
performance

2.1.1 Benchmarking

Australians have long had a love affair with 

the underdog. Our most solemn national day 

commemorates a military defeat and our national 

song tells the tale of a sheep thief. The tall poppy 

syndrome where success is frowned upon is part 

of our national character. There are few occasions 

outside of sport where triumphs are celebrated. 

Yet seeking to build Australia’s comparative 

advantage will in part be a cause aimed at 

finding, celebrating and emulating what is done 

well. And then seeking to do more of it.

In order to identify where the gaps are in 

comparative advantage, it is important to find 

some benchmarks in the present so the pathways 

to the future can be mapped out.

To start this process, the ACA project analysed  

16 different global ranking reports published 

by prominent organisations, see Kumar 2013b. 

They cover a range of issues that go to the heart of 

comparative advantage; social measures, the ease 

of doing business, innovation and competitiveness 

and education. On a few of the measures Australia 

does relatively well compared with the rest of 

the world. However it’s performance on many 

highlights gaps that will need to be addressed  

in order to build comparative advantage.

Strengths in society

Australia performs most strongly when it comes 

to a range of social measures highlighted in the 

global rankings reports. Whilst not necessarily 

directly related to doing business, they are 

important in identifying some of the nation’s 

strengths as a society and culture and some of 

the attributes others may consider worthy when 

considering doing business in or with Australia 

and Australians.

If Australia wants to attract more talented 

people or businesses looking for opportunities 

for growth or a base from which to expand into 

the growing Asian economies, then Australia 

is an attractive place to live. Four of Australia’s 

six state capitals are considered amongst the 

most liveable in the world and one, Melbourne, 

is considered the most liveable (Compendium 

of Global Ranking Reports, Economist Group 

Liveability Survey 2012, in Kumar 2013b).

Australians are more satisfied with their lot than 

the average of their international counterparts. 

More than 84% of Australians say they have more 

positive experiences in their day than negative 

ones, above the OECD average of 80% (OECD 

Better Life Index 2012, Australia summary, in Kumar 

2013b). Satisfaction or wellbeing are imperfect 

measures but the surveys show Australians live 

longer than most and incomes and employment 

levels are also higher than average (OECD Better 

Life Index 2012, Australia summary, in Kumar 

2013b). Credit Suisse found Australia was first 

globally in median household wealth and second 

in mean household wealth (Kumar 2013b). 

Australian governments are considered relatively 

corruption free and the services they provide, 

health and education, are ranked relatively highly 

(OECD Better Life Index 2012, OECD Education at a 

Glance 2013, in Kumar 2013b) although naturally 

there are mixed results in these and other surveys 

where some components perform better than 

others.

Report Number of countries ranked Australia’s ranking

Better Life Index 36 1

Corruption Perception Index 176 11

Livability Survey 140 cities Melbourne at number 1

Quality of Living and Quality of Infrastructure 460 cities Sydney at number 10

Human Development Index 186 2

Source: Kumar 2013b.

Table 2.1: Key social ranking studies
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Australia is a prosperous nation. On the survey 

results it is considered economically free, it ranks 

very well on human development, provides good 

infrastructure and is considered a good place to 

do business. Australian ranked third out of 185 

countries on the Economic Freedom Index and 

fourth on the Prosperity Index (see Kumar 2013b).

2.1.2 Important weaknesses

Competitiveness and innovation 

But Australia is not scoring well on every measure.

For businesses in Australia and for those looking 

to do business in and with Australia, the global 

rankings reports identify some gaps in Australia’s 

performance in a range of measures. In a number 

of the reports, Australia’s regulation—including 

on labour and taxation—is found to place a high 

burden on business and Australia does not do well 

on competitiveness when it comes to measuring 

itself against similar advanced economies. 

While Australia is reasonably good at basic 

innovation according to the ranking reports, it is 

not so good at the next stage of developing or 

commercialising those ideas, with making more 

of the ideas developed constrained by regulation, 

taxation and the efficiency of the bureaucracy.

On the question of innovation, the World 

Economic Forum’s global competitiveness index 

measured Australia against similar countries. It 

categorised Australia as an ‘innovation driven/

stage 3 economy’ with 35 countries in the group. 

Of that group of Australia’s peers, it ranked 20th.

The Global Innovation Index (Kumar 2013b) looked 

at a broad notion of innovation. It measured sub-

indices on innovation input (institutions, human 

capital and research, infrastructure, market and 

business sophistication) and innovation output 

(knowledge and technology outputs, and creative 

outputs) and produced an innovation efficiency 

ratio of the two.

On some measures Australia performed 

reasonably well but the performance on the 

efficiency index was markedly worse (Table 2.2).

The World Economic Forum’s Global 

Competitiveness Index (WEF 2014) also looked at 

the problems business faces and found some 

of the biggest concerns in areas of the burden 

of government regulation. Restrictive labour 

regulation was the biggest problematic factor in 

doing business, followed by tax rates, inefficient 

government bureaucracy along with concerns 

about an inadequate supply of infrastructure. 

There was also concern, although to a lesser 

degree, about access to finance, a poor work 

ethic from the labour force and policy instability. 

Mirroring results in other international surveys, 

there was little or no concern in the Global 

Competitiveness Index about crime, corruption, 

poor public health, inflation and government 

instability (Kumar 2013b).

In one of Australia’s leading export industries, 

travel and tourism, Australia ranks well when 

measured against 140 other countries (11th) and 

very well when compared with the Asia Pacific 

region (2nd) but its performance is worse on 

price competitiveness (137th) environmental 

sustainability (56th) and ground transport 

infrastructure (49th) (WEF Travel and Tourism 

Competiveness Index in Kumar 2013b).

Index Australia rank Australia score (0–100) Top country score (0–100)

Global Innovation Index 17 55 64.78

Innovation Input Sub Index 10 64.6 73.6

Innovations Output Sub Index 22 45.5 63.11

Innovation Efficiency Index 81 0.7 1.1

Source: Kumar 2013b.

Table 2.2: Global innovation index measures
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Education 

Providing high quality education from the early 

years through to tertiary and vocational education 

is intrinsically important to developing Australia’s 

comparative and competitive advantage. 

Education is also one of Australia’s biggest 

export earners as Australia currently is one of the 

primary destinations for international students. 

Maintaining and improving the education system 

that drives that export industry will be crucial in 

an increasingly competitive market.

There are many international measures for 

different aspects of the education system. In the 

measures studied for the Compendium of Global 

Ranking Reports (Kumar 2013b), the Australian 

education system does well at the school, tertiary 

and vocational stage, and particularly well at 

attracting foreign students to Australia’s shores 

to study, although Australia does not spend 

more than the average of its peers on education 

in terms of government expenditure especially 

in pre-school and post-school education (OECD 

2014a; OECD Better Life Index Australia summary 

in Kumar 2013b).

The picture for education and participation 

by women is mixed. The OECD Better Life Index 

finds there are not as many women earning 

the equivalent of a high school qualification as 

men, with the difference higher than the OECD 

average, and this suggests more needs to be 

done to strengthen participation of women in 

higher education (see Kumar 2013b). However 

the OECD Education at a Glance survey (OECD 
2014a) shows more young women than men 
are likely to have a tertiary degree in Australia. 
This does raise questions about the move into 
the workforce with Australia lagging behind 
best practice countries such as Canada and 
Scandinavia when it comes to female labour force 
participation (Figure 2.1).

While Australia spends more than average on 
the early years of education, it does not result 
in getting the youngest students engaged with 
the system. The OECD Education at a Glance Index 
found participation in early childhood education 
is low in Australia compared to other OECD 
countries, particularly for three and four year 
olds where enrolment in pre-primary education 
is well below the OECD average (OECD 2014a). 
It found Australian early childhood education 
programmes typically start at a later age and are 
shorter in duration, with children moving into 
primary education earlier than in many OECD 
countries.

Another difference, and an important one given 
Australia has developed a model of mixing public 
and private spending in areas like education 
and health, is that Australia has more private 
investment in its education system than is the 

average for the OECD (Kumar 2013b; OECD 
2014a). Average spending on pre-primary 
education relative to GDP is lower than the OECD 
average, and spending comes almost equally 
from public (56%) and private sources (44%) 
while the OECD average is for spending to come 
overwhelmingly (82%) from public sources (see 

Kumar 2013b and Box 2.1).

The higher than average private investment is 
also apparent in Australia’s health system where 
spending by public sources is slightly below the 
OECD average, although the difference is not as 
clear as it is in education funding (OECD 2013b; 

Kumar 2013b) see Figure 2.2.

As with education, there is a higher proportion  
of private funding in health with spending 
funded by public sources slightly below the 
OECD average, although the difference is not as 

clear as it is in education funding (Kumar 2013b; 
OECD 2013b).
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Figure 2.1: Female labour force 
participation, 15–64, 2013

Source: OECD 2014c.
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Environment

Tackling environmental challenges well is not only 

important for sustainability, health and wellbeing 

but also as a potential area of comparative 

advantage. Australia is developing a clean, green 

reputation in order to expand both agriculture and 

tourism and there is potential to export expertise 

not only in those two industries but in other 

areas under the broad environment heading.

Australia’s performance on a number of 

environmental measures is mixed and shows up 

some gaps, including some of clear significance 

for comparative advantage (Table 2.3).

Box 2.1: Education investment

Australia’s total expenditure for all levels of education relative to GDP in 2010 was 6%, similar to the OECD average. 
This is despite significant increases in government investment between 2008 and 2010; Australia’s spending 
increased by 24%, more than four times the OECD average increase of 5%. In 2010, Australia devoted about US 
$10,825 per student each year at all levels from primary to tertiary education, compared with the OECD average of 
US $9313 per student. 

However, the pattern of spending per student differs significantly across the education levels, with tertiary 
spending below OECD averages. The Public-Private mix of expenditure is distinctive in Australia.

In 2010, 74% of Australia’s total expenditure on educational institutions came from public sources, which is lower 
than the OECD average of 84%. In fact, at 26%, Australia has the sixth largest proportion of private expenditure in 
the OECD for all levels of education compared with an OECD average of 16%. The share of private expenditure on 
pre-primary education was 44%, above the OECD average of 18% while, at tertiary level, 54% of all spending came 
from private sources, again much higher than the OECD average of 32%. 

Source: OECD 2014a.
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Figure 2.2: Health expenditure as share of GDP, OECD Countries, 2011

Note: 1. Total expenditure only. 2. Data refers to 2010. 3. Data refers to 2008. 
Information on data for Israel: <http://dx.doi.org/10.1787/888932315602>.

Source: OECD Health Statistics 2013, <http://dx.doi.org/10.1787/health-data-en>; WHO Global Health Expenditure Database.
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Table 2.3: Key environmental performance 
indicator rankings 

Indicator Australia’s ranking

Health impacts 1

Forestry 1

Water and sanitation 1

Water resources 9

Air quality 15

Biodiversity and habitat 44

Climate and energy 71

Fisheries 77

Agriculture 84

Source: See Kumar 2013b.
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The Yale Environment Performance Index shows 

Australia does well on environmental measures 

such as health impacts (child mortality), water 
and sanitation, water resources and air quality 
(ranking 15). 

It also ranks well or reasonably well on aspects 
of ecosystem vitality such as forestry, where the 
ranking has improved significantly over time, and 
water resources. However it has performed more 
poorly on biodiversity and habitat, agriculture, 
fisheries, and climate and energy.

In a separate index of energy sustainability 
Australia’s performance in the energy 

sustainability index has also been improving 

overall over time, and it ranks especially well on 

energy equity and energy security. However its 

performance is not as good on environmental 

sustainability where it ranks 98th, according to 

this index.

Summary

There are some lessons to be drawn from how 

Australia stacks up against the rest of the world 

when considering how to nurture comparative 

advantage which at its heart implies developing 

existing and new strengths to put Australia ahead 

of its competitors. 

The Compendium of Global Ranking Reports 

(Kumar 2013b) shows that when measured 

against its peers, Australia’s performance is not 

invariably stellar and the detail of the reports 

show there are clear gaps in performance.

Some of these gaps go to the heart of building 

Australia’s comparative advantage, such 

as performance in innovation, the mixed 

performance in education and the relatively 

weaker performance in rules and regulations with 

concerns too about infrastructure in some areas.

These present not only a warning sign of where 

Australia may be falling behind what it thinks 

it is achieving but also an opportunity, a list 

of improvements to make and challenges to 

meet so on every measure it can consider itself 

amongst the world’s best achievers (Table 2.4).

2.2 Comparative perspectives 
of stakeholders

2.2.1 Surveying decision makers

The global rankings tell the nation how Australia 

stands relative to others, by a range of measures. 

They present a snapshot of a moment in time of 

the Australian experience based on a range of 

statistics and other measures.

Those who deal with the day to day nature of the 

way Australia works have a more detailed, and in 

some cases, divergent view of our strengths and 

our weaknesses. Two large groups were surveyed 

for this project. Both are engaged in two of the 

most salient institutions in the country: industry 

and the public service. The findings are reported 

in detail in the project documentation and are 

the basis for this section.

The survey of industry was conducted amongst 

its membership by the Committee for Economic 

Development of Australia (CEDA). The Institute of 

Public Administration Australia (IPAA) conducted 

the survey of public servants with just over 

a third of responses from Commonwealth 

bureaucrats and the remainder from the State 

and Territory level.

The surveys, when taken in conjunction, indicate 

that two of the most important stakeholder 

groups which could drive change to build 

Australia’s comparative advantage agree on a 

wide range of issues but do also have some 

significant areas of difference (Table 2.5).

2.2.2 At home and abroad

The two groups were asked a series of questions 

about Australia’s socio-economic performance. 

They both strongly agreed, by a clear majority in 

both groups, that culture contributes strongly to 

the country’s national wellbeing and for both the 

views on whether social inclusion operates well 

were mixed. 

But there were clearer differences on two other 

points with a clear majority of public servants 

agreeing the resilience of the economy to 

economic cycles is high and only a minority 

agreeing ecological sustainability is being 
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Report Year 
published

No. of 
countries 

ranked

Australia ranking,  
most recent year Preceding year’s ranking

OECD: Better Life Index 2014 36 1 1

Transparency International: 
Corruption Perception Index 
(CPI)

2014 174 11 7

OECD:  
OECD Health Data 2013 2015 36

17 Health exp.  
as share of GDP 
13 Health exp.  

per capita, public exp.

19 Health exp.  
as share of GDP 
13 Health exp.  

per capita, public exp.

INSEAD:  
Global Innovation Index (GII) 2014 143

Overall rank 17 
Efficiency ratio 81

23
107

World Economic Forum: 
Global Competitiveness Index 
(GCI)

2014–15 144 22 20

IMD:  
IMD’s World Competitiveness 
Scoreboard

2013 60 16 15

Doing Business:  
Ease of doing business index 2015 189 10 10

World Energy Council: 
Energy Trilemma Index 2014 129 13 14

Heritage Foundation: 
Economic Freedom Index 2015 178 4 3

The Economist group: 
Liveability survey 2014 2014 140 cities Melbourne (1), Adelaide (5), 

Sydney (7), Perth (9)
Melbourne (1), Adelaide (5), 

Sydney (7), Perth (9)

Mercer:  
Mercer’s Quality of  
Living and Quality of 
Infrastructure Ranking

2015 460 cities 
globally

Sydney (10), Melbourne (16), 
Perth (22), Adelaide (27), 

Canberra (30),  
and Brisbane (37). 

Sydney (10), Melbourne (17), 
Perth (21), Adelaide (29), 

Canberra (26),  
and Brisbane (37).

WEF:  
WEF Travel and Tourism 
Competitiveness Index (TTCI)

2015 140 7 11

Legatum Institute:  
Legatum Prosperity Index 2014 142 7 2

UN Development Programme: 
UNDP Human Development 
Index (HDI)

2014 186 2 2

OECD:  
OECD Education at a Glance 2014 33

22 Total exp. on 
educational institutions 
as percentage of GDP, 
10 as % of total public 

expenditure 

19 Total exp. on 
educational institutions 
as percentage of GDP, 
8 as % of total public 

expenditure 

Table 2.4: Australia global rankings snapshot

adequately addressed. On both of those points 

the industry respondents’ views were more 

evenly split. Less than half of the industry 

respondents agreed the economy is resilient 

and less than a third believed the way ecological 

sustainability is addressed is adequate.

However the responses of both do pick up some 

of the points highlighted in the global ranking 

reports on aspects of Australia’s social culture 

but also indications of poorer performance on 

ecological sustainability.

The global outlook: risks and opportunities

An assessment of the global risks and 

opportunities also sees some divergent 

views between the industry and bureaucracy 

respondents. 

Both industry and public service respondents 

rated the changes in Asia, with the rising 

economic role of emerging economies and 

its resultant rising Asian middle class, as 

positive changes for Australia. They see risks 

and opportunities from the environment with 
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possibilities in improving sustainability. And they 

both see opportunities in technology although 

they view the opportunities differently and 

industry gives less weight to its potential.

Both worry about increasingly sophisticated 

organised crime but again industry is less 

concerned. Both are concerned about the risks 

posed to Australia from persistent and large fiscal 

imbalances in major world economies but here 

the public servants are less worried.

From there the views do nevertheless diverge 

with each group seeing dangers in risks that 

more directly relate to their work. Public servants 

are worried about an ageing population, and 

geopolitical problems, whereas industry is more 

concerned about financial contagion (Table 2.6).

A question does arise about whether industry 

sees comparative advantage or opportunity in 

issues that respondents rate as having a large 

impact on Australia, whether it is a negative or 

positive impact. Industry respondents were asked 

whether the risks would have a large or small 

impact on Australia. The rising Asian middle class, 

the rising economic role of emerging economies 

and global fiscal imbalances were rated as having 

a large impact on Australia. Some of those areas 

nominated as trends were also thought to have 

a small impact by a majority of respondents 

including species overexploitation, the risk of 

pandemics and the proliferation of organised 

crime.

There are opportunities as well as challenges 

in the areas industry believes are global trends 

regardless of whether they are seen as positive or 

negative for Australia. With some of those seen 

as having only a small impact on Australia by 

industry it does raise the possibility that, having 

identified an issue as a significant problem, the 

opportunities for business in dealing with it 

innovatively may be missed because it is not seen 

as a difficulty.

What is clear is that industry respondents to the 

CEDA-ACOLA Survey expect strong competition 

both globally and domestically in some of 

the sectors likely to be most important to the 

country’s present and future. These industries 

where competition is expected to be high or very 

high at both the domestic and international level 

include manufacturing, education, agriculture, 

mining, retail and wholesale trade, financial and 

insurance services, and professional, scientific 

and technical services. 

According to the survey some of those industries 

where competition is expected to be high also 

expected strong global demand. These include 

in agriculture, education, financial service and 

CEDA-ACOLA survey IPAA-ACOLA survey

The survey was conducted with the Committee  
for Economic Development of Australia

The survey was conducted with the Institute  
of Public Administration Australia

The CEDA-ACOLA survey received 411 responses. 70.5% 
of those were complete responses, 29.5% were partial 
responses.

The survey participants came from a range of industries:

• 15% from Professional, Scientific and Technical 
Services

• 11% from Electricity, Gas, Water and Waste Services

• 11% from Education and Training

• 10% from Mining 

• 9% each from Construction and Mining

• 7% from Financial and Insurance Services

• 6% from Public Administration and Safety

• 5% from Agriculture, Forestry and Fishing 

• 17% from all others combined 

The IPAA-ACOLA survey received a total of 857 
responses of which 734 (86%) complete responses were 
recorded and 123 (14%) were partial responses. 

62% respondents were from the state/territory level and 
35% from the Commonwealth. 

50% of the responses came from these agencies:

• 14% from Central Agency 

• 12% from Infrastructure Services

• 12% Social Services

• 11% Health 

• 9.8% Education 

Amongst the 11.6% of responses from Others Agriculture 
and Food Production was largest area with 9%. 

Source: Kumar 2013a; Kumar 2014.

Table 2.5: Stakeholder survey respondent information
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professional services, mining and wholesale 

trade. However just under half of respondents 

expect global demand to be strong for 

manufacturing and fewer than 40% expect strong 

global demand in retail trade.

It is worth noting that the survey of industry was 

conducted as the changes in the mining sector 

were beginning to emerge but before the full 

scope of both the tapering of growth in China 

and the impact of the increased production on 

prices was evident.

Both groups of respondents believe they are 

willing to face the expected global competition 

and are engaged with some of the global 

issues. However this is not consistent across 

all industries and awareness of what other 

countries are doing in some areas where Australia 

could play to its strengths and take advantage 

of opportunities, such as health, finance and 

education, is rated more as average than high or 

very high. In some areas highlighted in the global 

ranking reports of relatively weak performance 

by Australia such as environmental services 

Global trends which could have a positive impact on Australia’s comparative advantage over the next 25 years 
(areas of agreement in bold)

Industry Public servants 

Growth of an increasingly affluent middle class across 
Asia

Rising economic role of emerging economies

Diffusion and harmonisation of technology  
across trading partners

Increased emphasis on environmental sustainability

Demand for a new energy mix to reduce fossil fuel use

New technologies in energy, materials  
and digital areas

New biological technologies

Growth of an increasingly affluent  
middle class across Asia

Increased emphasis on environmental sustainability

Rising economic role of emerging economies

Global trends which could have a negative impact on Australia’s comparative advantage over the next 25 years 
(areas of agreement in bold)

Industry Public service

Vulnerability to cyber attacks

Proliferation & increasing sophistication of organised crime

Risk of spread of financial contagion

Trend towards species overexploitation

Increased risk of pandemics

Persistent and large fiscal imbalances  
in major world economies

Lack of global consensus on climate change

An ageing population in developed countries

Geo-political conflicts

Declining political capability in democracies

Trend towards biodiversity loss

Proliferation & increasing sophistication  
of organised crime

Major fiscal imbalances in global economies

Risk of financial contagion

Vulnerability to cyber attacks

Source: Kumar 2013a; Kumar 2014.

Table 2.6: Global trends

and taxation, and in areas where Australia is 

looking to improve its comparative advantage 

and exports such as industry, infrastructure 

and health, the awareness of global directions 

by Ministers and officials is seen as low or only 

average (Figures 2.3 & 2.4).

2.2.3 Impediments to growth

There seems to be a degree of pessimism when 

it comes to whether industries and policies are in 

the right shape to face competition and what the 

prospects are for growth in some sectors. This is 

particularly so for some of the key enablers such 

as infrastructure, education and research.

Basic infrastructure is not seen as adequate by 

both groups. Fewer than half of the respondents 

in each group agree the education system is 

imparting the skills needed for a competitive 

knowledge economy or that basic research is 

strong. For both groups only a minority believe 

the knowledge transfer and technological 

cooperation between universities and companies 

is well developed.
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The respondents to the CEDA-ACOLA survey also 

rated the ability of industry to innovate or adopt 

innovative ideas as only average across industries 

(Box 2.2).

While the two groups surveyed agree on some 

of the impediments to making the most of the 

opportunities, their views differ as to what the 

challenges are. For industry, getting enough 

finance to allow them to take risks emerges as a 

significant problem. In the CEDA survey, industry 
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Figure 2.3: Willingness to engage globally

Source: Kumar 2013a.
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Figure 2.4: Awareness of other country or global directions in the respondent’s core area

Source: Kumar 2014.
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respondents rate availability of finance as high or 

very high only in the financial services industry. 

So, while on most business efficiency measures 

the views of the public servants broadly line up 

with their industry counterparts, this was not the 

case on this issue of access to finance and credit. 

While more than half of the industry respondents 

believe financial constraints are impeding the 

willingness and ability of firms to take risks, less 

than one third of the public servants surveyed 

think this is the case.
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Risks and opportunities

While there is some major agreement on 

where the global changes may present new 

opportunities, the groups do not see eye to eye 

on what the risks might be.

Both industry and public service respondents 

rated the changes in Asia, with the rising 

economic role of emerging economies and its 

resultant rising Asian middle class, as positive 

changes for Australia.

They see risks and opportunities from the 

environment with possibilities in improving 

sustainability.

And they both see opportunities in technology 

although they view the opportunities differently 

and industry gives less weight to its potential.

Both worry about increasingly sophisticated 

organised crime but again industry is less 

concerned.

Both are concerned about the risks posed 

to Australia from persistent and large fiscal 

imbalances in major world economies but here 

the public servants are less worried.

From there the views really diverge with each 

group seeing dangers in risks that more directly 

relate to their work.

Public servants are worried about an ageing 

population, and geo-political problems where 

industry is more concerned about financial 

contagion (Figures 2.5 & 2.6).

A question does arise about whether industry 

sees comparative advantage or opportunity in 

issues respondents’ rate as having a large impact 

on Australia, whether it is a negative or positive 

impact.

Box 2.2 Innovation Capability

There are some industries where respondents rate the ability of the industry to innovate or adopt innovative ideas 
as high or very high. These are: 

Arts and recreation services, retail trade, transport, postal and warehousing. 

Industries where respondents rated the ability to innovate or adopt innovative ideas as low or very low were: 

Public administration and safety, and electricity, gas, water and waste services. 

Largely ability of industry to innovate or adopt innovative ideas is rated as average across industries. 

Source: Kumar 2013a.

For example while industry respondents rate 

some risks highly, they do not rate the intensity 

of the impact of that risk on Australia as high at 

all. It could be possible, that having identified an 

issue as a significant problem, the opportunities 

for business in dealing with it innovatively may 

be missed because it is not seen as a difficulty for 

Australia (Figure 2.7).

Leadership

What is clear from the surveys is that neither 

group is particularly optimistic about the people 

who will lead them into the future. Industry 

respondents rate the quality of management 

as just adequate with only high to very high 

ratings for quality of management in the financial 

services and retail trade sectors (Figure 2.8).

Neither group has a high opinion of the political 

system. Almost three-quarters of industry 

respondents disagreed with the proposition that 

the political system fosters national progress 

(ACOLA-CEDA SAF01 Survey Analysis). The view 

of the public servants was more mixed but nearly 

half also disagreed with the proposition.

A majority of industry respondents disagreed that 

public finances were being well managed and 

that labour regulations appropriately support 

business activity. A higher proportion, although 

still a minority of public servants, thought public 

finances are being well managed and there was a 

similar result for the issue of labour regulations.

A clear majority of the public servants agreed the 

general legal and regulatory framework works 

well. Industry’s view was more mixed with views 

equally split between whether it works well and 

whether it does not.
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Figure 2.6: IPAA survey, trend/risk factors, direction of impact

Source: Kumar 2014.
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Figure 2.5: CEDA survey, external global risk factors, direction and extent of impact

Source: Kumar 2013a.

Risk factor Positive Negative No. of 
responses

1. Persistent and large fiscal imbalances in major world economies 12% 88% 285

2. Rising economic role of emerging economies 84% 16% 285

3. Lack of global consensus on climate change 17% 83% 284

4. Trend towards species overexploitation 9% 91% 280

5. Increased emphasis on environmental sustainability 81% 19% 283

6. Greater global population movements 63% 37% 282

7. Increased risk of pandemics 10% 90% 281

8. Convergence of productivity globally 60% 40% 282

9. Convergence of labour costs across major trading partners 64% 36% 280

10. Diffusion and harmonisation of technology across trading partners 82% 18% 280

11. Rapid technological obsolescence 36% 64% 281

12. Demand for a new energy mix to reduce fossil fuel use 72% 28% 282

13. Growth of an increasingly affluent middle class across Asia 97% 3% 283

14. Unforeseen consequences of life sciences technology and nanotechnology 61% 39% 279

15. Increasing societal diversity based on ethnic and/or religious identities 67% 33% 280

16. An ageing population in developed countries 19% 81% 281

17. Increasing urbanisation 59% 41% 281

18. Increased product fragmentation 53% 47% 279

19. Risk of spread of financial contagion 7% 93% 277

20. Vulnerability of cyber attacks 2% 98% 281

21. Proliferation and increasing sophistication of organised crime 4% 96% 279
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Risk factor Large Small No. of 
responses

1. Persistent and large fiscal imbalances in major world economies 81% 19% 281

2. Rising economic role of emerging economies 85% 15% 281

3. Lack of global consensus on climate change 51% 49% 280

4. Trend towards species overexploitation 36% 64% 277

5. Increased emphasis on environmental sustainability 55% 45% 280

6. Greater global population movements 54% 46% 279

7. Increased risk of pandemics 32% 68% 278

8. Convergence of productivity globally 59% 41% 279

9. Convergence of labour costs across major trading partners 58% 42% 277

10. Diffusion and harmonisation of technology across trading partners 50% 50% 277

11. Rapid technological obsolescence 45% 55% 278

12. Demand for a new energy mix to reduce fossil fuel use 70% 30% 279

13. Growth of an increasingly affluent middle class across Asia 87% 13% 279

14. Unforeseen consequences of life sciences technology and nanotechnology 36% 64% 276

15. Increasing societal diversity based on ethnic and/or religious identities 34% 66% 277

16. An ageing population in developed countries 58% 42% 278

17. Increasing urbanisation 56% 44% 278

18. Increased product fragmentation 18% 82% 276

19. Risk of spread of financial contagion 67% 33% 274

20. Vulnerability of cyber attacks 44% 56% 277

21. Proliferation and increasing sophistication of organised crime 35% 65% 275

Figure 2.7: CEDA survey, extent of impact

Source: Kumar 2013a.

Government leadership

The survey of public servants asked a detailed 

set of questions about performance of the major 

stakeholders (Box 2.3).

The ratings for both performance and the trend 

on performance were worse almost in equal 

measure for both elected representatives and the 

traditional media (IPAA-ACOLA Survey analysis, 

Tables 3a & 3b). And while they think their 

masters, government ministers, are well aware 

of the international issues, they have questions 

about the ability of ministers and officials to 

provide both strategic and new policy direction 

(Figure 2.9).

Box 2.3: Stakeholder performance

Performance level of community groups, academics, officials and business groups have been rated positively as 
compared to that of elected representatives, trade unions, traditional media, social media and consultants. 

The performance trend is on the rise for social media and community groups as compared to the falling levels for 
elected representatives, trade unions and traditional media.  

Performance trend for officials, business groups, consultants and academics is considered stable by the 
respondents. 

Source: Kumar 2014.
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Government performance matters to industry 

with a range of respondents to the ACOLA-CEDA 

survey saying government policies have a high 

to very high impact on industry growth. This was 

particularly the case in the categories of financial 

services, education, mining, rental services, the 

arts, and transport services. It was not seen as 

the case in agriculture or in manufacturing, two 

industry sectors which have long been open to 

the forces of global competition (Figure 2.10).

Summary

The responses to the surveys, particularly the 

responses from industry participants, show 

that some of the sectors which are or will be 

important to building comparative advantage 

face strong competition both domestically and 

overseas. The conditions they are operating 

under including government policy leadership 

and access to finance could be constraining 

their ability to take risks. The issue of access to 

finance is one that was highlighted in the global 
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Figure 2.8: CEDA survey, quality of management

Source: Kumar 2013a.
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Figure 2.9: CEDA survey, assessment of general policy performance by government (meaning 
ministers supported by officials, across activity areas)

Source: Kumar 2013a.
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ranking reports as a concern and on this crucial 

issue for growth there appears to be a disconnect 

between the views of industry and the views of 

bureaucrats.

There are also issues raised in the surveys for 

some of the drivers of comparative advantage 

including skills and innovation and a clear sense 

that links between business and universities are 

not working as well as they could be.

The surveys pinpoint some areas where, given 

the right conditions and leadership that is up 

to the task, Australia can take advantage of the 

opportunities that global change afford.

But there are vulnerabilities too, and some of 

those exist in the possibilities not seen which 

could affect resilience. Both industry and public 

servants see little positive coming from areas like 

cyber security, the ageing population and health 

issues like pandemics, yet they could provide 

opportunities for an Australia focused on solving 

the challenges rather than just seeing them as 

risks.

While there are predominant areas of 

agreement between the two groups, the areas 

of disagreement highlight the importance of 

ensuring these two key stakeholders in Australia’s 

future better understand each other. While some 

of the differences are a result of the different 

responsibilities they have, communicating those 

so both have a better and broader understanding 

is likely to be valuable.

2.2.4 Further perspectives: global 
business and the academies

The ACA project also sought additional insight to 

complement the views of the industry and the 

public sector. Research was conducted with two 

particular groups:

• a survey of global business executives familiar 

with Australia

• an ‘Ideas Jam’ involving online discussion 

with senior and early career academics and 

medical researchers.

2.2.5 Global business 

Foreign business executives with experience 

doing business in and with Australia and 

Australians working for overseas businesses 

have identified some of the same strengths and 

weaknesses as both the international rankings 

reports and the survey of Australian industry 

figures.

Dr Ralph Kerle conducted a global business 

survey for the Australian Council of Learned 

Academies. There were 262 people surveyed and 
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Figure 2.10: CEDA-ACOLA SAF01 survey, impact of government policies on industry’s growth
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a majority of those identified as senior executives 

or owners of a company. Of those, 61% are 

foreign nationals and almost 40% work for 

companies with headquarters outside Australia. 

A quarter of those surveyed have worked in 

Australia for three years or less and just over 40% 

have worked in Australia for more than 20 years.

The Australian workforce

Those surveyed look favourably on the Australian 
workforce, viewing it as productive, well-
educated and easy to work with. A majority of 
those surveyed agreed that Australian workers 
are flexible and adaptable when faced with 
new challenges, are open to new ideas and 
have a strong work ethic. More than three-
quarters believed Australia has capable scientists, 
engineers and mathematicians.

Fewer than half though viewed Australian 
workers as tolerant of different cultures although 
foreigners were more likely to agree with 
the proposition than Australians. Workplace 
regulations were also not seen by a majority as 
harmonious and productive.

Views on leadership are more mixed. While a 

majority of respondents say it is clear who has 

the decision making role, responses on whether 

Australians tend to lead rather than follow are 

more mixed.

In fact, on most of the measures, areas seen as 

fostering a culture of innovation are viewed 

much more favourably by foreigners than 

by Australians, as were the capacities of the 

workforce (Table 2.7). This issue of leadership is 

discussed further in Chapter 5.

Innovation culture support

Australians are not seen by those surveyed 

as worse at growing, running and managing 

businesses than those in other countries and they 

likewise are seen as just as entrepreneurial as 

those in other countries if not more.

However the survey has raised some questions 

about the culture of innovation and support for 

that culture by government.

On many measures of support for innovation, 

such as policy, taxation laws and structures, 

Table 2.7: Global views on innovation culture

% agree Foreigners Australians 

Australians are open to change 60% 44%

Australia manages its natural resources efficiently 60% 26%

Australian education in maths and science is excellent 55% 25%

Australia’s manufacturing capability is strong 50% 14%

Australians are willing to take risks 64% 48%

The quality of management leadership in Australia is high 63% 42%

Australians are quick to adopt global best practice 58% 41%

Source: Halteman, Kerle & Lerner 2015.

Figure 2.11: Supporting innovation, agreement level by nationality

Source: Halteman, Kerle & Lerner 2015.
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strategic direction, investment and intellectual 
property laws, fewer than half of the foreign 
respondents rated the performance by 
government as supportive and the rating by 
Australian business people was significantly lower 
than that.

For example 40% of foreigners agreed that 
government provides strategic direction 
pertaining to innovation while only 5% of 
Australians agreed.

As seen in Figure 2.11, the support for and value 
of innovation in Australia is also rated quite low.

Views are also mixed on how well Australia 
commercialises its innovation: 77% of foreigners 
believe Australia does the same or better than 
other countries while only 34% of Australians do.

Respondents have also identified the levels 
of government, the time consumed by rules 
and regulations and the support for business 
incubation and growth as problem areas.

Finance and risk

Concerns about access to finance identified by 
industry in the survey earlier in Chapter 2 are also 
echoed in this survey.

A majority of those surveyed believe financial and 
credit constraints impede innovation activities in 
Australia. This was the case across all respondent 
groups whether they worked for a company 
with headquarters inside or outside Australia or 
were self-employed working inside or outside 
Australia. Those who are self-employed feel the 
constraints more strongly than others.

On risk-taking there is a middling perception 
(Table 2.7) of attitude to risk, though other 
evidence shows this to be less evident for 
innovation itself (Samson & Gloet 2013). Other 
evidence also shows risk attitudes over the long 
period of Australian prosperity in recent decades to 
have been fairly stable (West & Worthington 2014).

Summary

This survey does repeat some messages seen 
earlier in this chapter. Australia has some distinct 
advantages that could contribute to both 
fostering a culture of innovation and improving 
its comparative advantage. A skilled workforce 
is one of these, although as seen particularly 

in differences between global ranking reports 
and the earlier industry survey, views on the 
education system are much more favourable 
overseas than domestically.

There are striking differences in the way Australia 
is viewed by foreigners and by Australians, even 
those who have experience working overseas. 
However there is agreement across the two surveys 
in this chapter and some of the detail in the ranking 
reports that government could do more to foster 
innovation including looking at taxation and 
workplace regulations, and that access to finance 
is a problem that needs to be tackled.

2.2.6 Ideas Jam

Ensuring Australia not only makes the most of its 
comparative advantage but builds new strengths 
for the future will require input and ideas from a 
broad spectrum of society.

To encourage the generation of ideas about 
identifying strengths and weaknesses that are likely 
to be the most important for future comparative 
advantage, the Australian Council of Learned 
Academies undertook The Australia’s Comparative 
Advantage Challenge in March and April 2014. 

The Challenge was made available across the 
disciplinary spectrum represented by the four 
Australian Learned Academies, the Australian 
Research Council and the National Health and 
Medical Research Council, including early career 
researchers. Participants were asked to respond 
to ten Challenge questions under the general 
theme of identifying potential sources of future 
comparative advantage and ways to address 
areas of weakness for Australia

A range of ideas was discussed including 
building better links with overseas universities, 
and an issue raised in some of the earlier work 
in Chapter 2, improving cooperation between 
universities and the business sector.

The Challenge also canvassed ways to tackle the 
brain drain such as encouraging young scientists 
to go overseas for a while but providing them 
with pathways back to Australia. Discussion also 
covered promotion of a multi-lingual Australia 
and providing more opportunities for early career 
researchers from R&D budgets. 



56

Improving the process of research grants was 
also the subject of considerable discussion as was 
imagining different ways of promoting long term 
R&D funding at arm’s length from government.

The Challenge question that attracted the 
highest proportion of participant contributions 
was ‘What factors could further support an 
active and excellent research and development 
and innovation system, including through 
collaboration?’ The idea resonating most strongly 
with the participant group, was ‘Innovation that 
does not require continued economic growth to 
produce outputs’. The conversation centred on 
how innovation can shape growth but also how 
innovation can shape lives through improving 
health care in particular.

There was debate too about making the most 
of innovation such as creating a Silicon Valley 
model for Australia, and better understanding 
the barriers to creating new and successful 
companies which can commercialise ideas 
emerging from basic research.

The value of humanities education, debate about 
population growth, tackling climate change and 
ideas about improving the emissions from brown 
coal as well as taking advantage of Australia’s 
comparative strength in agricultural production 
to cater to a growing Asian market were also 
raised during the discussion.

Detailed discussion of the content of the 
individual ideas is given in Vulture Street (2015). 
In the tables that follow from this exercise, ‘top’ 
ideas are first listed in terms of the number of 
‘promotes’ (popularity) from participants. This 
indicated support for the importance of the issue 
for discussion. ‘Demote’ was a vote to downgrade 
discussion of the issue. The second table lists 
ideas by all votes whether positive or negative, 
plus other measures of participation or activity. 
There were 98 participants in this Ideas jam.

Table 2.8 shows the top five ideas posted during 
the Challenge by group-voted popularity.

Table 2.9 shows the top five ideas by activity 
generated, across ideas, comments and votes 
(whether positive, negative or ‘no opinion’ votes).

Table 2.8: Top five ideas by popularity

Idea title Promotes Demotes Net score Comments

Innovation that does not require continued economic 
growth to produce outputs

18 0 18 11

Send them all out…and get them back again! 17 0 17 10

Long term R&D at arm’s length from government 17 1 16 12

Reduce the burden on collaboration with overseas partners 15 0 15 4

A silicon valley model for Australia 13 0 13 7

Source: Vulture Street Innovation 2014.

Table 2.9: Top seven ideas by activity

Idea title Promotes Demotes Comments

How to get more from our universities 13 4 12

Innovation that does not require continued economic growth to 
produce outputs

18 0 11

Long term R&D at arm’s length from government 17 1 12

Send them all out…and get them back again! 17 0 10

An ARC small grants scheme? 13 1 8

A silicon valley model for Australia 13 0 7

Reduce the burden on collaboration with overseas partners 15 0 4

Source: Vulture Street Innovation 2014.
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2.3 Current priorities 
and focus

2.3.1 Studying the nation

Some of the problem areas highlighted both in 
the international rankings and by industry and 
public service surveys are not new.

Indeed some of them have been very well 
studied in the past by both government and 
private institutions. Australia is not short of 
studies about aspects of national life and some 
areas have been the subject of intense study 
over the last few years. There have been multiple 
reports on education and skill needs. Productivity, 
competitiveness and innovation are also not 
short of reports about the present and the future.

Taxation policy receives intense attention 
infrequently, although the Government has 
embarked on the second major review of taxation 
in five years. It is also in the process of reviewing 
the Federation.

2.3.2 Comparing the reports

The compendium of reports looked at 35 reports 

in recent years on basic issues of importance to 

Australia’s economy and the nation’s wider future 

(Table 2.10).

The review of the reports found most are 

quite narrow in their scope and the range of 

Box 2.4 Identified mega-trends in reports

The rise of Asia, particularly India and China.

Global demand for resources and the resultant terms of trade boom.

Increasing opportunity for the uptake of a wide range of new technologies.

An increased and unprecedented IT connectivity in particular.

An ageing, yet for Australia increasingly diverse, domestic population.

Source: Gupta 2013.

Box 2.5: Identified strengths in reports

A vibrant, multicultural society.

An excellent education system, underpinned by world-class research.

A mutually reinforcing troika of rule of law, a strong democratic system, and stable and efficient institutions.

One of the best resource endowments in the world.

Source: Gupta 2013.

methodologies they use for their analysis and 

results. They vary considerably in their coverage 

complexity and advocacy role. They have in 

common an overarching emphasis on the main 

global mega-trends (Box 2.4).

The reports call for Australia to play to its 

strengths and comparative advantages in order 

to respond to the trends (Box 2.5).

Naturally, new reports continue to be provided 

since the time of the stock take reported here. 

(With Box 2.6 providing a list of some major 

current inquiries).

2.3.4 Finding further evidence

The reports are major resources for policy for the 

future, but there are systemic weaknesses. For 

example, the reports typically neither evaluate 

the evolution of the natural strengths relative to 

each other nor, in some cases, how they can be 

sustained or enhanced. They also do not identify 

the new comparative advantages Australia 

would need or how it would get them in order 

to respond to the rapidly changing global 

environment. Equally, how much gain there is 

from redressing disadvantages versus support of 

strengths or the balance between these is little 

debated. It is useful to view the reports under an 

overall coherent Drivers and Enablers framework 

to help illustrate the challenges and capabilities 

for Australia in attaining the goal of national 
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Table 2.10: Table of reports reviewed in the compendium of reports

Reviewed reports Year Organisation

Mapping Australian Science and Innovation 2003 Engineers Australia

Higher Education Review 2008 Australian Government

Venturous Australia: Building strength in innovation (Cutler Report) 2008 Australian Government

Management Matters in Australia: Just how productive are we? 2009 Australian Government

Powering Ideas: An innovation agenda for the 21st century 2009 Australian Government

Intergenerational Report 2010 Australian Government

Stronger, Simpler, Smarter ESOS (Baird Review) 2010 Australian Government

Internationalisation of Australian Science 2010 Australian Academy of Science

Australia in the Asian Century (Henry Report) 2011 Australian Government

Higher Education Base Funding Review 2011 Australian Government

Strategic Review of the Student Visa Programme (Knight Review) 2011 Australian Government

Karpin Report Revisited 2011 Innovation and Business Skills Australia

Australia’s Productivity Challenge 2011 Grattan Institute

Australian Science in a Changing World 2011 Australian Academy of Science

Preparing for a Better Future 2011 Business Council of Australia

Productivity Policies: The ‘to-do’ list 2012 Productivity Commission

Negotiating our Future: Living scenarios for Australia to 2050 2012 Australian Academy of Science

Beyond the Boom: Australia’s productivity imperative 2012 McKinsey

Game Changers 2012 Grattan Institute

Pipeline or Pipe Dream 2012 Infrastructure Australia

Health of Australian Science 2012 Chief Scientist

Skills for all Australians 2012 Australian Government

Excellence in Research for Australia: National Report 2012 Australian Research Council 
(Australian Government)

Australian Innovations Systems Report 2012 Australian Government

Smarter Manufacturing for Smarter Australia 2012 Australian Government

Sustainable Australia 2013: Conversations with the future 2013 Australian Government

Australia’s Competitiveness: From lucky country to competitive country 2013 CPA Australia

Creative Australia: National cultural policy 2013 Australian Government

Funding Australia’s Future 2013 Australian Centre for Financial 
Studies

National Infrastructure Plan 2013 Infrastructure Australia

Mapping Australian Higher Education 2013 Grattan Institute

Future Focus: National Workforce Development Strategy 2013 Australian Workforce and Productivity 
Agency (Australian Government)

Australia—Education Globally (Chaney Report) 2013 Australian Government

Critical Decade 2013: Climate change science, rises and responses 2013 Climate Commission

Australia Economic Survey 2010, 2012 OECD

Source: Gupta 2013.
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wellbeing, in order to integrate and frame their 

insights a little more, as indicated in Chapter 1. 

A further issue is a certain parochial, introspective 

and self-referential tone to Australia’s own reviews. 

The degree of international comparison and insight 

is more limited than might be expected. Likewise 

content is often that from common official sources, 

and limited use of external and global research 

especially independent peer-reviewed research, 

is a potential problem.

In relation to the framework developed for this 

study (Figure 1.2 above), some of the problem 

areas identified in both the international 

rankings and by the industry and public servants 

surveys receive a lot of attention in the political 

debate but very little in-depth study such as 

infrastructure, regulation and, at times, the 

environment. And while the public is happy 

to offer views on politicians and the workforce 

is happy to rate their managers, the issues of 

management and leadership have received 

negligible considered attention.

The things Australia does well are not looked at 

in detail and the nation may miss opportunities 

from a more profound study of why Australia’s 

culture is rated so highly and what it is that 

makes its cities good places to live.

These analyses of comparative advantage are 

insightful but cannot fully provide a sufficient 

comprehensive basis for long-term evidence-

based policy development and implementation. 

They are largely selective and therefore not 

comprehensive. Nevertheless they are indeed, as 

indicated, a highly valuable resource as will be 

the various reviews and inquiries either recently 

completed or currently underway (Box 2.6).

2.4 Plausible scenarios  
for the future

2.4.1 Predicting the future

We cannot be certain what the future will bring 

for Australia. We cannot even predict it with any 

guarantees of accuracy. But we can have a look 

at what the future may bring and we do know 

the future we face will be one of uncertainty and 

complexity. Scenarios are a useful mechanism for 

pulling together the trends, issues, drivers and 

enablers that define our possible futures.

Box 2.6: Recent and current Federal Government inquiries

Recently completed and current Government 
inquiries 

• Harper Review of Competition Laws  
(released March 2015)

• Intergenerational Report (latest released March 
2015, five yearly update)

• Financial System Inquiry (report released  
December 2014)

• Energy White Paper (released April 2015)

• Taxation Reform White Paper

• Reform of the Federation White Paper

• Defence White Paper

• Agricultural Competitiveness White Paper

• White Paper on Developing Northern Australia

Productivity Commission inquiries

Completed 2014

• Childcare and Early Childhood Learning

• Access to Justice Arrangements

• Cost of Doing Business: Retail Trade Industry

• Cost of Doing Business: Dairy Product Manufacturing

• Natural Disaster Funding

• Australia’s Automotive Manufacturing Industry

• Public Infrastructure

• Tasmanian Shipping and Freight

• Mineral and Energy Resource Exploration

Current inquiries

• Migrant Intake Into Australia

• Services Exports

• Workplace Relations Framework

• Public Safety Mobile Broadband

• Mutual Recognition Schemes

• Business Set-Up, Transfer and Closure
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2.4.2 Scenario evaluation

The report, Vision Australia: A Stocktake of Future 

Scenario Reports for Australia, studied 25 different 

scenario reports at the global, national and 

industry level. 

Almost all identified significant global trends and 

potential game changers that may influence the 

future that nations will have to contend with and 

which could drive national goals and policies into 

the years ahead. For example, in two influential 

future scenario studies, the CSIRO and the US 

National Intelligence Council (NIC) identified the 

trends listed in Table 2.11.

There are trends that are more specific to 

Australia’s region where the immediate 

neighbourhood in Asia is fast becoming a centre 

of gravity for international commerce and 

competition as well as for geopolitical rivalries 

(update of the CSIRO scenarios is to be found in 

Hajkowicz 2015).

Additionally there are trends that are not 

confined to but have distinctive application for 

the Australian context:

• population ageing

• increasing cultural diversity due to 

immigration and urbanisation

• changing attitudes to work and family roles 

• growing cities.

A synthesis of the 25 different scenario reports 

also identified some significant general drivers of 

future change (Table 2.12).

2.4.3 A plausible future

The purpose of looking at scenarios about the 

future is to begin to identify what some of the 

challenges might be and what some of the future 

possibilities might be without confining the 

discussion by assuming the future is simply going 

to be a repetition of the present.

The NIC again looked at a series of highly 

influential global scenarios that could affect any 

nation, see Figure 2.12.

All of these, or even elements of these, are 

plausible but we cannot know which of these 

scenarios or which parts of these will come to 

pass over the next few decades. We cannot know 

how these will directly affect Australia. But they 

do explain why the time ahead will be one of 

complexity and uncertainty. And they can start 

or drive a debate about how Australia makes 

itself flexible and adaptable enough to be able to 

respond to whatever future lies ahead.

All the NIC scenarios paint a picture of an 

interconnected world where some of the most 

important problems facing Australia are transnational 

and will require global cooperation to address them. 

We have already experience of some of those 

in the threat of pandemics (N1H1, Ebola), 

attempted coordination of a global response 

to environmental challenges/climate change, 

cybercrime and cross border tax arbitrage by 

individuals and corporations. What is clear from 

the experience so far is that multilateral solutions 

take time and finding consensus where each 

nation is also looking after its own interests is 

challenging. 

Table 2.11: Mega-trends and game changers

Mega-trends/global trends Game changers

Increased global connectivity and awareness, brought about by 
the ICT revolution 

Increased diffusion of power to non-state actors

Rise of Asia

Rising global population

Increased pressure on food, sanitation, energy, employment and 
quality education

Global production sharing with value chains split across countries

Entrenched bilateral conflicts, driven by 
ethnic and nationalistic differences and 
geopolitics 

Governance gaps 

Global financial and economic volatility—
inequality and future of globalisation 

Large scale terrorist attacks using hacking, 
WMDs, or nanotechnology-based weapons

Source: Gupta 2013.
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Table 2.12: General drivers of future change

Driver

Social and cultural Covered a range of areas including health, learning, personal 
security, degrees of influence

Economic, business and financial Covered a range of factors depending on the scope of the scenario

Sustainability and the environment A broad range of environmental issues/threats, often related to 
energy, water and urbanisation

Demographics, particularly population issues Usually population growth and ageing population

Climate change A common driver in many scenarios, defined variously

Government structures, processes,  
policy and efficiency

Many scenarios were developed by government departments, or 
governments were the target audience

Geopolitics Regional security, shift in wealth and allegiances, role of the US, 
rise of China

Digital connectedness Collaborative consumption, micro-transactions, disrupted business 
models, virtual crime, cyber security

Science and technology innovation A major driver, not present in all scenarios

Infrastructure in cities Housing, energy, transport

Source: Centre for Australian Foresight 2014.

Figure 2.12: Global scenarios

Global scenarios

Scenario 1: Stalled Engine Scenario 2: Fusion

Most plausible worst-case scenario

Interstate conflicts due to geopolitics

Weakening of the multi-lateral system 

• Hyper-partisan politics in the US

• Economic crisis in Europe leading to long-term 
recession and unravelling of the Eurozone 

Slowdown in China reduces resources demand

Large refugee flows due to global violent conflicts

• Ethnic tensions spill over in Australian communities 
(author emphasis, adaptation of NIC report)

Most plausible best-case scenario

A multi-polar world led by China, Europe and the US 
ensure global security and growth

• Political reforms in China and North Korea

• Stability in the Middle East

A strong multilateral system finding solutions to global 
challenges

• Crime, climate, pandemics

Advanced technologies address resource constraints 
and create new opportunities

Global trade results in equitable income distribution 
and social cohesion

Scenario 3: Gini out of the bottle Scenario 4: Non-state world

A world of extremes

Trade imbalances and income inequality lead to 
domestic and international tensions

Resource-dependent countries fail to diversify

Energy independence in the US renews its unipolar 
dominance and restructures geopolitical dynamics

Environmental sustainability compromised in a quest 
for growth

Diffusion of power to non-state actors

• NGOs, think tanks, multinational corporations and 
influential individuals

A hyper-globalised world, with non-state actors 
driving the agenda on major problems; a ‘patchwork’ 
of coalitions undermine national boundaries and 
multilateral arrangements

Access to lethal technologies and biological weapons 
causes panic and disruptions

Soft power more potent than military power

Source: Centre for Australian Foresight 2014.
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That means there will be elements of the 

future that are outside the control of national 

policymakers or national business leaders. The 

potential for increasing involvement of non-

state actors such as multinational corporations 

and organisations, the media and non-

government organisations to have increasing 

influence over negotiations and outcomes could 

further diminish the extent to which national 

governments control the solutions to problems.

As already noted earlier in this chapter, some of 

these potential risks are already in the minds of 

business and policy makers to some extent at 

least (2.2), although many of them do not feature 

in the reviews/in depth analysis conducted by 

governments and institutions in recent years (2.3).

2.4.5 Prediction lessons

What is clear from the analysis of scenarios is 

that there are no right or wrong answers to the 

question of what lies ahead of us. But scenarios 

do need to look at the whole system rather than 

focusing on one area or one possible future.

There are though some pitfalls to avoid in 

considering the different scenarios, as seen in 

Figure 2.13.

Summary

There is no perfect way to try to gaze into the 

crystal ball and predict what future Australia 

will face nor how it should face it. But some of 

the lessons provide a valuable foundation for 

beginning the task of looking at what possible 

future or futures lie ahead.

A willingness to consider many different 

scenarios helps begin the task of evaluating what 

the unknown might look like and anticipating 

clearly the breadth of tools Australia will need in 

its toolkit to respond (Figure 2.13). 

2.5 Conclusion
The key to successful building for the future is 

getting the foundations right. The surveys and 

reports studied in this chapter for the Australia’s 

Comparative Advantage project show that in 

some areas the foundations are not as good as 

they could be.

One of the most important foundations is 

education. Australia is doing reasonably well 

compared to other countries but the perception 

at home and through some global benchmark 

outcomes is that the system is not performing as 

well as it could be. Certainly improvement and 

enhancement is always possible.

Australia is innovative but could do much more 

to develop innovations. One part of that puzzle 

could be building better and stronger links 

between the education system and business 

to ensure the system that delivers skills and 

ideas works with industry that builds on those 

skills and ideas. Industry and the public service 

could also do more to not only understand 

each other but share different perspectives on 

what challenges and risks Australia faces and 

how best to meet those. The nation’s record on 

infrastructure is also good but mixed, so that 

more could be done. 

The country has many strengths but why and 

how the strengths came to be so is rarely looked 

at both for how to ensure they endure in times 

of more complex risks and for learning why they 

came to be strengths and whether the lessons 

can be applied to other areas. Immigration is a 

case in point.

In studying what Australia does well and what 

it can do better, there also needs to be a more 

holistic and evidence based view both of 

the scale and scope of the possible risks and 

opportunities in the future and what can be done 

to deal with them. Building a successful future 

will take many elements and it will be critical to 

ensure the elements are as strong as they can be 

and work together as well.
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Figure 2.13: Scenarios design principles

Quantitative and qualitative data
The Food Security report was a good example of how narrow a scenario project can become if it relies exclusively 
on quantitative data modelling to generate the scenarios. The Australia 2050 report was a good example of a deep 
and broad scenario development process that took advantage of the power of both quantitative and qualitative 
inputs to produce high quality outcomes. The message here is not to privilege any one form of data in scenario 
planning projects.

Systems perspective
A narrow focus in a scenario project may enable very focused recommendations for action today to be developed. 
The risk, however, is that the drivers of change considered to create the context for the scenario development 
are confined to those with a direct impact on the topic. The potential result is that when change occurs outside 
those drivers, the agreed actions will no longer be relevant or useful. A systems perspective is essential in scenario 
work to take into account the interconnected and interdependent change ‘ecosystem’ and ensure a robust 
understanding of possible future outcomes is achieved.

Challenging assumptions
The individual scenario report assessments analyses cite several instances of assumptions that have not been 
challenged during the scenario building process. This inevitably produces scenario outcomes that are more of 
today rather than addressing possible and alternative futures. Humans are prone to a number of cognitive biases 
when it comes to thinking about possible futures, and we tend to believe that the future will essentially be more 
of today. Not challenging assumptions and their underpinning biases means that scenario project outcomes are 
likely to be flawed and become irrelevant as soon as the world changes.

Seeking alternative futures
Good scenario work produces a range of distinctively different future worlds within which particular strategic 
issues or questions can be explored. There is never a single, linear future. Rather there is a range of possible, 
alternative futures than can be analysed and interpreted to identify both future change drivers likely to affect an 
organisation and possible strategic responses. This is why at least four scenarios are preferable to avoid the good/
bad scenario set or the no change/some change/radical change scenario set that do not generally provide enough 
differentiation to challenge the thinking of participants. Seeing possible—and plausible—alternatives is essential 
to generate new, innovative ideas that prepare participants and their organisations for change in the future.

Participatory processes
The choice about whether or not to include a broad range of participants in scenario work is one that is usually 
based on cost, resources and time available. Wherever possible however, a wide range of stakeholders should be 
included in scenario work from the beginning of the project, as opposed to asking them for feedback on prepared 
scenarios. Stakeholders are critical ‘players’ in the implementation of scenario project outcomes and cannot be 
expected to be involved in implementation of those outcomes if they are not provided opportunities to have their 
say I the shaping of the scenarios themselves.

Seeking outcomes that both pull and repel
When developing scenarios, it is often easy to identify those aspects of the future that appeal to participants 
and that pull them into a preferred future. This is important since these aspects will form part of a shared vision 
for an organisation or government, and can represent strategic opportunities. Elements that cause a repelling 
reaction among participants are also necessary, since the future will consist of more than positive change. The 
ability to identify those aspects of a future that participants do not want is a critical part of scenario development 
in strategic decision making, and these elements can form part of an organisation’s risk management plan and its 
scanning program to develop contingency plans and to monitor the evolution of those risks over time.

Connect the future with today
Many of the scenario report reviews suffered from the gap that is common to many such projects—a failure 
to connect the exploration of alternative futures with today’s strategy development. It is this lack of an overt 
connection of potential strategic actions with today’s strategic processes that undermines the value and utility of 
scenario work in practice. This lack of connection is clear because very few reports reviewed identified strategic 
actions to be considered today. One way to avoid this gap is to be very clear about not only the purpose of the 
scenario project, but also how the outcomes will be integrated into existing strategic processes, whether at 
organisation or government level. If this proposed integration is clear, participants will know how the outcomes 
will be used and the project will avoid being relegated to the realm of ‘nice but useless in practice’. 

Source: Centre for Australian Foresight 2014.



2.6 Findings
• Australia has many notable strengths, 

particularly in its low corruption and high 

quality of living (especially in the large cities), 

basic research, and human development. 

However, there is insufficient policy attention 

given to how to maintain and enhance these 

strengths, or what emerging challenges could 

undermine these in the next few decades. 

There also appears to be little attention given 

to what lessons could be drawn or how their 

success could be emulated in other areas. 

Commissioned reports have too often been 

narrow and piecemeal and the reasons for 

and lessons from areas that are Australia’s 

strengths appear not to have been the subject 

of in-depth study.

• There are weaknesses perceived in some of 

the drivers of comparative advantage such 

as the commercialisation of innovation, 

education, infrastructure development, 

environmental sustainability, and both the 

burden of government regulation and access 

to finance to allow industry to take risks 

are seen as concerns. Public leadership is 

perceived as lacking by business and policy 

sectors, as well as foreign business executives 

who deal with Australian companies. 

These are significant areas where much 

improvement is needed. The awareness of 

global or other country directions is weaker 

than might be expected in government/

public service. Also the dominance of 

single paradigm approaches to policy e.g. 

neoclassical economics, is seen by some as 

inhibiting more robust policy development 

and insight. 

• Australia will face a challenging and complex 

global environment with strong global 

competition in some of Australia’s strongest 

industry sectors. Considerable uncertainty 

exists, as shown by the project’s scenario 

analysis. The strategic ecosystem in the 21st 

century will be characterised by complexity 

and diffusion of power. Policy should aim 

for robustness and flexibility, resilience and 

nimbleness. Assumptions of certainty will 

breed rigidity. Power and responsibilities will 

have to be better divided, and resources and 

skills will need to be adequately provided 

such that each level of government can 

handle its particular problems.

• There are problems with leadership both 

at the industry and government level and 

the awareness of global or other country 

directions weaker than might be expected in 

government/public service

• There is need for a common discourse on 

Australia’s future. Yet considerable gaps exist 

between the views of the business and public 

sector. Given the common calls for greater 

partnerships and collaborations between the 

various sectors of the economy, this raises 

concerns. Moreover, the survey results show 

that these sectors attach importance to 

issues they normally deal with, and do not 

attach adequate importance to trends such 

as pandemics, environmental damage, and 

people movements which are away from 

their responsibilities. Likewise, how to allow 

for the ‘unknown unknowns’ remains a major 

challenge in constructing a resilient policy 

domain.
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Understanding where 
 we are and where 

 we think we are is an 
 important first step to 
 understanding how to 

face a future that  
is challenging  

and uncertain.
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Sectoral 
dimensions 
of Australian 
performance

Introduction
From riding on the sheep’s back to surfing the crest of the mining 

boom, Australia has taken advantage of its wealth of natural 

resources and it is further created advantages to build its strong 

economic foundations and cement its position in the international 

marketplace. However, it cannot take the factors that have 

contributed to its comparative advantage for granted. This chapter 

examines the agriculture, mining, manufacturing and services 

sectors that make up the bulk of Australia’s economy in terms of 

GDP, exports and employment.

ACA commissioned comprehensive reviews by leading business 

groups PricewaterhouseCoopers (PwC) and ACIL Allen Consulting to 

determine the performance of Australia’s mining sector (PwC 2014a), 

and its agriculture and services sectors (ACIL Allen Consulting 2014a; 

2014b). This chapter also includes insights from the 2014 report on 

Advanced Manufacturing: beyond the production line, (Roos 2014) 

as well as the ACOLA report on the Role of Science, Research and 

Technology in Lifting Australian Productivity (Bell et al. 2014).
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There are of course a range of views in the community on the strengths 

and weaknesses, opportunities and risks of the sectors presented in 

this report, as seen in Chapter 2. However, this report relies primarily 

on the advice provided in the reports commissioned by ACA. These 

authoritative reports found consistent risks and opportunities facing 

these key sectors of the Australian economy. All considered the steps 

necessary to maintain and grow Australia’s comparative advantage in 

these areas in order to ensure our continued prosperity.

According to these reports, in mining, Australia is predominantly 

focused on extracting and exporting and the same could be said for 

agriculture with its focus on commodity exports. An inward focus 

in the services sector is meeting the growing needs of Australia’s 

domestic population but is not capitalising on the expansion of the 

middle class in the booming Asian region. While in manufacturing, the 

focus needs to change from industrial to functional specialisation to 

take advantage of vast global value chains.
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As also seen in Chapter 2, Australia faces 
uncertainty and complexity in the global 
economy but the challenges can also be 
opportunities. There are prospects in building a 
culture of high value-adding and technological 
innovation across sectors and particularly in 
advanced manufacturing and agriculture. Despite 
the buffeting the mining industry has received 
from a fall in global prices and a tempering of 
demand, there are opportunities there too for 
high value-adding and for selling Australia’s 
expertise to the world.

But growth in these industries, and the 
burgeoning services sector will depend on 
dealing with some of the gaps already identified 
in Chapter 2. These include building skills and 
knowledge both in the science, technology, 
engineering and mathematics (STEM) fields and 
in complementary skills in humanities and social 
sciences (HASS) to help societies adapt to and 
adopt new products and services. 

There also needs to be more collaboration 
across government, academia and industry 
in both workforce development and research 
and development (R&D) to help build skills 

and drive the innovation needed to underpin 

the value-adding that will help fuel growth. 

Improved productivity, access to finance and 

better regulation are also necessary to assist this 

growth. The common drivers of growth across 

the different sectors highlight that a broad 

approach to building comparative advantage will 

be necessary as a foundation to prepare Australia 

to thrive in whatever future lies ahead.

3.1 Agriculture
Agriculture is one of Australia’s oldest and 
most important sectors. Its value to Australia’s 
social and economic wellbeing as well as to 
its long-term comparative advantage cannot 
be overstated, and yet agriculture’s relative 
contribution to the Australian economy has 
steadily declined over the past century. While this 
can be attributed in part to a long-term decline 
in agricultural terms of trade and an increase 
in global agricultural production, significant 
causes are also structural and systemic. This 
section draws on a comprehensive review of 
the agricultural sector, completed by ACIL Allen 

Note: Represents the value chain in 2011–12, farm value excludes non-food production.

Source: Commonwealth of Australia 2014, citing Australian Food Statistics 2011–12, Department of Agriculture, Fisheries and Forestry, 
Canberra.

Figure 3.1: Value chain for food in Australia
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Consulting for this project and it complements 

the separate Securing Australia’s Future project on 

agriculture. It has sought to identify the contexts 

and policy settings that would ensure the future 

competitiveness and sustainability of the sector.

Australia’s agriculture sector contributed 

$45 billion in total to the economy in 2011/12. 

Figure 3.1 shows how Australia’s multi-billion-

dollar farm and fish production sector is value-

added to create $91.2 billion processing and 

$135.8 billion retail sectors. Agriculture produces 

an additional $2.23 billion of cotton and 

$2.7 billion of wool fibres that are predominantly 

processed overseas.

Australian agriculture’s success since World War II 

has been based on growing produce that people 

want and a strong pursuit of productivity from a 

sound natural resource base. Changing consumer 

preferences, slow trade reform and the emergence 

of global competition have changed this point 

of difference. The future success of agriculture 

depends on growing not only what people want, 

but growing it better than other producers. 

The ability to produce a diverse range of food and 

fibre is not a source of comparative advantage 

in itself, despite the fact demand will increase in 

line with domestic and global population growth. 

Australian agriculture must offer commodities 

at globally competitive prices or differentiated 

products on the basis of quality. As ACIL Allen 

note the prices for bulk commodities, from 

agriculture, mining or any other sector where 

Australia has a comparative advantage, will 

decline in real terms. This is because no single 

country has ever been able to continually either 

corner a market or extract monopoly rents 

from a commodity. As Figure 3.2 demonstrates, 

Australia’s trade in goods continues to grow in 

value but its share of rural goods as a proportion 

of total goods declined from around 32% in 1983 

to 14% in 2013. 

As for many other developed countries, 

agriculture’s relative contribution in Australia has 

declined during the past century as other sectors 

in the economy grew and global agricultural 

production increased. It is notable that total 

factor productivity growth is now at a low level 

vis a vis countries such as the US. However in 

recent times, there has been a shift in perception 
from agriculture being a sunset sector to one of 
renaissance in light of growing global demand, 

Figure 3.2: Value of Australia’s exports and imports of goods, 1971–2013
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especially in Asia. This has led to a renewed 
interest in understanding the basis of Australia’s 
comparative advantage in agriculture in order 
to identify opportunities for businesses and to 
strengthen government policy.

Australia is a net agricultural exporter, with 
around 60% of all products exported. Although 
geographically isolated and reliant on extensive 
infrastructure to move commodities, it is well 
placed to take advantage of the growing domestic 
and global demand for food. Figure 3.3 shows 
Australia is a strong exporter of commodities 
compared to the rest of the world. In particular, 
Australia dominates the wool market with 80%  
of Australia’s wool exports destined for China.

The demand for agricultural goods will increase 
through population growth and rising standards 
of living in Australia and overseas. Australia’s 
agriculture sector has a diverse base to service 
this demand. However, productivity gains 
will be crucial to offset continually declining 
terms of trade for commodities and to ensure 
differentiated and high value-added goods are 
competitive in the global market. Global drivers 
affecting agriculture are highlighted as follows:

• Strong population growth, with continued 
urbanisation of that population: in Australia 
alone, population is projected to increase by 
52% by 2050. 

• Significant climate change effects: at the 
very least, this will require the development 
by modern biotechnologies of new types of 

seeds that can survive with less water, higher 

temperatures, and different soil conditions, 

including gradual erosion of the topsoil. 

• High price volatility: this would undermine 

long-term planning. 

• Significant shortage of skilled labour: the sector 

will need workers who can handle and maintain 

complex equipment, and who can manage 

large farms remotely. Precision agriculture  

and the associated technologies, processes 

and capital equipment are central here.

• A significant requirement for increased 

scientific and technological R&D: science 

research is the backbone of a successful and 

sustainable agricultural sector, from new types 

of seeds to new types of machines. Moreover, 

the sector is such that it demands public 

investments, since the amounts required are 

often beyond the scope of individual farms. 

• Changing cultural preferences and changes 

in eating habits: an example is increasing 

demand for more organic-type foods that are 

grown in cleaner, less polluted places. There 

is also an increasing emphasis on a more 

humane treatment of animals. These higher 

quality foods command higher prices on 

global markets, particularly in Asia. 

• Increasing demands for sustainability and 

environmental stewardship: this is closely 

related to the point above about changing 

preferences. Increased agriculture should not 

lead to soil erosion, nutrient depletion, etc. 
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Figure 3.3: Australia’s exports of selected grain, fibre and oilseed, 2012/13
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Despite its favourable reputation in global 

markets, Australian agriculture faces significant 

challenges to growing the sector in the future 

including:

• increased international competition

• a commodity rather than a value-added focus

• decline in public spending on R&D

• low rainfall and lack of irrigation infrastructure 

• cost effective finance for businesses

• lack of infrastructure in northern Australia

• critical shortage of skills and labour

• relatively low returns on investment with long 

payback times.

These global trends reflect significant 

opportunities for Australia, but also help to 

highlight the current strengths and weaknesses 

of the sector. 

3.1.1 Australia’s comparative 
agriculture advantage

In preparing its report, ACIL Allen Consulting 

noted that comparative advantage is not a 

singular concept but is based on a number 

of elements that must be brought together 

to provide advantage. Moreover, comparative 

advantage is relative and changeable, and 

highly influenced by current and future drivers 

of change. Industry and government need to 

adapt in an integrative and ongoing process to 

continually improve and evolve agriculture. Two 

recent significant reports, the National Farmers’ 

Federation’s 2013 National Blueprint for Australian 

Agriculture and the Australian Government’s 2014 

Agriculture Competitiveness White Paper, reflect 

the increasing realisation of the sector’s strategic 

importance, and call for policies that will help 

make it profitable, productive, sustainable and 

competitive.

The ACIL Allen report explores five elements that 

are commonly cited as the basis of Australian 

agriculture’s comparative advantage:

• Australia is an established player that can 

satisfy both global and local demand.

• Australian farmers have in the past been 

considered highly productive with R&D a key 

driver of productivity.

• Australia has a diverse range of agro-

ecological zones that allow production of 

many types of agricultural products.

• There is extensive water and transport 

infrastructure in existing agricultural regions.

• Australian agriculture is relatively pest and 

disease free and has a favourable global clean 

and green reputation for its quality output.

Australia’s agriculture sector has the ability 

to leverage its capability and brand to meet 

the nutritional needs of a growing population 

domestically and in Asia, and to create greater 

value-added products and product differentiation. 

However, its current commodity rather than 

value-added focus is a significant weakness.

Australian farmers have long been considered 

highly productive and amongst the most 

self-sufficient by world standards. Australian 

agriculture has low levels of protection and 

other trade-distorting support provided by 

government, which has forced farmers to find 

innovative ways to increase production and 

reduce costs. According to OECD evidence cited 

by ACIL Allen, as demonstrated in the figure 

below, Australian farmers received low levels 

of financial support of 2.7% (as a percentage 

of gross farm receipts) in 2012. This compares 

favorably with the other countries shown in 

Figure 3.4 which average 26.4% or a quarter of 

gross farm receipts.

Australia has a sophisticated rural R&D model, 

which has been highly effective in driving 

productivity growth and enjoys a high level of 

public support. However there are concerns 

about a decline in public spending and 

how the sector is organised and regulated. 

Federal and state funding accounts for more 

than three-quarters of all agricultural R&D 

spending in Australia. Public spending growth 

on R&D has declined in the past few decades, 

from an average annual growth of 6.5% p.a. 

during 1953–80 to only about 0.6% p.a. during 

1980–2007 (Sheng, Mullen & Zhao 2011). 

Given the smaller absolute size of agricultural 

R&D in Australia, it is also critically dependent 

on international research spillovers. Therefore 

an ability to innovate must be complemented 
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Figure 3.4: Producer support estimates, as a percentage of gross farm receipts, 2012

Source: OECD 2013a.
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by absorptive capacity and an ability to adopt, 

adapt, and apply global innovation and 

best practice. There must be a greater focus 

on creating international linkages to drive 

access to research, advanced farm inputs and 

operating practices. While there is support from 

government to strengthen the R&D model, public 

funding must be complemented in turn by multi-

dimensional, multi-level diplomacy driven by 

governments, the private sector, and academia.

The agriculture sector is facing a decline in 

employment numbers. ABARES data shows the 

number of people employed in agriculture has 

reduced by an average rate of 1% per annum 

over the years 1975–76 to 2012–13, while at the 

same time the average rate of farm gross product 

has increased by 3% (ABARES 2013). ACIL Allen 

attributed the reduction of total labour inputs 

to unfavourable climatic or market conditions, 

substituting labour for technology and limited 

access to migrant labour. The latter two are 

important to Australia’s comparative advantage 

given that, as a developed country, labour costs 

are higher than in many competitor countries with 

access to cheap migrant labour such as the United 

States or Canada (Nossal & Sheng 2013). This 

should form a basis for rapid technology adoption 

with consequent faster productivity growth.

Australia’s diverse range of agro-ecological 

zones allows the production of many types of 

agricultural products which has contributed to 

its natural comparative advantage. However only 

about 3% of its 761 million hectares of available 

agricultural land is currently used for cropping 

and horticulture due to its long-standing 

problem with low annual rainfall and access to 

water for irrigation (Keogh 2012). The remaining 

vast areas of arid and semi-arid land are best 

suited to extensive grazing of cattle and sheep 

on native pastures (Figure 3.5).

Australian agriculture’s pest and disease free 

status provides a clear advantage in access to 

global markets. This is further enhanced by its 

clean and green reputation, which is driven by 

the unpolluted nature of our pasture lands as 

well as by the traceability and accountability of 

products. The National Livestock Identification 

System for livestock and the Maximum Residue 

Limits for chemicals in grains are notable 

examples. Australian farmers also enjoy a good 

reputation for the great effort and expense 

they undertake to care for the land under their 

stewardship.

3.1.2 Where to now?

The ACIL Allen report identified three main ways in 

which Australia could expand its supply capacity:

• farming new areas of land (this would require 

public investments in irrigation, energy, and 

transport infrastructure) 

• swapping out of low input, low production 

systems into high input, high production 

systems (requiring new management skills, 

access to finance, and competing for land 

against higher value mining and coal-seam 

gas sectors) 



73

• producing more from less by increasing water 

use efficiency (role for increased R&D) or driving 

innovation-based productivity e.g. producing 

smarter things in smarter ways which leads 

to higher value-adding and potentially longer 

value chains with other benefits.

Access to adequate financing is critical for the 

growth of operations and for managing the 

operational risks associated with a variable 

climate and water supply. The majority of 

Australian farming businesses are financed by 

families using their accumulated capital (mainly 

land) as collateral for loans from banks. The 

report identified a need for innovations in farm 

financing to alleviate some of the constraints 

in financing. One possibility in this space, also 

canvassed for some other areas in this report, 

is wider use of Australia’s distinctive income 

contingent loan system, as deployed in higher 

education (Botterill & Chapman 2009). 

With regards to infrastructure, Australia already 

has extensive water and transport infrastructure 

in existing agricultural regions. It also enjoys a 

relative advantage over developing countries 

in long-distance-based freight technology. 

However, there is a notable lack of infrastructure 

in the north, and ageing infrastructure elsewhere. 

Addressing this would require substantial 

technological, skills and financial commitment.

While Australian agriculture enjoys a favourable 

global reputation for its quality output, its 

reputation within the domestic context is 

plagued by a negative image and a well-

documented shortage of critical skills and 

labour. This is at a time when the industry’s 

prospects have never been better. The negative 

image arises from the fact that employment 

in the sector has fallen over the past 30 years 

or so even as the total employment in the 

economy has grown by more than 50%. This 

creates a perception of poor employment and 

growth prospects within the sector, which in 

turn reduces the number of people opting for 

higher education and training in it. Absence of 

clear and defined career pathways and inter-

industry labour competition further exacerbate 

the problem. Furthermore, despite agriculture’s 

role in shaping the national identity, agriculture 

alone is not sufficient in sustaining regional 

communities.

Figure 3.5: Agro-ecological regions of Australia

Source: Williams, Hook & Hamblin 2002.
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There is an urgent need to create a national 

narrative and discourse around the favourable 

prospects of the sector, which then needs 

to be demonstrated through favourable 

outcomes for new graduates. While domestic 

interest in the sector is waning, global interest 

in the sector (particularly for investments) is 

on the rise due to Australia’s sound legal and 

institutional frameworks. A reinvigorated focus 

on skills, infrastructure and innovation seem 

the key elements for a future building on 

Australia’s natural advantage and long record 

of contribution in this area. Sectoral leadership 

and a capacity to link to challenges in areas that 

impinge on agriculture, such as environmental 

and mining pressures, will be crucial.

The ACIL Allen report also emphasised that a 

project under the broader Securing Australia’s 

Future program, entitled Australia’s Agricultural 

Future was underway at the time of this report’s 

drafting, and will be considering some of the 

issues highlighted here in more detail.

3.2 Mining
The mining industry has been a leading 

contributor to Australia’s economic growth and 

international impact including in the past two 

decades especially. But despite its impressive 

contemporary performance, important 

weaknesses and potential threats to the sector 
have been identified. These point to a need to 
reduce reliance on mining as the single most 
strategically important sector underpinning the 
Australian economy in the future. The dimensions 
of this challenge have been documented for this 
report in the study from professional services firm 
PwC prepared for this project. 

The mining sector in Australia is not only large 
in terms of ores extracted and mined, but is 
also part of a larger value-chain industry that 
comprises processing, exports, and associated 
services. The sector is Australia’s largest export 
earner, accounting for 50–60% of total exports of 
goods and services. It is also one of the largest 
contributors to the national economy, with 
mining investments accounting for about 7.7% 
of gross domestic product (GDP) in 2012. The 
findings highlighted in Table 3.1 suggest that 
Australia’s mining industry is largely an ‘explore, 
extract ores, produce metals and export’ sector, 
but with a significant supporting service sector.

The mining industry in Australia is export-
oriented, with exports expected to account for 
more than 65% of revenue in 2013. This compares 
to 50% to 60% growth in minerals, implying a 
higher export performance for downstream 
activities. Performance depends on global trends 
in supply and demand for commodities. Revenue 
was $244.4 billion in 2013 and is expected to 
grow at a compound annual rate of 3.8% over the 
next five years (Ibis World 2013). 

Table 3.1: Australian mining sector, size and growth

Sector Revenue 
2013 ($B) Growth in revenue (% p.a.) Comments

Mining extraction 90.3 4.3 from 2012 to 2017 Ore mined

Mining extraction and 
metals production

121.9 11.0 from 2011 to 2016 Ore mined, and production of metals 
such as aluminum, iron, steel

Minerals and ore 
exported

130.0 Iron ore $82.1 billion, metallurgical coal 
$23.7 billion, thermal coal $17.2 billion

Oil and gas 56.0 16.0 from 2013 to 2018 
production (supply)

9.0 for industry sales (demand)

37% of the volume of gas produced is 
exported

Mining, and oil and gas, 
including extraction, 
production and services

244.0 3.8 from 2013 to 2018 Includes mining, oil and gas, iron 
smelting and steel manufacturing; fossil 
fuel electricity generation, gas supply; 
electricity, gas, water and waste services; 
wholesale trades who provide access 
to machinery and provide equipment; 
business services; and integrated logistics

Source: PwC 2014a.
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Australia also has significant gas resources with 

around 3.8 trillion cubic metres of gas with 

total gas production in 2012/13 estimated to 

be 59 billion cubic metres. Coal has historically 

dominated the power sector. However gas has 

grown in the past decade and now represents 

21% of Australia’s energy supply (BREE 2013). 

According to PwC, industry performance is 

expected to improve dramatically over the 

next five years from 2013 in response to rising 

production (especially natural gas) and higher 

prices for oil and gas, subject to global CO2 

limitation agreements. Increased investment in 

the industry will support rising output. Australia 

also has a longer-term opportunity to exploit 

shale gas as concluded in a study by ACOLA. The 

report notes that ‘shale gas has the potential to 

be an economically very important additional 

energy source’.

Mining investment in Australia increased from 

1.5% of GDP in 2002 to 7.7% in 2012 on the back 

of the soaring demand from China. It peaked 

by end of 2013 and there are predictions that 

it will fall below 4% of GDP by 2023 (Deloitte 

Access Economics 2013; Lowe 2013). The future 

prospects of Australia’s most important export 

earner are highly dependent on both export 

prices and growth prospects in Australia’s largest 

trading partners particularly Asia, but neither 

of these are in Australia’s direct control. Such 

dependence on a single industry and exogenous 

factors is a major strategic weakness that 

Australia will need to contend with, especially 

demand development in China.

Despite its impressive size and value to the 

economy, the sector faces challenges including:

• a decline in mining investment

• a global decline in commodity prices

• falling domestic productivity 

• growing costs including increased  

regulation and taxes

• skills shortages and knowledge gap.

3.2.1 Australia’s comparative mining 
advantage

Resource-rich countries have comparative 

advantages endowed by nature, but these 

advantages can only be maintained by moving 

up the value chain. Australia is amongst the 

world’s top ranked countries in terms of 

Economic Demonstrated Resources (EDR) with 

research suggesting that Australia’s EDR of a 

number of minerals (such as iron ore) are the 

world’s largest.

PwC notes that for the past decade the resources 

boom has been driven by the combination of 

Australia’s comparative advantage and high 

growth in Asia (particularly China). A number 

of organisations acknowledge that mining will 

remain a major contributor to the Australian 

economy due to factors such as large economic 

sources of mineral resources and a growing and 

large market in Asia. Research indicates that 

Australia will continue to win a large share of the 

international growth in demand for minerals due 

to reasons such as those outlined in Figure 3.6.

However, PwC cautions that there are valid 

concerns that Australia’s advantage could erode 

due to a combination of factors including 

increasing costs and low productivity. Over 

recent years, the Minerals Council of Australia 

(2012) has warned of the structural deficits in our 

economy that have been masked by historically 

high terms of trade. ‘Our country’s attractiveness 

as a place to do business in a highly globalised 

industry is slipping due to a combination of rising 

costs, declining productivity and a deteriorating 

sovereign risk reputation. With commodity prices 

having fallen from peak levels, complacency 

and backsliding on economic reform pose a real 

threat to the minerals sector and to the wider 

economy.’ 

Further, Geoscience Australia (2014) warns 

that even though Australia has large economic 

resources of many mineral commodities, this is 

not a guarantee that such resources will continue 

to be exploited in Australia. In an increasingly 

globalised and competitive commodity market, 
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Figure 3.6: Australia’s comparative advantage in mining

Source: Deloitte 2013 as provided in PwC 2014a.
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multinational mining companies continue 

to search for mineral deposits across other 

geographies that will offer attractive returns on 

investment.

Australia’s strengths in mining are primarily based 

on past discoveries, with no new significant 

discoveries in the past two decades. With a 

wealth of rich deposits at its disposal, Australia’s 

mining sector is largely focused on extracting 

and exporting, to its potential detriment. 

The Australian mining sector is increasingly 

characterised by rising costs, falling productivity, 

declining commodity prices and falling 

investments. This comes as it is confronted by 

increasing competition from Africa, North Asia 

(Mongolia) and parts of Latin America. While 

Australia has a more favourable risk and security 

profile, it may not be enough over the medium 

term to hold investments here.

Australia does not yet have much of an advanced, 

high-value-added downstream sector for 

extracted minerals and ores (for example, by 

developing and marketing new types of metals), 

nor has it invested in developing new growth 

areas. This puts Australia at risk of not meeting 

the requirements of a 21st century knowledge 

economy but also leaves the sector, and by 

extension the economy, highly vulnerable to 

price vagaries. 

Australia does have an excellent track record in 

planning, design, development and servicing 

of mining software and equipment, scientific 

analysis, exploration assessment technology, 

mineral processing technology, environmental 

services, and health and safety services and 

equipment. These could potentially provide 

major opportunities for advanced manufacturing, 

consulting and service industries both locally 

and globally, but research suggests that 

these avenues are not being developed, and 

Scandinavian firms are leading the way at 

present. One leading Australian company that has 

capitalised on those strengths and opportunities 

is highlighted in Box 3.1.

3.2.2 Where to now?

As emphasised in the report prepared for ACOLA 

by the Centre for Australian Foresight ‘when 

dealing with the future, there are no right or 

wrong answers, just assessments of plausibility 

and relevance for particular contexts, which are 

in turn influenced by individual perspectives and 

beliefs about the future. As stories about possible 

futures, scenarios are not predictions of one 

future that urge us to “bet the farm” on a single 

locked in strategic or optimal choice. Instead they 

implore us to take the opposite approach—to 

find strategies that are robust, that stand us in 
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good stead regardless of the final shape of the 

future. Scenarios represent a range of potential 

outcomes for an organisation, from which 

consideration of strategy today can be informed’.

While the mining investment boom between 

2002 and 2012 was a major contributor to 

Australia’s economic growth, PwC points out 

that the peak appears to have passed and the 

consensus view is that mining investment will 

decline in absolute terms until at least 2017. 

Uncertainty exists however, on the extent of this 

decline (Box 3.2).

Australia faces a number of alternative scenarios 

for mining. These include a slow decline of the 

mining industry, the creation of a growing and 

sustainable mining industry, growing a value-

added downstream sector, and refocusing effort 

to new growth areas. Of course, more than 

one of these alternatives is possible such as a 

sustainable mining industry with growing value 

addition in related sectors.

In 2011, participants from the Australian mining 

industry, CSIRO and academia developed Vision 

2040: Mining, minerals and innovation—A vision 

for Australia’s mineral future. This report aims to 

provide direction for a national strategy that 

transforms existing assumptions about how 

Australia can contribute to local and global 

development as illustrated in Box 3.3.

Box 3.1: Taking advantage of the value chain

Orica takes pride in being an Australian company with a global footprint that seeks ‘clever resourceful solutions’. 
Orica is the world’s largest provider of explosives and blasting systems to the mining and infrastructure markets, is 
the global leader in the provision of ground support and tunnelling, and a leading supplier of sodium cyanide to 
the gold industry. 

The company’s major market sector is mining services. It has a workforce of more than 12,500 with operations in 
more than 50 countries and customers in more than 100. Orica has positioned itself to provide valuable supply 
chain capabilities for its customers and claims this strategic positioning within the mining sector allows it to 
maintain stability through continued global uncertainty.

Source: Orica 2013.

Box 3.2: The future profile for mining

‘The forecasts for the Australian economy continue to embody a gradual shift in growth from mining investment 
towards exports, non-mining business investment and household spending. While there are signs that this 
rebalancing is beginning, there remains considerable uncertainty about how it will proceed. In particular, there 
remains a large degree of uncertainty surrounding the exact profile for mining investment’.

Source: RBA, May 2013, Statement on Monetary Policy.

The focus of the Australian mining industry on 

the short to medium term remains ‘extract and 

export’ oriented and requires a longer term 

view and cooperative national leadership as 

recommended in the Australia 2040 scenarios. In 

order to regain world leading competitiveness, 

Australia should focus on issues as shown in 

Figure 3.7.

Skills shortages and lack of linkages with research 

institutions could see Australia become a relative 

laggard in terms of advanced, state-of-the-art 

knowledge. Unlike Australia, other key countries 

actively foster collaborative linkages between 

academia, businesses and policy-makers. This 

allows new knowledge to be developed into 

marketable products and services that are 

supported by appropriate industrial, trade and 

regulatory policies. 

Australia needs to invest in more R&D, which 

includes (among others): humanities and social 

science research such as the sociology of mining 

towns and Indigenous relations; environmental 

challenges; improvement in productivity, 

and new methodologies and techniques for 

exploration and exploitation. Of course, issues 

around productivity improvement in mature 

process industries apply.
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Box 3.3: Vision 2040: Mining, Minerals and Innovation—A Vision for Australia’s Mineral Future

In this vision, the participants recommended that Australia develop a national strategy for the development of its 
mineral resources that will guide future development and ensure long-term benefit to the national community. 
The development of a national minerals strategy would be an opportunity to integrate mining sustainability into 
economic planning. The report notes that such a strategy should include policy measures and programs that:

• improve the coordination of mineral development across states and territories through an organisation, similar 
to the National Water Commission, which would drive progress in sustainable management of Australia’s 
mineral resources identify challenges, such as declining productivity and high currency values, and develop 
innovative responses 

• improve knowledge of Australia’s mineral resources including much stronger reporting requirements for 
exploration undertaken by private companies 

• improve social and environmental outcomes by encouraging all mining and mineral processors operating in 
Australia to report under the Global Reporting Initiative 

• improve capacity for innovation through collaborations amongst universities, mineral producers and other 
researchers 

• facilitate the commercialisation of technologies that make a ‘step change’ in the environmental and social 
performance of mining and mineral production 

• monitor and evaluate key social, environmental and economic indicators for mining and mineral production 

• implement sustainability reporting on the Australian economy as a whole, to ensure that improvements by the 
mineral industry can be monitored and compared with other sectors.

Source: Mason et al. 2011.

Skills development

Figure 3.7: Focus areas

Source: PwC 2014a.

Reforms in the area of multi-user 
infrastructure chains to maximise 

throughput, particularly as existing 
infrastructure comes under pressure 

from increased volumes

Innovation to enable 
productivity gains

Cost reduction, including processes 
to reduce delays and lower costs

Optimisation of infrastructure 
investment and operation

Australia should therefore prioritise increased 

investments in knowledge, as well as 

collaborations with local and international 

research institutions. The vocational education 

and training sector too should be further 

enhanced to complement the university 

education and, where appropriate, collaborate 

with it.

Infrastructure shortages and excessive regulatory 

burden threatens to seriously undermine 

Australia’s current advantage in the mining sector. 

The national dialogue at present appears more 

focused on how to distribute the earnings of the 

resources sector rather than on how to ensure 

those benefits continue. There is inadequate 

debate on what benefits and opportunities could 

be at risk from failure to proactively establish 

and reform the policy environment. Australia’s 

regulatory burden is ranked amongst the highest 

in advanced economies. Despite ongoing public 

discussions about the mining sector, there is a 

lack of a coherent policy. 

By contrast, Canada has announced a plan for a 

‘one project, one review’ approvals process. As a 

country with a similar profile to Australia, Canada’s 

priorities for its mining sector should resonate 

strongly with ours as highlighted in Box 3.4.
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Box 3.4 The Canadian Experience

Canada is a major mining country and a top ten producer of 17 key metals and minerals. The extraction and 
processing of these materials is an important part of Canada’s industrial sector and an essential source of GDP, jobs 
and government revenue.

Typically, countries are thought to gain a competitive advantage from a resource endowment by moving up the 
value chain, in other words, by processing raw materials into manufactured goods.

However, Canada has leveraged its metal and mineral endowment not just by extracting and processing raw 
materials, but also by creating and marketing the knowledge of how to effectively and responsibly develop these 
resources.

It has a vast array of suppliers, service providers and professionals that help support miners and prospectors both in 
Canada and abroad e.g. the Sydney cluster.

Canada’s global success in mining can be attributed more recently to the emergence of smart policies and 
innovative private institutions that are tailored to the unique attributes of the mining industry.

Unlike Australia, Canada is making huge strides in investing in higher value-added activities including mining 
finance, mining technologies, and spill-overs into other activities such as advanced manufacturing.

However, it has recognised five key areas that it needs to to focus on to maintain its advantage:

Maintaining its pool of uniquely skilled people

Staying ahead of the pack on world-leading practices in finance and taxation

Setting up the infrastructure and international agreements today to ensure a competitive mining sector tomorrow

Becoming the world leader in the development of new mining technology and best practices

Social license and an efficient and predictable regulatory environment as emerging areas of comparative 
advantage.

Source: The Canadian Chamber of Commerce 2013.

In conclusion, though the mining sector has been 

a mainstay of Australian prosperity for the past 

two decades, the PwC report cautions against 

complacency.

It calls for proactive policies that would allow 

the sector to move into higher value-added 

downstream activities and to create value 

through collaboration with non-mining sectors 

such as manufacturing and services.

3.3 Manufacturing
Australia’s manufacturing sector has faced 
negative publicity and reputational damage 
in recent years with the exit of highly visible 
multinational manufacturers, most notably 
in the car industry. What is less well known is 
the developing and highly valuable advanced 
manufacturing sector, which is poised to build on 
Australia’s comparative advantages and increase 
its contribution to economic growth and global 
trade. This analysis draws on the ACOLA report 

on the Role of Science, Research and Technology 

in Lifting Australian Productivity. It also draws 

on information from Advanced Manufacturing: 

Beyond the production line (Roos 2014) and Global 

Perspectives on Achieving Success in High and Low 

Cost Operating Environments (Roos & Kennedy 2015). 

The manufacturing sector plays an important role 

in Australia’s economy but its contribution to GDP 

has declined as other sectors such as mining and 

the services sector have grown in importance in 

the economy. While accounting for around 7% of 

GDP in 2013, its contribution to GDP has almost 

halved since 1980 as illustrated in Figure 3.8.

At the same time, employment in the sector has 

fallen from more than 15% in the 1980s to 8.1% in 

2013 (Roos & Kennedy 2015). The decline can be 

attributed in part to growing automation, when 

that facilitates productivity improvements that 

are higher than the underlying demand growth. 

But it also points more broadly to structural 

change in the sector.

The rise of free trade and globalisation is affecting 

traditional manufacturers in advanced economies 

around the world. Their competitiveness has 
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Figure 3.8: Value added as a percentage of GDP, selected sectors

Source: Roos 2014, Advanced Manufacturing: Beyond the Production Line (ABS Cat 5206.0).
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Table 3.2: Characteristics of traditional and advanced manufacturing

Traditional manufacturing Advanced manufacturing

Focused on the production of goods. Value creation is extended, so manufacturing is no longer just about 
production—services and manufacturing are inextricably linked, so 
that production is now the core of a much wider set of activities—the 
‘virtual’ part of the total business—geared towards creating a tailored 
experience for individual consumers.

In 2011, only 28 per cent of Australian manufacturers with more than 
100 employees derived value from services related to their products, 
compared with the United States and Finland, where the figure was 
closer to 55 per cent of manufacturers. 

Much of the workforce is employed in 
low-skilled, blue-collar or production 
roles. Technical competencies are 
much more common than commercial 
competencies.

High-skilled operations that harness a wider skill base, including both 
technical and commercial competencies, and employ fewer people on 
the factory floor.

Firms compete on the basis of their own 
strengths. Competitiveness is based on 
stocks of knowledge, mostly developed 
and retained in-house. Strategies focus 
on the company: cost control, ‘total 
quality’ and continuous productivity 
improvement.

A solely internal focus is no longer sufficient to be competitive. 
Competitiveness is based on the ability to identify and harness 
globalised knowledge flows—the production, diffusion and use of 
knowledge. Individual firms cannot access all the information required 
to be competitive, so the depth and quality of a company’s networks 
and interactions is critical to its competitiveness.

Mass manufacturing of commodity 
goods—’Any colour, so long as it’s 
black’ approach—with manufacturing 
functions typically bound to localities 
and conducted in large capital and 
labour intensive factories.

Firms rapidly and economically adapt physical and intellectual capital 
to exploit changes in technology, markets and customer demand. A 
strong customer orientation, including mass customisation or short 
runs. Greater flexibility in how and where people are employed. Global 
firms operating across national boundaries and in close proximity 
to cheap manufacturing inputs, and large sources of demand and 
innovation. 

Energy intensive with large waste 
streams.

Manufacturing processes and products are more sustainable, 
including a move towards low-emissions, zero-waste and zero-carbon 
manufacturing. Manufacturing practices include built-in reuse; 
remanufacturing and recycling for products reaching the ends of their 
useful lives; turning waste streams into sources of value creation; and 
additive, rather than subtractive, manufacturing techniques. 

Source: Roos 2014.
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been weakened by low-cost competition from 

emerging nations such as China. In Australia, a 

strong dollar, high labour costs, rising energy 

costs and a small domestic market have 

also contributed to the decline. Traditional 

manufacturing played an important role in 

Australia’s economy for a long time. However a 

changing business environment and challenging 

economic conditions have seen the emergence 

of successful advanced manufacturers. Some of 

the differences are highlighted in Table 3.2.

Advanced manufacturers recognise the important 

integration of services with a product and are 

positioning themselves along complex supply 

chains known as global value chains (GVCs). A 

GVC is a collection of operational activities that 

deliver an idea for a product or service to the 

market. These activities, which include research, 

development, design, assembly, production and 

marketing, can be distributed between a number 

of companies across the world. To capitalise 

on this development, innovation and access to 

high quality information and communications 

technology (ICT ) are key. 

A leading example of a successful Australian 

participant in a GVC is Boeing Australia. It has 

worked with its parent company in the US to 

provide flight control components for a number 

of Boeing airplanes. The Boeing 787 Dreamliner 

is one of these. It is assembled in the United 

States using components from around the 

world, including Italy, Japan, UK and Australia. 

Each country contributes a specific and vital 

component which, when brought together, form 

the Boeing 787 Dreamliner. This partnership 

is Australia’s largest aerospace contract. The 

structure of this GVC is illustrated in Figure 3.9.

3.3.1 Developing Australia’s 
comparative manufacturing advantage

Advanced manufacturing has an important role 

to play in boosting Australia’s competitiveness 

in the global manufacturing market. The CEDA 

report notes there is widespread evidence that 

Australia’s comparative advantage lies in high-

value, low-volume manufacturing, with a strong 

focus on the design, R&D and innovation side 

of the production process. Specialising at the 
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pre-production end of the value chain also turns 
some of the natural disadvantages Australia faces 
into potential advantages (for example a skilled 
and costly labour force), while adding value to 
the production process is crucial to remain viable 
in a high-cost environment. The report highlights 
common characteristics of successful advanced 
manufacturers as highlighted in Box 3.5.

To build Australia’s comparative advantage there 
are a number of factors where the CEDA report 
notes that Australian advanced manufacturing 
currently lags, namely collaboration, innovation, 
skills and capabilities. It also needs to capitalise 
on the advantages of improved technology 
and build its reputation as an important growth 
industry both domestically and internationally.

Effective collaboration is critical to innovation 
and Australia needs to facilitate increased 
research opportunities between industry and 
researchers to ensure that R&D and innovation 
are targeted towards activities that provide 
economic and social benefits. CEDA points 
towards the Grains Research and Development 
Corporation in the agricultural sector as an 
example of successful collaboration between 
industry and R&D. The GRDC is funded by 
industry and government and works closely 
with the industry participants to drive the 
development of world-class innovation 
to increase production, sustainability and 
profitability in the grains industry.

An innovative and skilled workforce will be critical 

to increasing productivity in the future. This will 

require more investment in the STEM (science, 

technology, engineering and mathematics) 

fields to develop those skills. It is important to 

note that Australia will also need to promote 

complementary skills in humanities and social 

sciences (HASS) fields to develop understanding 

of systems, cultures and the way society uses 

and adopts new ideas. Industry also has a role 

to play in investing in employer-responsive 

technical training and skills development within 

companies. CEDA notes that strengthening the 

links between industry and research institutions 

including universities, to overcome cultural 

barriers to undertaking applied research, will also 

drive the development of improved capabilities.

Without advanced technology, advanced 

manufacturing will not succeed. The CSIRO has 

identified robotics, mobile devices, consumer 

devices and cloud services as the four major 

groups of technologies that will enable advanced 

manufacturers to be highly responsive to 

consumer demand (Mak 2014). In all there are 

around eleven key enabling technologies that 

must be mastered along with their relevant 

production systems (Roos & Kennedy 2015).

Finally, improving the poor public perception of 

manufacturing in Australia will be critical to the 

development of the sector and help attract and 

Box 3.5 Characteristics of successful advanced manufacturers

Innovation: Successful advanced manufacturers innovate, constantly invest in research and development (R&D) and 
understand the role of technology as a competitive edge. They also innovate in non-technological areas and focus 
on simultaneously innovating to create value and innovating to appropriate value. 

Global value chain (GVC) cognisance: They manage their value chain and position themselves within it 
accordingly—for example, by including pre- and post-production activities. 

Export focus: They primarily serve export markets and often serve niche markets. 

Customer focus: They understand and are very responsive to the needs of their customers and the increasing trend 
to customer-responsive customisation. 

Value focus: They compete on value for money not on cost. 

Small and medium sized enterprises (SMEs): Many advanced manufacturers are small and medium rather than 
large-scale enterprises. 

Highly skilled employees: They have highly competent employees and highly capable management frequently 
combined with a high performance workplace system. They continuously invest in education of their workforce. 

Collaboration: They are highly collaborative and understand how to manage competitive relationships. 

Source: Roos 2014.
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retain skilled workers, encourage collaboration 

with other sectors and countries, and promote 

Australia as an area of opportunity for advanced 

manufacturers.

3.3.2 Where to now?

There is an urgent need to raise awareness about 

the changing nature of manufacturing and 

the advantages of advanced manufacturing in 

securing a comparative advantage for Australia, 

boosting trade and supporting economic 

growth. As an innovative industry, advanced 

manufacturing will require an innovative 

approach from government, industry and 

researchers to contribute to its productivity and 

economic growth. 

The focus should be on working together to 

develop an innovative workforce and improving 

entrepreneurship and business management 

skills. STEM training should be encouraged 

at university and VET levels, as should 

complementary HASS training and also strategic 

research collaboration with other countries. 

Government support through increased public 

sector R&D and reliable communications 

infrastructure will make an important 

contribution to Australia’s productivity gains.

3.4 Services
The services sector dominates the Australian 

economy. In 2013, it accounted for close to 60% 

of Australia’s GDP and for 78% of employment. 

Like many similar countries, the services sector 

in Australia has been growing as a share of 

the economy since the early 1990s, but its net 

exports have declined steadily after peaking in 

2001–03. This review of the services sector by 

ACIL Allen Consulting focused on three sectors 

which have the potential to drive productivity 

growth in all other sectors, namely, education 

(post school), health and financial services.

In a general sense, any part of the economy 

not devoted to making things (manufacturing), 

taking them out of the ground (mining), or 

growing plants and herding animals (agriculture) 

Table 3.3: Service industries in Australia

Electricity, gas, water and waste services (D)

Wholesale trade (F)

Retail trade (G)

Accommodation and food services (H)

Transport, postal and warehousing (I)

Information media and telecommunications (J )

Financial and insurance services (K)

Rental, hiring and real estate services (L)

Professional, scientific and technical services (M)

Administrative and support services (N)

Public administration and safety (O)

Education and training (P)

Health care and social assistance (Q)

Arts and recreation services (R)

Other services (S)

Source: ABS 2006.

is colloquially classed as services. It is a highly 

diverse sector, spanning a range of industries, 

as shown in Table 3.3, and the boundaries 

with other sectors are also increasingly blurred 

e.g. service and manufacturing activities may 

frequently be done by the same firm (Agarwal  

et al. 2015).

ACIL Allen notes that a distinction needs to be 

made between services that are the consequence 

of economic prosperity and those that are 

the drivers of economic growth. The former 

employ a far greater number of people, such 

as the retail industry, entertainment, cafes and 

restaurants, but are not primarily driven by 

measured productivity or technical innovation. 

The industries that are the drivers of growth 

in an economy are those that are based on 

research and development, innovation and 

high productivity, with key inputs from highly 

educated (or highly skilled) workers, according to 

ACIL Allen.

The education, health and financial services 

sectors that have been chosen as case studies for 

this report are important because they are well-

established and account between themselves 

for around 20% of GDP. This means that there 
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already exists a critical mass of people, capital 

and expertise in these industries. These sectors 

are subject to potentially high rates of innovation 

and hence productivity growth. They are also 

highly regarded by global standards for their 

quality, resilience and outcomes. For example, the 

stability of the financial sector during the 2008 

global financial crisis and the regular inclusion of 

several Australian universities in the world’s top 

100 lists have drawn much praise and comment. 

These sectors have great potential for further 

growth, but also face risks, so the right 

settings need to be put into place to ensure 

their continued success and to prevent any 

regress. Government will play a critical role in 

determining success as each is characterised by 

pervasive government involvement, as a funder 

to two (education and health) and regulator of all 

three. While Australia’s service sector is growing, 

its net exports are not, as demonstrated in 

Figure 3.10.

The education, health and financial services 

industries have gone against this trend and are 

rising, lending support to the view that Australia 

holds a potential comparative advantage in these 

particular areas.

In 2013, the health care and social assistance 

industry contributed $96,708 million of GVA and 

accounted for 6.3% of Australia’s GDP. There were 

787,000 full-time employed persons and 635,000 

part-time employed persons in the industry. 

Australia’s net trade balance in health services has 

been positive since 2007 with a net trade balance 
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Figure 3.10: Net trade of service industries (exports less imports)

Source: ABS 2014c; 2014d.

of $9 million in 2013. Australia’s health exports 

were $29 million in 2013 (ABS 2014b; 2014c; 

2014d). The existence of imports and exports of 

health services of roughly equal size indicates 

Australia has a comparative advantage in some 

health services and not others at present.

The education and training industry has 

grown year on year for the past 20 years and 

contributed $67,976 million in GVA to Australian 

GDP, equivalent to 4.5% of total GDP in 2013. 

There were 563,000 full-time employed persons 

and 354,000 part-time employed persons in 

the industry (ABS 2014b; 2014c; 2014d). Since 

1986, universities have been permitted to 

accept international students and set their fees. 

In the decade to 2009 the sectors net trade 

balance grew strongly, but has since been 

declining. Changes to government migration 

policy, a strong Australian dollar, and negative 

international publicity on student safety and 

education quality have contributed to this 

decline (Grattan Institute 2013).

The finance and insurance industry has also grown 

over the past 20 years, contributing $121,493 million 

in GVA to the Australian GDP in 2013, which 

is equivalent to 8% of total GDP (ABS 2014b; 

2014c; 2014d). Australia’s level of exports and 

imports as a proportion of financial services is 

low compared to other advanced economies. 

However, unlocking the potential increase in 

trade of financial services could boost Australia’s 

productivity in the financial services sector and the 

economy as a whole (ACFS 2013b).
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3.4.1 Australia’s comparative services 
advantage

The economic rise of Asia provides a significant 

opportunity for Australia to increase its net trade 

in these sectors. In the past 20 years, China and 

India have tripled their share of world GDP and 

their economies have grown by approximately six 

times (Australian Government 2012). ACIL Allen 

notes that as incomes in the region have grown 

there has been an increase in the wealthy and 

mobile middle class. With household incomes on 

the rise, less income is being used for necessities 

and there is greater demand for a diverse range 

of goods and services, including health and aged 

care, education and funds management.

As well its proximity to Asia, the country’s highly 

educated workforce, political stability, successful 

macroeconomic policy, legal and regulatory 

framework and appetite for innovation, places 

Australia as a leader in the region. Table 3.4 

illustrates some of Australia’s common strengths 

across the education, health and financial 

services sectors that can provide a source of 

comparative advantage.

Table 3.4: Australia’s strengths in services 

Common strengths

Geographic proximity to Asia
Australia’s proximity to Asia and similar time zones places Australia in an advantageous position to access Asian 
markets and customers, compared to locations such as Europe or the US. Australia’s growing trade integration with 
Asia further reinforces our advantageous position as a trading partner to the growing region.

Public R&D expenditure
The Australian government provides substantial support for science and innovation; in 2012–13 this amounted to 
$8.9 billion (Australian Government 2012). The support includes expenditure which supports business research and 
commercialisation; research and research training in higher education institutions; cross-sectoral programs and 
Cooperative Research Centres (Australian Government 2012).

Highly educated work force
Australia’s highly educated workforce provides a strong base for our comparative advantage. Australia has some of 
the highest post-secondary education attainment rates in the world and as such offers a highly skilled workforce 
and quality of service.

Urban environment
Australia is a highly urban environment with the majority of the population living in cities. Combined with 
Australia’s highly educated workforce, the close interaction of the population leads to high collaboration and 
sharing of ideas between individuals.

Macroeconomic policy and regulatory environment
Australia’s macroeconomic policy and regulatory environment has proved itself over the recent past. This has been 
shown by increased business in the region following the global financial crisis for Australia’s major banks due to 
their high credit rating and strong capitalisation (AFCF 2009). Australia’s strength through the global financial crisis 
has improved the reputation of our regulatory system across the world (AFCF 2009).

Source: ACIL Allen Consulting 2014b.

In addition, ACIL Allen points to the unique 

strengths and opportunities of the individual 

service sectors highlighted in this report:

Health 

The health industry sector has world leading 

research infrastructure and scientific workforce 

as a result of decades of investment in research 

and development. It is viewed as cost effective as 

Australia’s high health outcomes are achieved at 

a moderate cost. Australia’s total health spending 

as a proportion of GDP was slightly lower in 2013, 

at 8.9%, than the OECD average of 9.3% (OECD 

2013b). Australia’s research spending is also strongly 

orientated towards medical and health-related 

disciplines, accounting for 29% of higher education 

research spending in 2010 (Grattan Institute 2013).

An ageing population and rising life expectancy 

in Australia and countries throughout the world 

will create greater demand for aged care and 

treatments for chronic diseases like diabetes, 

dementia, Parkinson’s disease, cardiovascular 

ailments and certain types of cancer. Identifying 

the demand for these services and positioning 

Australia as a country of expertise will open 
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export and growth opportunities. Investment in 

medical research will allow Australia to develop 

new technologies and treatments and strengthen 

its comparative advantage.

Education

Australia’s higher education institutions have 

had an excellent global reputation. This high 

quality has been demonstrated by recruitment 

of a large number of international students. 

As a small sector—there are only 39 Australian 

universities—it is also relatively easily monitored 

and regulated. Expanding opportunities for 

new international students, especially through 

Vocational Education and Training (VET ), will 

allow Australia to capitalise on the emerging 

market in Asia. As technology improves and is 

adopted by Australia’s major trading partners, 

off-campus study will be a major opportunity for 

education exports (Knight 2011).

There is also an opportunity for Australia to 

continue and expand its strategic engagement 

with its Asian counterparts in the field of research 

partnerships, not only to improve our capability 

through R&D but also to enforce our position as a 

leader in education.

Financial services 

The Australian financial sector as a proportion 

of GDP is larger than in most other developed 

countries (WEF 2012). The superannuation sector 

is very large by international standards and the 

pension fund sector is one of the biggest in the 

world, both in absolute and relative terms. It is 

the largest pool of funds under management in 

the region. The Australian Stock Exchange (ASX) 

is the 7th largest exchange in terms of market 

capitalisation and the 5th largest measured by 

free-float market capitalisation (ACFS 2013a). 

Australia also has a good regulatory management 

of systemic risk (ACFS 2013a).

Opportunities exist for Australia to export 

its banking services as well as increase its 

penetration of financial management and funds 

management services in Asia. There also exists an 

opportunity to develop skills in Islamic finance 

and export Islamic finance services, according to 

ACIL Allen.

Despite their positive outlook, the education, 

health and financial services sectors face 

common risks which can affect their comparative 

advantage including:

• lack of diversity in the Australian economy, 

which hampers long-term success of non-

mining export-dependent industries

• sensitivity to currency fluctuations 

• distance from European and US markets 

• low levels of private sector R&D spending 

• high tax rates for companies and individuals 

• an ageing population.

Such risks are subject to change. For example, 

the tyranny of distance is less in an integrated 

cyber-physical environment. They can also be a 

source of advantage. For example, dealing with 

an ageing population successfully.

The health sector itself faces additional 

weaknesses in its poor integration of new 

technologies into the whole healthcare delivery 

process, its low productivity relative to other 

Australian sectors, skills shortages, and poor 

responsiveness to changing patterns of disease 

and treatment.

The education sector has faced significant 

threats to its reputation in recent years due to 

reports of violence against international students, 

particularly Indian students, and government visa 

changes and a high exchange rate. Australia’s 

universities are perceived as ranking below 

the top for research. There are also regulatory 

gaps and over-regulations affecting flexibility 

and innovation capability, particularly for the 

non-university VET sector. Relatively low public 

funding correlates with relatively high student-

staff ratios, a problem for classroom experience.

The finance sector has a primarily inward focus 

and poor exposure to trade. The common law 

jurisdiction creates impediments for many 

potential foreign investors particularly those in 

the Asia-Pacific region.



87

3.4.2 Where to now? 

The key emphasis of the ACIL Allen report 

is that all three service industry sectors are 

sources of Australia’s comparative advantage, 

but this is neither inevitable nor permanent. 

Maintenance and enhancement of comparative 

advantage in a highly competitive global 

environment requires constant attention, as well 

as support from a conducive political and policy 

environment. Another implication that can be 

inferred (though this is not explicitly stated) 

is that these sectors are highly dependent on, 

and sensitive to, perceptions about Australia in 

global markets. This is because, unlike in the case 

of manufacturing, mining, or agriculture, there 

is often a case of direct interaction between 

producers and users of services. To manage 

these risks associated with Australia’s reputation, 

investment must be made in humanities and 

social sciences (HASS) fields to ensure support 

of the technological opportunities created 

within the science, technology, engineering and 

mathematics (STEM) fields.

The Australian Government has stated the goal 

of Australia having one or more universities of 

the same standard as the best universities in the 

United States. However it recently announced 

that it is reducing the proportion of the costs that 

it will pay to educate students, so students will 

have to pay more themselves. Even with students 

paying higher fees, government will need to 

invest more in universities if Australia is to fully 

realise its comparative advantage in education.

Medical research is something Australia does very 

well and is intimately linked to a vibrant health 

industry. Government investment in Australian 

medical research should not just continue but 

be expanded. Successful medical research also 

requires state-of-the-art hospitals to enable 

research to be translated into clinical outcomes, 

and industrial outcomes e.g. medical devices. 

Therefore serious investment in hospitals is also 

required, according to ACIL Allen.

A highly functioning telecommunications 

infrastructure will benefit all industries and 

in particular financial services, education and 

health. The government has a critical role in 

ensuring that Australia has a competitive, fast 

and efficient telecommunications infrastructure 

and supporting policies.

Regulation needs to be smart and to achieve 

its maximum intent with the least amount of 

intrusion. Australian financial regulators have 

done a good job in the past as evidenced by 

Australia’s strength through the global financial 

crisis. However continued success will require 

adaptive and innovative regulation. 

The government’s role in negotiating with 

other governments to reduce trade barriers will 

be essential to allow Australia to fully exploit 

its comparative advantage in services. The 

government also controls immigration and 

visas. If Australia is to export education and 

health services, it is important that unnecessary 

restrictions on entry into the country not exist.

3.5 Conclusion
The Australian economy has solid foundations 

across its key sectors and the can-do attitude 

of its workforce has seen it grow and prosper. 

However, it cannot rest on its laurels. Without 

continued improvement and reform, Australia 

risks losing hard fought comparative advantage 

in all these key sectors of the economy. 

Australia possesses a significant wealth of 

natural resources and the production of base 

commodities has supported its economic growth 

in the past. Our mineral resource endowments 

are among the best in the world and the mining 

boom has helped support Australia’s economy 

through the recent global financial crisis that 

crippled many economies. Australia’s natural 

environment further supports a broad agricultural 

sector that is world-renowned for its clean and 

green products.

However, the factors that have helped build 

Australia’s prosperity and current comparative 

advantage could stymie development if 

government and industry do not heed the 

inherent risks they pose and develop strategies 
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to take advantage of the opportunities in future 

markets. Australia’s reliance on the export of 

low-value commodities in mining and agriculture 

leaves it vulnerable to currency fluctuations, 

commodity prices and global demand. It 

faces increasing competition from lower-cost 

international markets in the production of 

commodities and the manufacturing of value-

added products. While geographically close to 

Asian markets, our distance from European and 

US markets is also a disadvantage.

To secure its place in global economic prosperity, 

Australia needs to move away from its extract 

and export focus and learn from countries such 

as Canada, Norway and Sweden that are building 

value-added opportunities. The reality of the 

modern economic environment is that countries 

are operating in vast Global Value Chains and 

Australia must embrace this.

Australia has a skilled workforce and a talented 

pool of world-class researchers and academics. 

There is high support for public investment 

in R&D and the basics from the established 

transport and communications infrastructure. 

Australia has good democratic conditions and 

lower levels of government support than other 

countries in industries such as agriculture. 

Its geographic proximity to the Asian region 

uniquely places it to take advantage of continued 

opportunities for growth in the delivery of value-

added products and advanced services.

Australia needs to work smarter. It must improve 

the collaboration between government, 

academia and business to foster innovation 

and develop commercial solutions. Financial 

constraints on R&D are the biggest impediment 

to innovation in Australia. Low levels of private 

sector R&D and a lack of collaboration have left 

Australia lagging in the area of applied research 

and commercialisation. 

Government has a role to play in developing 

policies that support collaboration and 

encourage greater investment in R&D. 

Underpinning this is the need for urgent 

attention to be paid to enhancing both the 

development of Australia’s pool of skilled 

workers through focus on science, technology, 

engineering and mathematics (STEM) fields of 

study and through the supporting humanities 

and social sciences (HASS) subjects. Investing 

now in the skills, value-added products and 

services of the future will help secure Australia’s 

comparative advantage and place in the global 

economy of tomorrow.

3.6 Findings
• Industry policy that relies upon past strengths 

only will not yield the desired results unless 

complemented with new ones. This is due 

to realities of both globalisation and the 

revolution in information technologies.

• Continued future growth requires 

development of new skills, capabilities, 

and institutional imperatives. The current 

prosperity has been the result of focusing 

unduly on the lower end of the value chain, 

whether in terms of extracting and exporting 

minerals and ores, or growing and exporting 

basic agricultural commodities. This cannot 

be a viable strategy for the future. The nation 

as such does not adequately focus on adding 

value to these, even though that is what we 

would expect from a highly developed nation 

with a skill-intensive workforce.

• Australia’s stock of natural resources and 

global reputation of its skilled work force are 

national strengths. However, the Australian 

market size is limited, and continuing growth 

requires that global markets are targeted and 

opportunities realised.
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• Sectoral analysis shows that Australia needs 

to have world-class infrastructure, not just in 

physical terms (roads, ports, utilities, etc.) but 

also digital infrastructure that supports large 

data transfers and high speeds. 

• The results of the previous chapter has shown 

the burden of government regulations are 

worryingly onerous, and are widely seen as a 

problem by both senior business executives 

and public servants. Furthermore, stakeholder 

surveys have shown that government 

(regardless of political affiliation) is not 

perceived as providing adequate leadership. 

There appear to be concerns about short-

termism and about how government 

structures affect incentives. 

• Even with regards to industrial sectors 

themselves, two themes stand out. The first 

relates to narratives of industrial specialisation, 

and the second to calls for increased 

R&D spending by both governments and 

businesses. Indeed, earlier results have shown 

the dissonance in the number of government 

studies that have focused on increased 

research on one hand, and on the poor 

innovation efficiency and outcomes on the 

other. Australia’s performance in translating 

research into outcomes through successful 

commercialisation is quite poor. 

• Narratives based on industrial specialisation 

miss an important reality: most of global 

production is now based on global value 

chains and global production fragmentation, 

where even a single product from a single 

industry is assembled from parts produced 

all over the world. This applies to products 

ranging from commercial aircraft (Boeing) 

and children’s toys (Barbie dolls). Countries 

specialise, not in industries, but in specific 

elements of the value chains.

• If Australia is to seriously leverage its national 

strengths to gain from participation in such 

global networks, then it will need to develop 

a multi-dimensional skills capability. Indeed, 

to complement a strong technical skills set 

in STEM, a strong focus on HASS and a strong 

management capability are all needed. 

Australia also has a strong VET sector that 

can be further developed and leveraged. The 

HASS skills are needed to understand the 

nuances and diversities of different cultural 

attitudes and values. 

• It must be recognised that in Australia skills 

development has also powerfully included 

immigration, both for short-term and long-

term contributions. The immigration program 

should be further refined to better contribute 

to properly complementing domestic skill 

formation.

• Australia needs to improve its competiveness 

and productivity capability. Several things 

are needed for this, in particular, an effective 

taxation system that incentivises innovation 

and risk taking.



The bedrock: 
foundations of 
a free, fair and 
prosperous society

Introduction
Examination of Australia’s standing in relation to global 

benchmarks and assessment of the country’s position by 

key stakeholders indicates that the uncertainties ahead, as 

documented by scenario analysis, would best be addressed 

by enhancing areas of advantage and redressing the areas of 

disadvantage, as assisted by national policy reviews.

Sectoral analysis shows that all areas can benefit from attention 

to the economy and society’s foundations. Facilitating this is 

the basic requirement for underpinning the future prospects 

of the nation, particularly in the face of ongoing and emerging 

challenges as well as opportunities. 

Getting the basics right is therefore the first and foremost 

strategy required to build comparative advantage. The key 

elements were outlined in Figure 1.2 above, and on the enabling 

side comprised the following (Figure 4.1). 
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Figure 4.1: Foundation for creating advantage

Source: Adapted from Figure 1.2.

Infrastructure

Institutions

Society Economy Environment

Skills

Innovation and entrepreneurship



92

What are the basics? The institutions that govern 

our choices are the best place to start as these 

define the rules of the game by which we seek 

to describe and address the issues ahead. We 

then apply the skills of our people to these 

issues as honed by education and training and 

as assisted by the economic and social physical 

infrastructure that people have to work with. 

Advancing these activities by devising new 

approaches to their design and delivery adds 

further value to our national efforts, so that 

innovation too should be seen as foundational.

Naturally a principal focus of these activities 

is the generation of our material standard of 

living, which means that a key focus is on the 

economy and how well it functions and delivers 

the goods and services that Australians require. 

But Australians are concerned that this economic 

progress be delivered fairly and equitably so 

that growth is democratic and inclusive. They 

are also concerned that such growth operates 

in an environmentally sustainable way. Australia 

as a nation therefore is one oriented to a ‘triple 

bottom line’ in relation to national advance, 

including with due regard for our international 

obligations. 

This chapter is organised to provide further 

insight into where and how each of the elements 

of the foundations for creating advantage can be 

viewed for advancing Australia’s future.

4.1 The role of institutions 
Professor Douglass North, the recipient of the 

1993 Nobel Prize in Economics for his work on 

institutions and economic development, defines 

institutions as ‘the humanly devised constraints 

that structure political, economic, and social 

interactions’. They consist of both informal 

(customs, traditions, and value systems, etc.) 

and formal constraints (constitutions, property 

rights and laws) that collectively create order 

and reduce transaction costs for people. They 

ultimately determine the incentive structure of an 

economy by helping to mitigate the uncertainty 

arising from incomplete and non-shared 

information, which is a characteristic feature of 

21st century globalised economies (Stiglitz 2002). 

Institutions play a very important role as 

an explanation of national prosperity and 

sustainability. Whereas on the one hand, 

traditional ‘neoclassical’ economic thinking 

emphasises supremacy of free markets as drivers 

of growth, institutions explain the operation of 

these markets also in more multi-dimensional 

terms of legal structures, division of power, 

and socio-cultural principles. As such, they 

foster a complementary approach to national 

development. They do this because institutions:

• create checks-and-balances that prevent, or at 

least slow down, aggressive policy decisions 

and abuse of power (Twomey & Withers 2007) 

• create ‘soft power’ by conveying a regard for 

rule of law (Nye 2004), which allows a nation 

to influence global agendas and policies 

• help to deal with change by acting as 

repositories of common standards of agreed 

practices, as well as of knowledge and 

experience

• mitigate uncertainty and create incentives for 

people to engage in productive activities by 

providing common, yet critical services that 

would be impractical for individual provision 

(North 1991). 

The Compendium of National Reports that 

was initially completed for the ACA report 

summarised the findings of 35 major reports 

done for Australia by governments, multilateral 

organisations, and respected consultancies 

and think tanks. It was found that a mutually 

reinforcing troika of rule of law, a strong 

democratic system, and stable and efficient 

institutions were frequently mentioned as a 

core national strength for Australia. There are, 

however, many types of institutions such as legal, 

economic, and social. According to the PwC 

report on institutions and innovation prepared 

for this project, the various channels through 

which institutions affect societies are summarised 

usefully in Figure 4.2, to help with interpretation 

of their role.
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Figure 4.2: Channels of institutional influence

Source: PwC 2014b.
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The compendium of global benchmarking 

reports prepared for this ACA report further show 

that Australia’s performance varies greatly across 

and within various institutional metrics, with 

social institutions performing well, but the overall 

high rankings for accountability and property 

rights mask variations in the sub-categories. For 

example, Australia ranks very favourably in terms 

of quality of life and low corruption metrics, 

but relatively poorly in terms of government 

efficiency and burden of regulations. Similarly, 

in an innovation context, it ranks highly in 

terms of basic research, but relatively poorly 

in terms of research efficiency and research 

commercialisation. This poor outcome relating 

to commercialisation is significant because in its 

competitiveness survey of around 144 countries, 

the World Economic Forum categorises Australia 

among 35 advanced economies that require 

more than ‘catch-up’ growth and need to have a 

strong element of ‘innovation-driven’ growth.

A concern over institutions is also consistent with 

two of the guiding principles—resilience and 

innovation—that were identified as important 

for Australia as it seeks to adjust to 21st century 

challenges and opportunities. These principles 

can be pursued in some of the most fundamental 

features of Australian identity and politics. The case 

of Australia’s federal structure is a key example. 

This is important because policies are made 

within the federal context, and the Australian 

Constitution demarcates the policy areas for 

federal and state governments. Whether this is 

optimally configured for the future is the issue. 

Likewise, any nation that aspires to become an 

innovative society must look at the way in which 

it incentivises and regulates innovation. The most 

fundamental institution that does this is the legal 

intellectual property regime of a nation.

This chapter therefore considers and evaluates 

the effectiveness of Australia’s federal structure 

and intellectual property regime as drivers of 

its comparative advantage, in order to show the 

importance of institutions in such concerns. It 

then looks at market institutions themselves and 

how their operation may be further advanced in 

the Australian context. It finally looks at cultural 

institutions too and how these may be enhanced 

to support comparative advantage for Australia.

4.1.1 Political institutions

As an institution, the federation has allowed 

Australia to deal effectively with great challenges 

and changes, and yielded one of the highest 

living standards in the world. Unlike many 

resource-rich countries, Australia has remained 

a stable, liberal democracy with an abiding 

rule of law, free press, economic vibrancy and 

cultural cohesion. Australia’s federal structure 

has therefore prima facie been a source of 

national strength and comparative advantage for 

Australia in the past, and hence can be a critical 

determinant of future success as well. 

Analysis for this report finds that federal nations 

do substantially better, relative to unitary 

states, in per capita and aggregate income 

growth (Elnasri 2015). However, while Australia 

shares in this advantage, it does so less than 

the federations generally within the OECD, 

and significantly less than the best performing 

federations, when controlling for other factors 

behind growth. The source of its lower rankings 

within OECD federations is established by 

analysis to be its lower fiscal decentralisation. 

As Figure 4.3 shows, the growth impact of fiscal 

decentralisation is higher in Switzerland (22.2%), 

Canada (19.5%), and Germany (10.4) than in 

Australia (5.8%). 
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Figure 4.3: Growth impact of fiscal decentralisation* in OECD federations, 1950–2010

*This chart shows the extra impact on GDP, in percentage terms, that comes from fiscal decentralisation, relative to all OECD unitary 
states taken together. The calculated value for Austria is not shown here because it is very close to zero.

Source: Elnasri 2015.

It is pertinent, therefore, to ask whether this 

critical national strength remains suitably 

specified and robust as Australia repositions itself 

for 21st century challenges and uncertainties, as 

examined in in the scenarios in Chapter 2.

Mega-trends and game-changers and multiple 

scenarios do present four important implications: 

• First, it is clear that governments have to 

fulfil a spectrum of functions in order to 

ensure national security, prosperity and 

general wellbeing. Some of these relate to 

management of the strategic ecosystem 

through appropriate regulations, international 

negotiations and partnerships, and internal 

coordination and the rule of law. Yet others 

relate to areas that directly affect the 

opportunities available to people and their 

quality of life.

• Second, different types of functions should 

be handled by different levels of government 

that are best positioned to do so. This requires 

clear demarcation of responsibilities and 

specialisation between the various levels. 

Because federalism is predicated on both 

these principles, it allows unique advantages 

in dealing with a complex and uncertain 

environment.

• Third, it is important to ensure that each level 

has the requisite skill and resources needed to 

carry out their respective functions. A division 

of responsibilities is meaningless without 

the means to carry out those responsibilities. 

And if control over resources is highly skewed 

and asymmetrical, this would create perverse 

incentives and unproductive contests 

for those resources, which in turn would 

compromise competitiveness by diverting 

focus away from primary issues and priorities.

• Lastly, both the means of raising the resources 

and their allocation should be as non-

distortionary as possible. Since taxes are the 

primary mechanism for raising revenues, the 

taxation regime should not create perverse 

incentives or efficiency losses. 

Thus institutions matter and governance 

is important for institutions. Governmental 

institutions are at the core of doing this well, 

and the question of federation becomes the key 

test of whether Australia has optimised these 

institutional settings.

What this effectively means is that the jurisdiction 

of the central government should cover those 

functions and policy areas that would apply 

equally to all constituent states and which, if left 

to the states, would create confusion, conflict 

and unnecessary administrative burdens. Typical 

of these former are monetary, foreign, and 

trade policies; to help fix ideas, imagine what 

would happen if each of the eight Australian 

states and territories had its own currency or 

representations to other nations! What if the 

states again set different tariff rates on imports, or 

sought to raise an army? 
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On the other hand, states should be 

responsible for services that are delivered 

responsively directly to the people. Common 

examples would include health, education, 

and public infrastructure. This allows for 

greater customisation of policies, and a closer 

involvement by people in the democratic process 

by allowing them to influence decisions for 

activities close to them. 

Devolution of power to state (and lower) levels 

allows for policies that affect local communities 

to be made by people from those communities, 

and which in turn reflect an understanding of the 

particular cultural, geographical, climatic, and 

demographic nuances and constraints. 

This is the argument for suitable delegation and 

decentralisation.

4.1.2 Commonwealth-state relations 
and division of resources—the 
Achilles heel

The importance of the federal system of 

government for dealing with the 21st century 

challenge is thus clear, behind that is the 

importance of appropriate funding arrangements 

for ensuring the effective functioning of the federal 

system. This section discusses both of these in 

the Australian context, to help illustrate the role 

of institutions in creating comparative advantage.

Section 51 of The Constitution formally 

demarcates the responsibilities for the Federal 

and state governments, but the current 

state of Australian federalism is nevertheless 

characterised by some duplication of 

responsibilities, lack of accountability, highly 

contested fiscal relations between the two 

principal levels of governments, and an uneasy 

subsidiary role for local government. There is 

a lack of clarity regarding who is responsible 

for what functions (DPMC 2014), and about 

two-thirds of the Australian population does 

not believe that the governments work well 

together (Australian Constitutional Values 

Survey 2012). A growing chorus of voices has 

therefore questioned the effectiveness of 

Australian federalism, and called for a review and 

reform of the federal structure, including the 

funding arrangements that underpin Federal-

state relations (DPMC 2014). The surveys of 

stakeholder’s opinion reported in Chapter 2 

confirm this concern.

The problems with Australian federalism are 

therefore already well acknowledged, and efforts 

are being made to understand and address 

them. A White Paper on Australian federalism 

was under production at the time of this report’s 

preparation. This ACA report will not attempt 

to second-guess the recommendations or the 

practicalities of this, but will summarise the core 

arguments around the key issue of finance and 

place the problem in a broader global context. 

In doing so, it will emphasise the importance of 

federalism and its reform for Australia’s long-term 

national capability, and hence the importance of 

an effective national response to the forthcoming 

White Paper for gaining future comparative 

advantage. The resourcing issue is also crucial for 

focus as it overlaps with the further issue, to be 

discussed below, of taxation reform.

Effective functioning of the federal system 

responsibilities comes down to whether the 

different parties have access to adequate 

resources to carry out their mandates. The 

answer in the current context is a clear ‘no’. A 

related issue is whether this is actually important, 

i.e. whether an effective federal system of 

government can actually be a source of sustained 

national advantage. The answer here has to be an 

unequivocal ‘yes’. 

The allocation of resources between the two 

levels is highly asymmetrical, with the Federal 

government collecting most of the revenues 

raised, and distributing it amongst the states 

through unconditional and conditional grants 

(Cole 2014). The latter are called Special Purpose 

Payments (SPP), and allow the Commonwealth 

to mandate the use of those funds for particular 

purposes. The problem with such an arrangement 

is that grants can be motivated by national political 

considerations, and may be contrary to what 

states actually need or prefer, including if different 

political parties are forming the governments at 

the Federal and state levels, respectively. 
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While this phenomenon, called vertical fiscal 

imbalance (VFI), is considered typical in 

federations, the extent of the VFI is most extreme 

in Australia when compared with other major 

federations within the OECD. States account for 

nearly half of total public spending in Australia, 

but account for less than a fifth of the revenues. 

This has created a major dependence of the 

state governments on the Commonwealth for 

financing, and clearly results in ongoing political 

conflicts between the Federal and state levels 

over adequacy of transfers (Figure 4.4). 

This problem is significant in itself, but is further 

compounded by the dominance of the Federal 

government in tax collections. The following 

comparisons of tax revenues going to central 

governments in federal countries within the 

OECD shows the gross imbalance in federal-

state financial relations in Australia, with the 

Federal government accounting for 81.4% of all 

tax revenues raised in the country—the highest 

proportion accruing to any central government 

(relative to the states) of the federated countries 

within the OECD. The US and Canadian central 

governments get about half the level for 

Australia, and Germany’s central government 

share is the lowest within the OECD. Conversely, 

with the exception of Australia, Belgium and 

Mexico, Australia’s state governments get the 

lowest proportion of tax revenues compared with 

the OECD cohort (OECD 2014e).

The extent of the VFI is made more acute by 

the fact that Federal grants may themselves be 

30.0

25.0

20.0

15.0

10.0

5.0

0.0
Australia Canada Switzerland Germany United States

Di
ffe

re
nc

e i
n s

pe
nd

ing
 an

d r
ev

en
ue

 sh
ar

es
 (p

er
ce

nt
ag

e p
oin

ts)
Figure 4.4: Vertical fiscal imbalance, selected federations, 2005–12

Notes: The values are calculated as a difference between the State and Local Share of Total Spending, and the State and Local Share of 
Total Public Revenue.

Source: Elnasri 2015.
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insufficient for states to perform their functions 

efficiently. As Twomey and Withers (2007) point 

out, Federal functions such as tax collection and 

social service disbursement are more digitalised, 

and therefore more amenable to cost-saving 

productivity enhancements. States’ functions 

relate to personal service delivery, and are by 

default more labour-intensive, which make cost 

savings relatively more difficult. Not only do 

states have higher unit costs, but combined 

with projected population increases, the 

projected cost pressures on them can be strong. 

Despite this, tax revenues accruing to states 

have increased at a far lower level than to the 

Commonwealth. 

This also diverts government attention away 

from the more important task of governing, and 

arguably results in a cycle of ‘buck-passing’. A 

typical anecdotal example relates to the provision 

of health services, where states blame the 

inadequacy of service provision on insufficient 

funding from the Commonwealth, whereas 

the latter says that health delivery is a state 

responsibility. These dynamics can compromise 

the very effectiveness (based on specialisation) 

that federation seeks to achieve (Table 4.1).

As things currently stand, the spirit of the federal 

structure has departed from that originally 

intended by the framers of the Constitution, and 

in a manner that was not anticipated by them. 

An intended division of powers has given way 

to increasing centralisation of powers in the 
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hands of the Commonwealth. Moreover, this did 

not happen as a result of legislative changes, 

but due to a liberal interpretation of statutes 

by the courts (Twomey & Withers 2007), whose 

judges are appointed by the Commonwealth 

government. Since the Second World War, 

a series of High Court decisions have given 

progressively greater control over resources to 

the Federal government (Podger 2008). This 

allowed the Federal government to have a 

greater level of involvement and interference in 

states’ operations, including in functions that the 

Constitution originally allocated to states.

Most of all, the extent of the VFI and the resultant 

conflicts have a direct adverse impact on the 

national productivity and competitiveness 

outcomes by diverting focus and resources away 

from important priorities and issues. For example:

• there has not been a single White Paper 

review of Australian diplomacy or foreign 

policy in the past 25 years

• the first strategic review of the defence sector 

was underway at the time of this report’s drafting

Table 4.1: Central Government revenue shares in total taxes and overall competitiveness rankings

Country
World Economic Forum, Global Competitiveness Rankings 2014

2012* (%) Overall competitiveness

Australia 81.4 22

Austria 66.5 21

Belgium 57.0 18

Canada 41.2 15

Germany 31.5 5

Mexico 81.0 61

Switzerland 35.3 1

United States 41.9 3

Unweighted average 54.5

*This is the latest year for which OECD tax data is available. It is taken from the 2014 Revenue Statistics report.

Source: OECD 2014e.

• there has not been a systematic review of 

Australia’s intellectual property laws in around 

20 years. 

This is strange, since foreign policy and defence 

are amongst the most important functions for the 

Federal Government, and the fall of communism, 

rise of transnational terrorism, resurgence of 

Asia, and revolutions in ICT have transformed our 

external and operating environments over this time. 

By contrast, the Federal government has 

completed multiple reviews of secondary 

school education, which is clearly the mandate 

of state governments. The results from this 

federal involvement in school education are 

not encouraging, with an ACOLA report on the 

international comparisons of STEM performance 

finding that Australia’s performance against 

global benchmarks is either declining or static. 

(Marginson et al. 2013). 

The strength of federal political institutions for 

Australia is evidently diminished by current fiscal 

and other arrangements. Reform could be highly 

beneficial (Box 4.1).

Box 4.1 Federalism reform

An ineffective federal framework undermines Australia’s long-term national advantage by creating various 
mismatched priorities, perverse incentives, efficiency losses, and resource misallocations. Improving Australia’s 
comparative advantage would therefore call for fundamental reforms.
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4.1.3 Legal institutions—the case for 
innovation

The issue of innovation is a crucial one for 

Australia, it is widely, and rightly, acknowledged 

as the growth model for any advanced economy 

as it reorients itself towards the demands of the 

21st century. As a nation, Australia has shown 

a real propensity for producing both world-

respected innovators as well as world-changing 

innovations. 

The examples compiled for this project given in 

Table 4.2 clearly show the wide breadth of areas 

that Australian innovators have contributed to. 

But they also show the importance of broad, 

‘out-of-the-box’ thinking about the myriad 

problems that can be solved effectively through 

innovations, and of the many steps involved 

in turning a proof of concept into a profitable 

commercialised venture.

Australia also has some great strengths that 

can be leveraged. These include a skilled and 

educated population, rule of law, moderate 

climate, high public accountability, and social 

cohesion. All of these are great for attracting both 

human as well as investment capital. The former 

of these can further be leveraged to create 

Table 4.2: List of recent and/or most famous Australian inventions 

Significant Australian inventions Inventor Year (approx.)

Gardasil and Ceravix cancer vaccines Professor Ian Frazer 2006

Google maps platform Rasmussen brothers 2003–04

Spray-on skin Professor Fiona Wood 1999

Frazier lens Jim Frazier 1993

Wireless Fidelity CSIRO 1992

Extended-wear soft contact lenses CSIRO 1991

Polymer bank notes CSIRO, University of Melbourne,  
Reserve Bank of Australia 1988 (year introduced)

Baby safety capsule Bob Botell and Bob Heath 1984

100 varieties of cotton CSIRO Since 1984

Dual flush toilet Bruce Thompson 1980

Cochlear implant (bionic ear) Professor Graeme Clark 1978

Ultrasound scanner CSIRO 1976

Permanent crease clothing CSIRO 1957

Penicillin Dr Howard Florey 1939

and utilise linkages in their respective home 

countries. 

It is important to also see how the general 

cultural and democratic climate of freedom of 

expression has supported innovation and ideas 

through the humanities and social sciences. It is 

notable for example that Australian thinkers in 

these areas contributed greatly to three of the 

great revolutions in social understanding and 

change in the later 20th century namely:

• Female Liberation: Germaine Greer,  

The Female Eunuch, 1970

• Gay Liberation: Denis Altman,  

Homosexual: Oppression and Liberation, 1971

• Animal Liberation: Peter Singer,  

Animal Liberation, 1975

Or, to take a different example, consider 

Australian innovations in public policy emanating 

from the humanities and social sciences that 

have been highly influential in Australia and 

internationally:

• Income Contingent Loans for Higher 

Education (Bruce Chapman)

• Points Based Immigration Selection  

(Glenn Withers)
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• Universal Compulsory Health Insurance  

(John Deeble and Richard Scotton)

• Restorative Justice (John Braithwaite)

• Resource Rent Taxation (Ross Garnaut)

• Child Support Guarantees (Meredith Edwards) 

• Languages Policy (Joseph Lo Bianco)

Along with education, innovation and 

productivity are perhaps the most studied topics 

in Australian policy review. However, despite 

being the subject of numerous reviews for over 

a decade, innovation performance has steadily 

slipped in global rankings, as discussed in 

Chapter 2.

These results clearly show that Australia lags 

behind other advanced countries in terms of 

its innovation performance and outcomes, as 

opposed to inputs. The important questions 

therefore, from the perspective of comparative 

advantage, relate to the primary constraints for 

effective translation of research into outcomes, 

and how these constraints can be alleviated.

An important part of the problem relates to 

how innovation is framed in the general public 

discourse as involving technical/scientific 

inventions and improvements. This is both 

misleading as well as incomplete. A more 

appropriate definition of innovation from the 

OECD is:

Innovation is the implementation of a new 

or significantly improved product (good or 

service), process, new marketing method, 

or a new organisational method in business 

practices, workplace organisation or external 

relations.
(Withers & Gupta 2013)

Innovation can therefore include any activity that 

improves the competitiveness and/or profitability 

of a firm in a sustainable manner. 

The empirical and commissioned reports done 

for this ACA project have identified several 

important constraints. Two core constraints that 

are not only complex but primarily affect the 

incentives of firms to engage in innovation are 

intellectual property and innovation finance.

Since intellectual property relates to legal 

institutions it is usefully considered here. 

Innovation finance is considered separately in 

section 4.1.3 below.

The issue of innovation cannot be decoupled 

from that of intellectual property, since 

innovation (particularly in the scientific and 

creative domains) directly affects the incentives 

for engaging in innovative activities. 

How innovation is generated, regulated, and 
rewarded is therefore a matter of prime concern 
for any nation aspiring to be a knowledge 
economy in the 21st century. 

According to a PwC study (2014b) commissioned 

for this project, the intellectual property (IP) 

regime needs to balance two competing 

considerations. On one hand is the need to foster 

new innovations, while on the other is the need 

to reward creators of existing innovation, whose 

works often reflect considerable risks, efforts, and 

costs. The biggest challenge for governments 

subsequently is how much monopoly power 

to allow to innovators while at the same time 

proscribing anti-competitive activities by 

organisations.

A basic principle is that a nation’s IP laws should 

foster its national interest and help it secure 

future growth. However, as things currently stand, 

how IP should advance the national interest, or 

indeed what the national interest should be, is a 

highly contested issue. This in turn results in an 

intense debate on the setting of the IP, with one 

side calling for further tightening of the IP laws, 

and the other calling for their relaxation. The 

main arguments are summarised in Table 4.3.

From a comparative advantage perspective, 

Australia needs to focus carefully on whether 

or not its IP arrangements are geared towards 

fostering Australia’s long-term innovation 

capability. This needs to be done in context of 

its unique characteristics and circumstances, the 

evolving impact of technology and social values 

on industrial structure, and the constraints placed 

by existing institutional arrangements.
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While an effective and credible IP regime has 

arguably fostered past global growth and 

prosperity, this report finds it a matter of concern 

that in the past two decades, there has been 

no strategic, comprehensive, evidence-based 

review of Australia’s intellectual property regime, 

with regards to an evolving global, strategic and 

technological landscape (It is noted that several 

piecemeal reviews have taken place, including 

by the Advisory Council on Intellectual Property 

(ACIP), an independent body appointed by 

the Australian Government, and the Australian 

Law Reform Council (ALRC). However, overall 

there does not appear to be a comprehensive 

treatment of IP in a strategic context of 

Australia’s long-term capability development 

or comparative advantage). This may explain 

a rather haphazard evolution of Australia’s IP 

regime, without a clear linking with Australia’s 

unique national characteristics and long-term 

goals—a situation needing both review and 

redress.

From Australia’s point of view, five important 

considerations call for a comprehensive review of 

the IP framework:

• The nature of production has changed 

considerably over the past 20 years, with 

increasing integration of different types of 

Table 4.3: Arguments for and against stricter IP laws

For Against

1. IP incentivises innovation

2. Facilitates economic growth

3. Useful in long-term strategic planning, especially in 
relation to overseas operations

4. Facilitates further innovation through knowledge 
sharing & technology transfer 

5. Helps firms by allowing them to compete on brand 
reputation rather than price

6. IP, particularly brands and trademarks, are a valuable 
financial asset in their own right

7. Protects consumers from counterfeit or pirated 
products, which may also be dangerous for health 
or life. 

1. Current system is overly complex and prone to abuse

2. Loss of welfare and resources through excessive 
litigation and ‘patent trolling’

3. Places excessive financial burden on small innovator 
firms 

4. Blocks innovation by preventing access to 
knowledge and information

5. Lowers standards for inventiveness

6. Lowers competition and allows excessive prices 
and ensuing exploitation, especially in case of 
pharmaceuticals

7. Many modern path-breaking inventions, such as 
GPS, Wi-Fi, radar, etc. have resulted from public 
investments.

Sources: Moir, Drahos 2014; PwC 2014c.

IP counteracted by the increasing (global) 

fragmentation of the production process. 

• The innovation process has become highly 

complex and expensive, and has moved 

towards a ‘simultaneous’ model. Many modern 

inventions are complex amalgamations of 

hundreds of existing or new component 

inventions.

• The important role of public investment, 

particularly in Australia, where many 

inventions have been publicly funded. The 

table at the start of this section highlighted 

some famous cases.

The innovation status of Australia remains 

unclear. While many path-breaking innovations 

have been developed here, Australia remains a 

relatively small contributor to global innovation, 

and is more often thought of as a fast-follower 

rather than a first innovator.

The IP system as it currently stands is subject to 

abuse and coercion, not only among companies, 

but also by large corporations against sovereign 

governments.

Several authoritative voices have also called for 

a review of Australia’s IP policies. For example, 

Peter Drahos has warned against ‘regulatory 

ratchet’ that successively increases IP protection 
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levels without any systematic analysis of 

costs and benefits (Drahos 2001). The Harper 

Competition Policy Review (2015) recommended 

that ‘trade negotiations should be informed by 

an independent and transparent analysis of the 

costs and benefits to Australia of any intellectual 

property provisions’1.

Trade agreements, especially bilateral or 

preferential agreements, may be promoted by 

1. Harper et al. 2015, Competition Policy Review, recommendation 6.

Box 4.2 Intellectual property and free trade

The potential gains from free trade agreements can be worthy. But a ‘globalisation of regulation’ can also result at 
times and undermine the gains. Two cases illustrate this complexity and the need for care. 

First, Australia enacted plain-packaging laws for tobacco in December 2011 to reduce the rate of smoking and to 
improve the long-term health of Australians. The adverse impact of smoking is well-established and accepted, and 
backed by credible scientific evidence, and Australia is the first country in the world to enact such laws.

 However, Phillip Morris (PMI)—one of the world’s largest tobacco companies—sued the Australian Government in 
the High Court in response to this law, because according to PMI, this undermined its trademarks1. The legal action 
was launched under the 1993 Agreement between the Government of Australia and the Government of Hong Kong 
for the Promotion and Protection of Investments (Hong Kong Agreement). The High Court ruled in the Australian 
government’s favour. 

Since then, PMI has been engaged in an active international campaign to oppose Australia’s tobacco laws in the 
World Trade Organisation (WTO). However, since it cannot directly bring cases in the WTO, it, and the tobacco 
industry in general, has enlisted the support of the US Chamber of Commerce and several developing countries2. 
For example, Ukraine, Honduras, The Dominican Republic, and Cuba, through support and active lobbying by the 
US Chamber of Commerce, have all challenged Australian anti-smoking laws in the WTO. 

Such an action was made possible because some trade agreements have clauses that allow foreign investors to 
sue sovereign governments on the grounds that a law of policy ‘harms’ their investment. Often this investment 
represents a company’s intellectual property. This is a clear illustration of how intellectual property agreements 
can be used by multinational corporations to undermine national sovereignty and a nation’s ability to enact purely 
domestic laws in their public interest. 

 Second, intellectual property and global trade agreements have been used by some multinational corporations to 
(legally) shift profits out of Australia in order to avoid paying taxes3. The full extent of tax losses due to multinational 
profit shifting is estimated, according to testimony given to the Senate Economics Committee, to be around $60–70 
billion annually4, or around 1% of GDP. 

This is a significant loss to the national exchequer. While the incidence of tax losses due to profit shifting has 
received much public attention, the key role of IP laws and agreements in facilitating this has been largely ignored.

 IP provisions in international trade agreements are a complex and highly technical area, but in essence allow 
multinationals to ‘park’ their intellectual property assets in subsidiaries based in low-tax countries such as Bermuda, 
Cayman Islands, Ireland and Singapore. The spread of intellectual property rules to virtually all countries through 
multilateral and bilateral trade and tax treaties provides multiple options for routes and combinations of IP assets. 

It is important to note that intellectual property in low-tax jurisdictions is most times not the result of research 
conducted there, but these are used for complex relicensing arrangements with other countries. Resultant profits 
arising from these assets, in countries such as Australia, can then be shifted back out legally with little or no tax 
paid. 

1. Attorney General’s Department, <www.ag.gov.au/tobaccoplainpackaging>. 

2. <www.nytimes.com/2015/07/01/business/international/us-chamber-works-globally-to-fight-antismoking-measures.html>

3. <www.canberratimes.com.au/comment/australia-must-break-the-shackles-of-intellectual-property-in-ftas-20150416-1mmcnr.html> 

4. Hansard 2015, Senate Economics References Committee, 9 April 2015.

forecasts of significant benefits that could accrue 

to participants, yet these may not be realised or 

found in the (all too rare) ex-post evaluations 

conducted. Box 4.2 illustrates how, at times, 

the benefits of free trade agreements may be 

diminished—in this case through intellectual 

property tools.
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4.1.4 Market institutions— 
micro-economic reform

The balance of public and private provision is 

the stuff of history and of ongoing contemporary 

evolution and change. Each has enduring 

strengths and weaknesses as forms of organising 

economic and social activities, and when blends 

of the two and overlaps are factored, and the 

third sector of community organisation is allowed 

for, the complexity is enhanced.

In Australia there has been a general 

presumption for much of its modern history that 

there will be principal reliance upon the market 

for the predominance of economic activity, 

but that this will operate alongside a range of 

core government functions and also within 

government specified settings that underpin the 

operation of markets to endeavour to ensure they 

deliver in the national interest. 

At times the government settings can go so far 

as to inhibit the efficient operation of the private 

market too much. This was the judgement on 

the evolution of the public sector role and of 

associated regulation that underpinned the era 

of ‘micro-economic reform’ that commenced on a 

comprehensive basis in the 1980s and continued 

into the new century. It saw substantial review of 

legislation, regulation and public finances such 

as to seek to free up a range of market operations 

or make the ongoing government role more 

market-consistent. 

The long period of sustained income and 

employment growth that ensued for Australia 

and the resilience that the economy displayed 

in the face of various external financial crises has 

been widely attributed to this reform process. 

This is not to say the process explains all or that 

it advanced all that matters. But from a period 

when the then Singapore Prime Minister Lee 

Kuan Yew bluntly warned Australians that they 

were on the road to becoming the ‘poor white 

trash’ of Asia, the situation has changed and 

liberal economic reform is seen as playing a 

significant role in avoiding at least this outcome 

to this time.

Further reform of this type can still be envisaged. 

Previous efforts were incomplete in many 

areas and changing circumstances and lessons 

from experience define new opportunities for 

enhancement. 

Common areas specified in public debate 

for such attention include such institutions 

underpinning or affecting market operation 

as international agreements affecting global 

trade in goods and services, workplace relations 

regulation, taxation structures and competition 

policy. These are not without controversy, 

partly as to their actual impact but also as to 

their nature and role beyond narrow economic 

efficiency considerations. 

That said, there are a wide range of studies that 

seek to evaluate at least the economic impact of 

changes or reform in these areas, if more were 

to be contemplated. Much of the evidence here 

has been gathered in various policy reviews, 

including those comprehensively listed in the 

Compendium of National Reports compiled for 

this project and reported in Chapter 2 of this 

report. Most conclude that further such reform is 

desirable and would deliver significant additional 

economic benefit. For this to eventuate, care 

must be taken with the nature of the change 

and due consideration given to costs as well as 

benefits, including non-economic matters, and to 

implementation capacity.

For this ACA report, the Independent Economics 

commissioned work has tracked recent policy 

changes, policy review and estimates of impact 

in these principal areas of institutional change 

for market operation. It has concluded that the 

following applies: 

Free trade agreements 

With virtually no progress for many years in 

liberalism of international trade at the global 

level through the World Trade Organisation 

(WTO), Austfree trade agralia has been pursuing 

free trade agreements (FTAs). FTAs aim to boost 

two-way trade and investment flows. The pace of 

FTAs has stepped up since 2013, and the current 

situation is as follows. 

• Australia has FTAs in force with: 

• New Zealand 



103

• Chile 

• US 

• South Korea 

• Malaysia 

• Singapore

• Thailand

Australia has concluded FTAs with: 

• China 

• Japan 

FTAs are under negotiation with: 

• the GCC countries 

• India 

• Indonesia 

According to the Independent Economics 

report, the potential economic impacts on 

Australia from FTAs have been modelled by 

Tulloh, Jiang and Pearce (2014) of the Centre 

for International Economics (CIE). In the widest 

scenario, the estimated gain in exports is 2%. 

This included gains of 26% for agriculture and 

2% for manufacturing. It also included declines 

of 2% for mining and 3% for services. The gains 

in agriculture and manufacturing from improved 

access to export markets would strengthen 

the Australian dollar, which would account 

for the losses in mining and services exports. 

The simulated gain to GDP was 0.15%. It is 

concluded that these results suggest that FTAs 

are a relatively small reform for the economy as a 

whole, but are important for agriculture. 

The potential FTAs that were included in this CIE 

modelling are an FTA between Australia, China, 

Japan and South Korea and a further FTA between 

Australia and the EU. Since the time of the CIE 

study, Australia has concluded FTAs with South 

Korea, Japan and China, but not with the EU. 

The outcomes of Trans-Pacific Partnership 

agreement negotiations are not yet known, 

at the time of writing, but public debate has 

emphasised that careful scrutiny is always 

needed for such arrangements to ensure that 

they deliver advance and are not diminished by 

clauses that protect special interests more than 

they advance the public interest.

Armstrong (2015) has estimated that the Australia 

United States Free Trade Agreement which came 

into effect in 2005 reduced Australian and US 

trade with the rest of the world and as between 

the parties.

Competition policy 

The final feport of the Harper Competition Policy 

Review (2015) made many recommendations 

for improving competition. Some of the more 

important recommendations of that recent 

Review were as follows: 

• greater competition in the provision of human 

services, including health, education, aged 

care and job services 

• cost-reflective, direct pricing of road use 

• removal of barriers to entry to pharmacy from 

location and ownership rules 

• deregulation of retail shopping hours

• opening of coastal shipping to competition 

• lifting restrictions on the number of taxi 

licences and opening the industry to 

competition 

• removal of restrictions on parallel imports 

• less prescriptive and more responsive land 

zoning. 

The review did not undertake any 

modelling of the economic impacts of these 

recommendations. However, it cites previous 

modelling of competition policy reform as giving 

some indication of the potential benefits. These 

include an estimate in 1995 that the Hilmer 

competition policy reforms could provide a 

gain in GDP of 5.5% and a 2005 estimate that 

implementation of Hilmer to date had added 

2.5% to GDP. 

Workplace relations 

Workplace relations is an especially challenging 

area to consider under micro-economic reform. 

At its core the working lives of Australians are 

influenced in major ways by the regulatory 

settings of government in this sphere. Presently 

in Australia, the Productivity Commission is 

reviewing the Fair Work Act. 
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Recent history has seen progressive deregulation 

measures in workplace relations through 

legislative change in 1993, 1996 and 2005. This 

three-phase process was then partially reversed 

through the Fair Work Act 2009. 

This pattern of recent change in Australian labour 

market regulation is reflected in movements in 

Canada’s Fraser Institute’s index of labour market 

regulations. This index has a possible range of 

values from 0 to 10, with 10 for the lowest level 

of regulation. The Australian index increased from 

5.43 in 1995 to 8.36 in 2005, before declining to 

7.27 in 2011 following the implementation of the 

Fair Work Act. 

This value of 7.27 leaves Australia with a less 

regulated labour market than either France (5.89) 

or Greece (4.29), by this measure. However, it 

leaves us with a more regulated labour market 

than Japan (8.33), the UK (8.27) and the US (9.01). 

The components of the Fraser Institute index 

provide a guide to possible directions for 

ongoing reform possibilities: 

• hiring regulations and minimum wages

• hiring and firing

• collective bargaining

• hours regulations

• mandated cost of worker dismissal.

However the Fraser Institute Index measurements 

and methods of aggregation are contested, as 

rankings and ratings often are, and alternative 

measures can also be looked at to provide a 

comprehensive assessment. 

Accordingly a balanced and thorough review by 

the Productivity Commission here will be very 

important in allowing properly informed debate 

as to further micro-economic reform possibilities 

in such an important but highly contested area. 

Taxation 

The shortcomings in Australia’s tax system have 

been analysed in Australia’s Future Tax System 

Review (Department of the Treasury 2009), 

otherwise known as the ‘Henry Review’, and the 

Australian Government’s Re:think—tax discussion 

paper (Department of the Treasury 2015). 

Those reports were supported by economic 

modelling by KPMG Econtech (2010) and Cao 

et al. (2015). This modelling quantifies the costs 

to consumers of the distortions to economic 

decision-making resulting from major taxes.

As explained in the study provided for this ACA 

Report by Independent Economics, most taxes 

have disincentive effects that distort decision-

making by businesses and/or households and 

hence have economic costs that ultimately 

reduce household living standards.

A common way of summarising this cost in 

economic terminology is the excess burden of a 

tax. This refers to the loss in living standards as 

a result of the tax, over and above the revenue 

raised. To the extent therefore that a tax policy 

scenario involves a shift from high-burden to 

low-burden taxes, it can be expected to increase 

consumer welfare. 

However tax reform is fraught also with wider 

issues such as the impact on inequality within 

the tax-transfer system, as discussed in detail in 

section 4.3 below. Thus, for example, if the aim 

is to maintain the current progressivity of the 

tax-transfer system, there may be little efficiency 

benefit from attempting to use an increase in the 

rate of GST to fund a cut in personal income tax. 

This is because to maintain overall progressivity, 

the cut in personal income tax would need to be 

accompanied by an increase in the progressivity 

of the personal income tax scale, and this would 

be likely to largely nullify any potential efficiency 

gain. Such design issues need to be confronted in 

examining the reform possibilities. 

Based on the Henry Review, Re:think, and 

modelling of the economic costs of different 

taxes, it may be suggested that five particular 

options for tax reform have emerged with a 

degree of common ground amongst economists 

in discussion. These are:

• reduce the company income tax rate to a 

more internationally competitive level 

• abolish stamp duty on conveyances 



105

• make more uniform the taxation of income 

from different assets, with a particular focus 

on overhauling the franking credits system

• broaden the base of the GST e.g. to include 

basic foods 

• eliminate bracket creep by automatically 

indexing the personal income tax brackets 

to wages, while maintaining discretion in 

adjusting the rates of tax that apply to the 

brackets. 

Further options get raised also with respect to 

reform of:

• negative gearing provisions

• capital gains taxation

• family trust provisions

• tax free superannuation.

These and other possibilities indicate that 

constructive review can be pursued and that 

follow on from the forthcoming Tax White 

Paper could be a very important component of 

further micro-economic reform for the Australian 

economy, and with implications for wider society 

concerns too.

Taxes as an effective source of funds 

The issues paper put out by the Department of 

Prime Minister and Cabinet, A Federation for our 

Future, states that the Federation White Paper 

currently underway will be closely aligned with 

the White Paper on the Reform of the Australian 

Tax System. This is because there is a close 

linkage between the issues of Federalism reform, 

taxation arrangements, and national productivity 

performance. In fact, it would be accurate to say 

that national productivity and competitiveness 

cannot be fully improved without reforming 

the federation, which cannot happen without 

reforming the tax system, which in turn cannot 

happen without addressing the relative 

importance of direct and indirect taxes.

Evidence in section 4.1.1 above indicated 

that dominance of the central government is 

associated with compromised competitiveness 

outcomes for the nation. These are causes 

for concern in themselves, but Australia’s 

taxation system itself can also be questioned 

more generally when compared against OECD 

benchmarks:

• The taxation regime in Australia is highly 

skewed in favour of direct taxes; its corporate 

tax rates of 30% are amongst the highest, 

and its indirect tax (GST) of 10% are amongst 

the lowest in the OECD. Only Canada (which 

allows states to raise their own resources 

through State Income Taxes), Japan, and 

Switzerland have lower rates for VAT, while the 

OECD average was 19.1% in 2012.

• The revenues from income and profit taxes 

as a proportion of total taxes, is 58.1%. This is 

the second highest in the OECD (surpassed 

only by Denmark), and is well above the 

OECD average of 33.6%. GST collections as a 

proportion of total taxation are 28.1%, and 

lower than the average of 32.8%.

• Income and profit taxes, as a proportion of 

GDP, were 15.9%. This was the fifth highest 

in the OECD, after Denmark, Norway, New 

Zealand, and Iceland.

• Australia’s taxes on general consumption 

and value-added taxes (VAT), both as a 

proportion of total taxation, are 12.4% and 

12.1%, respectively (It should be noted that 

VAT is equivalent to the Goods and Services 

Tax (GST). However, OECD’s reported values 

for Australia for VAT as a proportion of GDP 

(Consumption Tax Trends) vary from the GST 

as a proportion of GDP (Revenue Statistics). 

Why this is so is not clear, but it is flagged 

here for completeness. The basic pattern is 

largely unchanged). Its VAT as a proportion of 

GDP is 3.3%. In each of these cases, Australia’s 

performance is second-to-last within the 

OECD, with only Japan recording lower tax 

collections in each of these categories. 

• Australia’s tax-to-GDP ratio increased for each 

of the three decades between 1965–95, and 

peaked in 2000, i.e. before the fully-fledged 

onset of the mining boom. Since then, it has 

shown a general downward trend.

The OECD data further shows that not only is 

Australia’s tax-to-GDP ratio amongst the lowest 

in the OECD, but also that Australia has recorded 
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one of the highest reductions in the tax-to-
GDP ratio between 2007 and 2013. During this 
time, Canada, US, UK, and Korea experienced 
smaller falls, while Japan, Germany, Switzerland 
and France all increased their tax revenues as 
a percentage of GDP. Clearly, the high level 
of direct taxation has not yielded the level of 
resources that are typically available to other 
advanced and developed economies. 

The relative importance and effectiveness of 
direct and indirect taxes have been the subject of 
much research and debate for over 50 years now. 
Indirect taxes like VAT have become increasing 
important since they were first introduced in 
the mid-1960s. Back then it was adopted by 
a dozen or so countries, but now almost 160 
countries apply VAT as an important part of their 
tax regimes. VAT’s attractiveness arises from the 
fact that it is far less distortionary than are direct 
taxes. The distortions arise because they alter the 
relative prices in an economy and directly target 
economic activity, and in turn affect resource 
allocations and the incentives to engage in 
productive activity. 

Australia was a relative latecomer to the indirect 
taxation field, having implemented the GST only 
in 2000. While this has improved the situation 
somewhat, the policy is more notional than real, 
is replete with exemptions, and has no clear 
settled formula for distribution of revenues. 
Distribution does not adequately take into 
account how well different states are already 
doing in terms of revenue collections from their 
industrial or resource sectors. 

It is the case that a rebalancing of the tax system 

is an important consideration for the reform of 

the federation. The outcomes of the present 

tax and federalism reviews are therefore crucial 

for the promotion of Australia’s comparative 

advantage. The opportunity must be taken to 

enhance the operation of the federal system and 

also the taxation arrangements. An estimated 

$60 billion improvement in GDP depends on it 

(Elnasri 2015).

4.1.5 Cultural institutions

This section looks at the role of cultural and 

creative institutions, while subsequent sections 

will separately consider issues relating to 

cohesion and inclusions in a culturally diverse 

society. The primary resource for this section is a 

commissioned report done by Justin O’Connor 

and Mark Gibson for the ACA project. This section 

draws extensively on the analysis contained in 

that report.

As described earlier, institutions are formal rules 

and informal norms that constrain actions and 

influence incentives in societies. Along with 

political, legal, and competition-based institutions, 

cultural institutions also form a critical fourth 

pillar of any nation’s institutional architecture. 

The term ‘cultural institutions’ represents several 

aspects. At a broad level, it relates to how a 

nation manages its cultural assets and diversity, 

which may be both formal institutions and wider 

traditions of ideas and understandings about 

the operation of the society. In a more tractable 
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Source: OECD 2014e.
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form, they include not only creation of economic 

value through creative industries (including arts, 

advertising, and media, etc.), but also how the 

broader cultural sector is regulated and managed 

and how it operates. Such institutions are of high 

importance to any developed and advanced 

economy, as encapsulated in a modern literature 

associated with authors such as Florida (2002). 

Cultural and creative institutions influence, 

amongst other things:

• a sense of national identity and narrative

• how the creative potential in an economy 

is tapped and utilised

• the quality of life enjoyed by the citizenry

• how people from diverse backgrounds 

are valued for their skills and contribution 

potential

• the level of inclusion and cohesion in society, 

and hence a sense of dignity and acceptance 

perceived by members.

These issues are in turn made important given 

such ‘stylised facts’ as the following:

• Australia is amongst the most culturally 

diverse countries in the world, with a quarter 

of the population born overseas

• Australian cities are rated amongst the world’s 

best and most liveable, while Australia itself is 

a predominantly urban nation

• a dramatic and ongoing evolution of internet 

and communication technologies, leading 

both to a ‘clash of cultures’ and opportunities 

for productive engagements in the broader 

region

• potential for a successful creative industry 

that can carve out its place in the world.

The report for this project by O’Connor and 

Gibson presented a critical assessment of how 

the creative and cultural sectors in Australia 

are managed and regulated. In particular 

this assessment identified salient issues for 

enhancement of the role of culture for an even 

greater contribution to the nation’s wellbeing 

than at present. Six of the most important issues 

can usefully be summarised here.

The first issue relates to the evolution of culture 

from an essentially public good to one that is 

subject now to market forces. Various notion of 

‘culture’ have been used in public policy since the 

early 19th century, many of which exist to this 

day. These include publicly funded education, 

cultural facilities such as libraries and concert 

halls, and public broadcasting, among other 

things. Cultural policy has never just been about 

‘the arts’ but about creating citizens. However, 

the sheer commercialisation of cultural goods 

and proliferation of cultural consumption, and 

the cultural policy’s close association with state 

finance, have positioned it at the epicentre 

of the more fundamental debates on ‘small 

government-free market’ narratives that have 

dominated politics in recent decades. It has 

provoked numerous controversies as to what 

kind of culture should states support—if at all—

and, given the increased role of the commercial 

sector, how they should do this.

These developments have created new 

challenges for existing: 

• arts policies (based around direct government 

funding for traditionally legitimised ‘high arts’)

• urban policies (where culture and leisure are 

now major requirements for citizens, visitors, 

skilled workers and inward investors)

• educational provision (where media, 

communications and creative arts programs 

have multiplied despite many obstacles 

placed before them by governments and 

traditional universities)

• communication policies (the increased 

flows of transnational migration which have 

increased demand for global media flows and 

undermined the closed ‘national identity’ of 

many public broadcasting systems).

The cultural sector should be framed as a 

complex service sector, involving producer, 

social, and personal services as well as links to 

manufacturing and wholesale/retail trade. In 

this way it can be compared with education and 

health as core public goods. 
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The second issue relates to how growth in 

internet and communication technologies are 

creating regulatory and institutional challenges 

for cultural and creative sectors. Growth in 

internet and communication technologies has 

arguably upended the traditional business model 

of how information and entertainment are 

conceptualised, created, and delivered. Consider, 

for example:

• the proliferation of new channels of 

communication through new production 

and distribution technologies—notably the 

Internet

• the globalisation of media industries—in 

terms of distribution and production—with 

the consequent demands for access to 

national markets

• the convergence of broadcast media and 

other communications technologies, which 

has seen new and more powerful players 

enter national and global media landscapes

• a proliferation of independent media 

producers operating in the orbit of the larger 

national (public and private) and global media 

companies

• national broadcasting configurations (based 

on government monopoly over relatively 

scarce ‘airspace’ or ‘bandwidth’) 

• a range of other legal regulations of content 

(classification systems, intellectual property, 

distribution of royalties and various rights-

based monies).

Third, there are problems associated with the 

funding of and access to cultural/creative sectors 

and how people are trained for these. The 

rising importance of these sectors ties in well 

with the common narrative that post-industrial 

societies will essentially be service-driven, and 

often also highly creative. Whether or not this 

is true, modern production is characterised by 

a seamless merging of production, design, and 

services into an integrated offering. However, 

government educational policies relating to the 

tertiary education sector are evidently in transition, 

though the path ahead is still uncertain. 

According to the O’Connor and Gibson report, 

even though universities have sought greater 

engagement with industry and more recognition 

of the creative dimensions of the educational 

experience, and though arts and humanities 

subjects have been extremely popular as subject 

choices, these areas have been experiencing 

both relatively reduced funding and also reduced 

real public funding per student. Moreover, 

the control mechanisms in universities have 

become increasingly linked to the quasi-market 

mechanism of key performance indicators 

(KPI) and finance indicators resulting in a large 

‘creative deficit’. That is, universities have become 

increasingly uncoupled from direct, flexible and 

creative engagement with the cultural sector.

At this stage, the impact of proposed further fee 

deregulation—which according to the report 

will increase disproportionately for creative arts 

and humanities—on the recruitment of ethnic 

minorities and lower socio-economic groups to 

these subjects is not clear. Nor is it clear what the 

impact of this will be on existing inequalities in 

access to employment in the cultural sector.

Another important related problem is that 

the cultural or creative industries have been 

a peripheral concern of the arts and cultural 

funding bodies, who see this as an economic 

add-on (often in the form of creative industries) 

rather than as a reconfiguration between a full-

range of cultural products, services, practices and 

institutions and traditions which has combined 

social, cultural and economic value combined 

in complex ways. This imbalance can potentially 

undermine traditional forms of knowledge and 

culture that may be perceived as possessing a 

‘smaller economic value’. 

The cost of such mindsets can be illustrated in the 

important case of indigenous knowledge. Western 

culture is dominant and indigenous culture has led 

a more precarious existence including whether it is 

to conform to the materialist model or otherwise. 

A cost could be compromise to a uniquely holistic 

approach to knowledge and culture, just at a time 

when universities themselves, for instance, are 

struggling to move toward more inter-disciplinary 

approaches and perspectives. Such approaches are 
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much sought after by industry and government 

decision-makers. Discussion over an Indigenous 

Learned Academy that could support and 

enhance one of the world’s most long-established 

approaches to such knowledge has not advanced 

in Australia, even though new Academies in law 

and medicine have made an appearance in recent 

times. This illustrates the dilemma. 

Fourth, the importance of the sector, or the 

importance of Asian growth for the sector, is 

apparently neither acknowledged in broader 

public narratives, nor is receiving adequate policy 

attention. This latter point was made evident in 

the compendium of national reports (reviewed in 

Chapter 2). 

The rise of Asia, and demands by its burgeoning 

middle-class for aspirational consumption, 

will create both opportunities for the creative 

industries, as well as mandate an investment in 

new ‘cultural-type’ skills. To this end, effective 

cultural institutions would not only allow 

Australia to tap into and leverage existing cultural 

resources within the nation, but also facilitate skills 

development through immigration and wider 

linkages, as also discussed below in section 4.3. 

With regards to the wider contribution to 

Australian society, O’Connor and Gibson 

emphasised the links between a flourishing 

cultural economy and the attractiveness of 

Australia for skilled migration from Asia. Rather 

than the specific ‘brand’ or ‘image’ value provided 

by Australian arts and culture on the international 

stage, they suggest a kind of ‘deep branding’ 

as the best route for Australia. That is, the best 

means of engaging with the growth of the Asian 

cultural (and other) economies would be the 

promotion of an open, welcoming democratic, 

egalitarian country in the Asia Pacific.

One of the key obstacles in addressing this 

‘policy deficit’ is the dominance of what is termed 

the ‘economic imaginary’, where economic 

considerations (such as contribution of cities to 

innovation, competitive and growth) determine 

policy attention. While the cultural sector is of 

strategic importance to the nation, a simple 

reliance on this perceived importance will not 

get the necessary attention, which is itself a 

scarce resource. The reality is that attention must 

be competed for in an era of scarce resources and 

competing agendas, and this can best happen 

by articulating and demonstrating the economic 

benefits of particular policies. 

The opening up of Sydney Opera house, the 

proliferation of large and niche festivals, the 

popularity generated by the new approaches 

to art galleries as in MONA, Hobart; Queensland 

Museum of Art, Brisbane and the Melbourne 

Now Exhibition at the National Gallery Victoria; 

all suggest Australia could take a lead in a new 

democratic non-patronising approach to building 

new audiences for the arts. 

Fifth, it is apparent that a major problem arises 

from the traditional orientation of Australia 

towards America, the UK and Europe in terms of 

its cultural reference points. This is not adequate 

for the needs of the Asian Century, and would 

demand an incorporation of a different set of 

norms and value systems (which are an integral 

component of cultural institutions). This lack of 

Asian capability was also identified as a problem 

in the commissioned report done by PwC on 

skills and management capability. The Asian 

Century White Paper set out to address this—but 

was somewhat short on ideas as how this cultural 

reorientation might take place. 

The role of arts and culture—Australian 

and Asian—in this process were very much 

underplayed here. However, the example of 

Chinese visual art can stand as a good case. 

Australia (through its galleries, art networks, 

academics and cultural entrepreneurs) has 

developed strong connections in this area, and 

Australia itself has been seen as a destination for 

Chinese artists to live and work. Chinese visual 

art, increasingly showcased in the proliferating 

gallery infrastructure of the large Chinese cities, 

has become one of the main ways in which 

cultural audiences are engaging with China.

Finally, mechanisms for promoting Australian 

culture and creativity on a global scale were 

found to be severely lacking. This in turn has 

resulted in an underperformance in Australia’s 

international trade in cultural goods and services. 

As is highlighted later in this chapter, Australia 

has a large trade deficit in cultural goods as 

compared with other advanced countries. 
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The report found that Australia lacks promotional 

agencies in terms of cultural diplomacy and 

‘creative export’ development. It is disinvesting 

in arts and cultural economy at a time when 

the market in the region is growing. This 

is of particular concern since many Asian 

economies—led by China—have targeted 

cultural exports for large scale strategic 

investment.

In light of these points, consideration can be 

given to the creation of an agency along the 

lines of the British Council, the Goethe Institute, 

Institute Francais, Cervantes Institute, and the 

Confucius Institute. Not only are these important 

‘soft power’ or cultural diplomatic institutions, but 

the absence of an equivalent Australian agency 

has led to serious deficiency in adequate external 

recognition of its cultural vitality and tradeable 

cultural goods and services. 

4.2 Investing in Australia’s 
future

4.2.1 A strong and resilient 
skills profile

Australia is reasonably well respected for its 

educational quality and the overall capability 

of its population. Australia has an experienced, 

educated, and highly skilled population. The 

strength of the Australian workforce capability 

comes through clearly not just in reports and 

domestic evidence, but in global perceptions of 

Australian innovation and skills capabilities as well. 

At the aggregate level, as Figure 4.6 shows, 

Australia is already doing well in terms of GDP per 

capita outcomes relative to tertiary expenditures. 

It has had one of the highest per capita GDP 

levels in the OECD, and higher than that of 

countries with comparable levels of expenditure 

on tertiary education. 

Australia’s higher GDP per capita for its given 

tertiary expenditure level is a result of a number 

of factors, of course, including the nation’s 

natural resource wealth contribution. Part of the 

explanation may also be found in the operation 

of a relatively efficient and effective tertiary 

education system. Australia ranks highly in system 

rankings such as the Lisbon Council (Ederer et al. 

2008) and Universitas 21 (Williams et al. 2015). 

At the same time extra tertiary expenditure can 

also still pay-off for GDP per capita, a relevant 

consideration for a post-mining investment 

boom environment for Australia. Statistical 

analysis conducted for this project (Elnasri 2015) 

does find that controlling for other starting point 

circumstances there is a significant positive 

benefit from higher tertiary expenditure on 

average for OECD countries. 

This pay-off may also be pertinent if quality of 

education is factored in more explicitly. One 

mechanism for Australian system efficiency, as 

measured, has been rising student-staff ratios. 

Given declining student assessment of the 

Australian education experience relative to key 
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comparators (and competitors) such as the US 

and Canada (ACER 2014), attention to enhanced 

per student resource provision may become 

important in national policy if advantage is to be 

sustained and advanced. 

Education does not just result in better GDP 

outcomes but also, as evident from the next 

chart below, also results in higher earnings 

premiums for people, and that these premiums 

usually increase with levels of education and as 

people get older (this is probably reflective of 

accumulated experience). 

For example, relative to Year 12 earnings there 

are gained benefits even for 25–29 year olds, 

regardless of whether they have post-graduate, 

bachelors or diploma qualifications. But for 

those in their early 50s, those with post-graduate 

education earn an average 65% more than their 

counterparts with only a Year 12 education, while 

those with bachelor’s degrees get an extra 54%. 

This clearly shows the long-term pay-offs to 

education, even in purely private terms.

The education system is a national strength, and 

raises the natural question: why fix something 

that already appears to be working well. From 

a comparative advantage perspective, a more 

pertinent question is whether this is enough to 

ensure Australia’s competitiveness over the long 

term, or whether there are emerging risks that 

may erode this advantage. This report, following 

many others before it, takes the view that a 

strong and robust skills capability is integral to 

Australia’s continuing wellbeing and prosperity in 

the 21st century.
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Figure 4.7: Employee income by education and age, 2011–12 (ratio)

Note: Ratio of average annual employee income by level of education and age relative to year 12 completion only. 

Source: Calculations based on data from NATSEM 2012, Smart Australians report.
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It is widely acknowledged that the mining 

investment boom, which helped deliver two 

decades of uninterrupted growth for Australia, 

is coming to an end, and will dissipate the large 

gains the economy has enjoyed over this time. 

It can also be reasonably expected that this 

transition will by itself lower the per capita GDP 

from its historically high levels. 

Both McKinsey (2012) and OECD (2012) have 

found that the mining boom has masked a 

noticeable decline in productivity, and that 

reversal of this productivity decline is key to 

Australian sustainable prosperity. 

If Australia is to maintain its high standard of 

living, greater general support and enhancement 

for education and training is needed. This has 

been the subject of considerable review, as 

mentioned in Chapter 2. In addition, it is worth 

recording that three important particular 

considerations also arose during this projects 

discussion. They are:

• the impact of technology and globalisation on 

the 21st century economy, and the types of 

skills that will be needed, and indeed valued, 

in such an environment

• the rise of Asia and its strategic implications 

for Australia

• the issues of balance across study areas and 

participation.

Each of these is intimately linked to the 

development of a multi-dimensional skills 

capability. As is detailed in the subsequent 

sections, STEM skills play a critical and central 
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role in this capability, but these need be 

complemented with effective training in HASS, 

management and vocational training. A report 

done by PwC for this ACA project has also 

strongly emphasised this point, as did the SAF04 

report (Bell et al. 2014) on the role of STEM in 

lifting Australia’s productivity.

At the same time there is valid concern over the 

quality of outcomes in both HASS and STEM. In 

STEM for instance Australia has in the past ranked 

in the top ten countries for PISA rankings. But in 

math the average PISA score has declined from 

524 in 2003 to 514 in 2009 and 504 in 2012. For 

HASS, reading scores have declined from 528 in 

2000 to 515 in 2009 and 512 in 2012. Also Australia 

has unusually high variance across socio-economic 

status for such scores (OECD 2014d).

Maintaining and enhancing strength across 

educational skills should be a major national 

priority to underpin the building of comparative 

advantage.

Technological revolution

The ICT revolution and globalisation are 

pervasive forces that have changed the very 

nature of global production and competition. 

Skills and capabilities that are highly prized at a 

particular point in time can be rendered obsolete 

in a mere few years. Two main ways in which this 

has happened are:

• rise of global production sharing and networks 

• integration of design and services into the 

production process.

Advances in production and communication 

technologies have allowed industries to slice up 

the value chain into finer segments and tasks, and 

to spread the activities across several countries 

according to their respective specialisations. This 

is arguably the reality and the future of global 

economic activity.

As Figure 4.8 (Roos 2014) shows, however, the 

value-addition is not uniformly distributed, with 

R&D and after sales services capturing the greatest 

share of value-add. These are activities that 

advanced economies have particular comparative 

advantage in and can therefore specialise in.

This presents three important imperatives for 

any developed nation (like Australia) aspiring to 

secure sustained prosperity and wellbeing in the 

21st century:

• it must effectively embed itself into global 

production networks in a strategic way

• within these networks, it must specialise in 

the high value-added, skill-intensive functions. 

This is due to the high relative costs of routine 

manufacturing associated with a highly 

educated workforce

• it must be able to develop global marketing 

opportunities, and to manage a global 

fragmented production chain.

These would require Australia to develop an 

advanced STEM capability, without which it 

would find it difficult to succeed in a highly 

competitive global market for advanced products. 

However, other disciplines would strongly 

complement an effective STEM profile too.
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Vocational training in particular is closely linked 
with STEM, and in fact helps to provide an 
effective pathway for those with practical training 
into advanced STEM-based education.

Participation in and management of global 
networks means the development of greater 
management capability, particularly in relation 
to strategy, coordination, and transnational 
relationship management. This evidently is more 
than is currently associated with the Australian 
way in major areas of management, as evidenced 
by the various surveys done for this project. 

Globalisation has also increased the intensity of 
global competition, and has forced companies 
to differentiate their products, and to move from 
a traditional focus on selling products to selling 
‘solutions’. 

Firms have to increasingly rely on differentiation 
of their products and to create recall value in the 
minds of current and potential customers and 
clients. This is most often done through high 
quality service and the non-tangible, creative 
aspects of the product, such as design, brand 
name, and trademarks. 

These are typically highly creative functions, 
and the training for these is both science and 
art. These are also the components of the value 
chain that command the highest relative values. 
This in turn has led to a greater reliance on 
superior designing capability, understanding 
of customer needs, and effective after-sales 
support and services. In the words of Jeff 
Connolly, CEO of Siemens Australia, ‘we are 
seeing design, production planning, engineering, 
manufacturing, and services merging into one 
unit, instead of being sequential’ (Roos 2014). 

The influential UK report, the Review of Creativity 
in Business (Cox 2005), positioned design as 
the bridge between arts and the engineering 
sciences. A report on the creative economy 
done for the ACA project further reinforces 
this idea of creative input into the production 
process in most of the traditional, ‘non-creative’ 
sectors, where advertising, marketing, software 
development and interactive content accounts 
for a significant share of total employment.

As for high quality service, it is a common trend 
that after-sales support is usually provided 

‘remotely’, often by staff who are sitting across 

countries, if not continents. This means that not 

only advanced technical knowledge is needed, 

but also understanding of cultural nuances and 

sensitivities, good management and organisation, 

and in many cases, of different languages. These 

are of potentially equal importance alongside 

technical skills.

In the report for ACA (O’Connor & Gibson 2014) 

it was reported that in 2008–09 the consolidated 

creative sector accounted for 9% of the national 

workforce and contributed about 5.6% to the 

national gross value added. This is significant not 

just for the direct contribution of the creative 

economy, but also for the indirect benefits for the 

broader cultural sector. 

However, the report found that policy attention 

was deficient in this area and relative outcomes 

were behind other major comparator countries 

such as US, UK, and Canada. Despite proximity 

to Asia, Australia still looks to Europe and North 

America for cultural links.

Rise of Asia

The rise of Asia is cited as biggest economic trend 

of the 21st century. Asia’s share of world output 

has doubled in 60 years, from about 20% in 1950s 

to nearly 40% in 2010. OECD estimates project 

that Asia’s middle class will increase from 28% (of 

the global total) in 2009 to around 66% by 2030. 

This presents great opportunities for Australia; 

modelling done by the Boston Consulting 

Group (cited by a PwC report on management 

and skills done for the ACA project) shows that 

in addition to resources-related business, Asia 

could contribute an additional $275 billion to the 

Australian economy over the next 10 years. 

Many Australian businesses have demonstrated an 

ability to successfully engage in Asia, see Table 4.4. 

Table 4.4: Australian Businesses in Asia

The ANZ banking group Linfox Logistics

RMIT University International The Leighton Group

Hassell Seek

Jetstar Orica

Source: PwC 2014c.



114

These aptly illustrate the possibility of 

specialisation, effective management, and a 

successful global strategy.

Research done for this project (including a 

review of multiple studies) has shown, however, 

significant gaps and shortcomings in Australia’s 

‘Asia capabilities’. For example, the PwC report on 

management and skills done for the ACA project, 

cited a survey of 380 businesses conducted by 

Asialink and the Australian Industry Group, which 

found that: 

• Asia is considered important to business 

success, with over half the respondents citing 

their Asian operations as highly important, 

and 74% of respondents indicating an interest 

in expanding into Asia.

• China is the biggest area of interest, 

with other Asian countries also featuring 

prominently.

• However, more than half of Australian 

businesses operating in Asia had little Board 

or senior management experience of Asia 

and/or Asian languages.

• Australian business culture is rooted 

in western, transactional models that 

emphasised directness and verbal 

communication. Eastern managers, on the 

other hand, focused more on relationships 

and were comfortable with ambiguity. 

The SAF03 report on Asia literacy found that 

‘More than 8% of Australia’s population was born 

in Asia. This is a much higher percentage than in 

other Anglophone countries such as the US (4%) 

and the UK (2%). Yet Australia does not make 

enough use of the networks and linguistic and 

cultural resources inherent in its Asian diaspora 

population’ (Ang et al. 2015). 

The PwC report on management and skills done 

for the ACA project found that overall, large 

Australian companies are seen by business 

leaders and advisers as possessing only ‘average’ 

Asia capabilities when compared to international 

competitors. Australian SMEs are also seen 

(on average) to fall behind their international 

competitors on their understanding of, and 

experience operating in, Asian markets, cultural/

language proficiency, and dealings with Asian 

governments and regulators. They also appear 

to be behind competitors in the customisation 

of their organisations, people and products and 

services to the context of each Asian market. 

A further advancement of Australia’s skills 

capability is clearly needed if the nation is to 

realise these opportunities. In particular, an 

understanding and appreciation of cultural 

nuances and the diversity of this region, as well as 

an ability to handle multiple interpretations and 

contested narratives, are critical competencies 

that would allow Australian firms to make 

significant headways into the wider Asian 

region. As in the previous section, addressing 

these challenges would require that a strong 

capability in STEM-based skills complemented 

by improvements in HASS, management and 

vocational skills. 

The PwC report further found that Australia’s 

management capability falls behind world 

standards. This is an important gap that should 

be filled, since good management is associated 

with many benefits. For example, good quality 

management:

• is highly correlated with high exports, sales 

and productivity

• fosters productive and high-performing 

workplaces, which in turn help to foster 

innovation

• prioritise people management as a key goal

• is more responsive to customer and 

stakeholder needs, thus fostering cooperation 

and loyalty.

As a result, high performing workplaces were 

found to be up to 12% more productive and 

three times more profitable than their peers. 

Therefore, a strong management capability 

can directly contribute to Australia’s need for 

improved productivity.

It must be noted that the Australian VET sector 

in particular is highly regarded by international 

standards, and represents a genuine strength for 

Australia. Further investment in and development 

of this sector could yield rich benefits for Australia, 

since many Asian economies, including India, 

are making significant investments to develop 

their vocational skills sectors, and are looking for 

international partners to help achieve this.
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Balance in education

A third important consideration for Australian 

skills development arises from the issue of equity 

of opportunity and access, particularly for women 

and minority groups. Women are key contributors 

to national wellbeing and prosperity, and 

improving their participation rates and outcomes 

has been identified as one of the key strategic 

imperatives for Australia (Daley et al. 2012). 

The importance of increasing labour force 

participation for women has become widely 

recognised in policy discussion. It is helpful 

though, for a report such as this, to point 

particularly to issues of participation in areas of 

study and subsequent areas of employment.

As Figure 4.9 shows, women account for a 

large majority of enrolments in various HASS 

disciplines, including health, education, cultural 

studies, and creative fields. They also represent a 

majority in natural and physical sciences, as well 

as agriculture, environment and related services. 

But issues of whether there is over representation 

in areas such as health and education and under 

representation in areas such as IT, engineering 

and architecture, remain matters requiring closer 

ongoing examination.
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Figure 4.9: Enrolment across the disciplines, by gender
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Immigration 

Alongside domestic education and training, 

immigration has been a major source of skills 

enhancement for Australia. Some 25% of the 

Australian population at present is overseas-born 

and migration has long been a defining feature 

of Australian development. As such, immigration 

managed well should be an ongoing source of 

comparative advantage for the nation. Certainly 

Australia is widely viewed as more successful 

than most countries in how it has operated its 

migration entry and settlement arrangements.

Australia operates a temporary entry regime 

embracing tourists and visitors, students, working 

holiday-makers, short-term work entrants and 

others. It also manages a refugee and special 

humanitarian entry program, family reunion 

and a skilled migration program for permanent 

residency. 

The device of visas is the principal vehicle 

for controlling entry by persons who are not 

permanent residents, except for New Zealanders 

who do not require visas. Visa charges apply that 

are intended to reflect costs of administration. 

Each category affects supply of skills in various 

ways even when that is not the principal 

intention, as with say refugees in the workforce. 
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Cross-category movement also occurs, such as 

when international students seek permanent 

residence through the skilled migration program.

However the skilled migration program is 

the largest and most direct category relating 

to ongoing provision of employment skills. 

Subject to various minimum standards in 

matters such as health, this program selects 

entrants based on employer or state/territory 

government nomination or through points-based 

independent entry. Both pathways have strong 

skill requirements in the selection process.

Most temporary entry is uncapped, except for 

working holiday-makers. But caps do apply for 

permanent entry and, for 2014–15, the planned 

levels were: 190,000 for the total migration 

program (including 128,500 for skilled migrants 

and 60,885 for family reunion) and 13,750 for 

humanitarian entry.

Temporary entrants leave Australia (unless they 

stay illegally) and continuing residents also 

leave the country for short or long periods or 

permanently. This means net overseas migration 

is a better measure of the net sourcing of persons 

as additions to the Australian population and 

hence of the net skills provision effects. Net 

overseas migration fluctuates significantly 

including because departures are not subject 

to immigration permissions to the same degree 

as entry, under international law acceded to by 

Australia.

For arrivals, almost half of recent permanent 

immigrants and temporary residents held a 

bachelor’s degree or higher qualification prior 

to arrival in Australia, well in advance of the 

qualification levels for Australian-born (Figure 4.10).

Given the magnitude and character of the 

migrant contribution to skills, it is clearly 

pertinent to ensure this is optimal. This effect of 

course embraces a wide range of issues: social, 

cultural, and environmental as well as economic; 

and these are visited elsewhere in this ACA 

Report including the following sections 4.3 and 

4.4. However the economic impacts themselves 

are also significant. 

A recent modelling study for the Migration 

Council of Australia (2015), using comparable 

modelling to this project’s own work in 

section 5.1, has illustrated the extent of the 

economic contribution. According to its analysis 

and comparing zero net migration to present 

migration settings continued, by 2050 the 

positive migration scenario will have led to:

• a 5.9% gain in GDP per capita

• a 15.7% increase in the work-force 

participation rate

• a 604% increase in the population with  

a university education.

The specifics of this simulation may no doubt 

be challenged. And other methodologies to 

test such propositions can be pursued. Thus for 

this study the concern that immigration may 

produce higher unemployment in particular 

was examined closely using direct estimation 

methods (Elnasri 2015). Were migration a 

contributor to net unemployment, this would be 
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not only an economic concern but have major 

social and political implications. However a 

common finding of earlier studies has been that 

migrants create at least as many jobs as they fill. 

This finding was confirmed with the most recent 

data as available for this project. 

The point here is that the possible contributions 

of migration to the workforce should be looked 

at alongside those of domestic workforce 

matters and that policy here should be subject 

to thorough review with an eye to maximising 

the comparative advantage to Australia from 

its migration experience. Such review has been 

lacking for some time, as seen in Chapter 2 

above, but it is helpful that the Productivity 

Commission is to report on the Migrant Intake 

into Australia by mid-March 2016. Provided policy 

then further looks to non-economic as well as 

economic issues in considering change, this will 

be a helpful contribution to policy deliberation 

and perhaps revision. 

Certainly the Productivity Commission Issues 

paper and other discussion does suggest that 

improvement is possible in migration program 

arrangements, even though Australia is still seen 

as somewhat of a global model in this area, 

at least as regards how it manages migration 

processes (OECD 2014b). The correct migration 

level is a matter more open to contestation, 

partly because of the hard task of balancing 

of economic and non-economic factors. 

Nevertheless Australia does have comparative 

advantage strengths in this area and these can 

be subject to ongoing refinement. The important 

point is to recognise that migration policy can be 

seen as comparative advantage.

4.2.2 Providing infrastructure and 
financing innovation 

Providing infrastructure

In the later nineteenth century, when Australia 

actually had the world’s highest living standards, 

economic historians made clear how much 

that depended upon our huge investment in 

building the nation’s rail, road, telegraph, ports 

and harbours and building them well in terms of 

value for money (Butlin 1964). 

Australia deployed the wealth from its 

natural bounty to support those resource-

based industries with the infrastructure they 

needed. But it also and even more built cities 

for commerce and manufacture that made 

Australia one of the most urban of nations very 

early, despite a national image of a robust rural 

heritage (Ville & Withers 2014). The wealth of the 

nation was as much based upon a smart urban 

society, well managed and well administered, 

with good investment in infrastructure and skills 

and innovation, as it was simple exploitation 

of nature. Magee (2000) has shown that in the 

nineteenth century Australia led the world in 

patents per capita—just as it did in schooling 

participation and funding per student. 

In the present day context, a look at the overall 

global rankings by IMD Switzerland, shows for 

Australia:

Table 4.5: Australia’s global rankings 
(out of 60 countries)

2010 2012 2014

Overall ranking 5 15 17

Infrastructure 18 19 18

Source: IMD World Competitiveness Yearbook 2014.

The good news is a steady result in recent years 

for infrastructure at a time when the overall 

Australia’s ranking has dropped. The bad news 

is that the infrastructure ranking is middling. For 

back to the future to be a realistic goal, there is a 

need for some infrastructure enhancement even 

if it is steady and reasonably strong.

Infrastructure is a multi-dimensional concept, 

encapsulating energy, water, transport (rails, 

seaports, roads, and airports), information and 

telecommunications. The nature of each of 

these has changed but also there is continuity 

and evolution. Digitalisation has emerged as 

the dynamic successor to the telegraph, just 

as airports came to mean as much or more 

than harbours, but road and rail transport, 

electricity, gas and water remain in their 

modern guise as core economic infrastructure. 

And soft infrastructure in the form of schools, 
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hospitals, universities and prisons are also there, 

complemented by new technologies too. 

Infrastructure also delivers substantial 

economic benefits. In Australia, a large part 

of the infrastructure is still publicly owned, 

with governments estimated to own a stock 

of economic infrastructure assets valued 

at $614 billion and social infrastructure of 

$263 billion. Equivalent private infrastructure 

in the same areas has been estimated at 

$260 billion—a total of $1137 billion in 2012 

dollars. (Productivity Commission 2014). 

Modelling done by Infrastructure Australia for 

its 2015 audit showed that in 2011, $187 billion 

worth of benefits (in Direct Economic 

Contribution) was derived from infrastructure. 

Prima facie this would represent a return of over 

10% (Infrastructure Australia 2015). Public and 

private investment in this infrastructure regularly 

represents between 3.5 and 6.0% of GDP 

(Figure 4.11). 

So investment in infrastructure is very important 

indeed, as these magnitudes reflect, and for what 

they represent as an underlying physical structure 

of essential service provision for the nation.

Future scenarios and potential

The 2015 Australian Infrastructure Audit showed 

that in the primarily urban country that Australia 

is, cities contributed over $850 billion to the 

economy in 2011, and this is projected to 

increase by 90%, to $1.6 trillion by 2031. The 

value-added contribution of infrastructure is 

projected to double from $187 billion in 2011 
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Figure 4.11. Investment in economic infrastructure, Australia

Source: Productivity Commission 2014.
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to $377 billion in 2031. But, of course, this is not 

certain and unconditional.

If, in a strategic sense, the relative current 

performance of Australian infrastructure is 

judged as middling, potential solutions to it must 

deal with the added complication, i.e. how the 

demands on this infrastructure will change due 

to evolving social, economic and technological 

trends.

The first major trends, evident from earlier 

scenario analysis, are those of rising population 

and increasing urbanisation. The population 

is projected to increase to around 30.5 million 

by 2031. Given a 2011 census population of 

21.5 million, this would represent a more than 

40% increase in less than 20 years. The four 

major, extended metropolitan areas of Sydney, 

Melbourne, Perth and Brisbane will alone account 

for two-thirds of Australia’s population by 2031. 

Unless proactively planned for, this increase could 

cause significant congestion and cost Australians 

nearly $53 billion (Infrastructure Australia 2015). 

But the costs are more than just economic. 

Growing congestion could also adversely affect 

the world-ranked quality of city life. 

A growing population will not just pressure 

transport infrastructure, but also that of energy 

and water. A projected economic growth of total 

84% (from $1.4 trillion to $2.6 trillion) over this 

period is also heavily dependent on appropriate 

infrastructure investments. 

In the matter of future scenarios it is clear that 

both population futures and economic futures 
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stress the requirements for infrastructure 

provision to underpin an expanding population 

as well as support enhanced productivity for 

meeting economic, social and environmental 

objectives.

In terms of understanding of policy needs in this 

area, the compendium of reports in Chapter 2 

found this to be an under-reviewed area. 

Fortunately, the Productivity Commission did 

report in May 2014 on public infrastructure. The 

Commission was very clear on the potential for 

improved efficiency in this area. It found that 

‘a key message of this report is that there is a 

fundamental need for a comprehensive overhaul 

of the poor processes currently used in the 

development and assessment of infrastructure 

particularly, but not exclusively, by governments’. 

It is disappointing however that these factors 

were also listed in the 1995 Private Infrastructure 

Task Force Report (EPAC 1995). 

The 2015 infrastructure audit also provided an 

overlapping a list of reforms that it says were 

both important and urgent for Australia’s long 

term prosperity and wellbeing.

The Commission especially pointed to 

deficiencies in the following:

• project scoping and transparent cost-benefit 

analysis

• long-term planning, demand forecasting and 

risk analysis

• greater use of user pay rather than taxpayer 

funding mechanisms

• efficient allocation of risk across private and 

public partners.

The Infrastructure Australia 2015 audit report 

called for the following reforms:

• market reforms, including increasing 

competition and a focus on efficiency and 

environment

• institutional reforms to facilitate increased 

funding, including through public-private 

partnerships

• administrative reforms, including streamlining 

procurement, appraisal and assessment 

procedures across governments.

As is evident, the above findings are consistent 

with and complementary to each other. 

Likewise work conducted for this ACA project 

also reported clear evidence of inefficient 

provision across different sectors and in different 

jurisdictions (Elnasri 2014).

Less clear-cut is policy guidance on the quantum 

of infrastructure investment needed. In principle 

this would emerge from comprehensive cost-

benefit analysis of the kind proposed by the 

Commission, such that projects that provide 

a prospective social rate of return above the 

government funding hurdle rate should proceed. 

More work on what this principle would produce 

is needed and a body such as Infrastructure 

Australia should prioritise such analysis and 

look to its macro-economic and sectoral 

contributions. 

A suitable contribution to future development 

from infrastructure may require both some 

enhancement of processes and better funding of 

the quantum of investment needed to provide 

the right foundations, so that this source of 

comparative advantage may contribute better to 

the sectors and society so served.

In the stakeholder surveys completed for 

this project, the assessment of whether basic 

infrastructure was adequate, efficient and well 

maintained is shown in Table 4.6.

Clearly there is some significant opinion from key 

stakeholders that infrastructure adequacy is less 

than could be hoped for. Public servants have a 

slightly more negative view than the business 

Table 4.6: Stakeholders’ views on infrastructure adequacy (%)

Stakeholder Strongly agree Agree Neutral Disagree Strongly disagree

Public servants (IPAA) 8 28 15 42 7

Business (CEDA) 7 38 12 34 9

Source: Kumar 2013a; Kumar 2014.
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community, but both are far from being strongly 
supportive. Advance does seem warranted from 
such opinion.

Moreover this is backed up by objective analysis. 
The statistical analysis conducted for this 
project (Elnasri 2015) has established a strong 
relationship between infrastructure investments 
and ‘multifactor productivity’, the value-add from 
factor inputs. 

It does seem that we have some guidance to 
what to do, and knowledge of the pay-offs. It is 
further political implementation that awaits.

Infrastructure refers to physical structures 
commonly used in economic and social activity 
and operating in an interconnected form. The 
scale and interconnectedness have meant that 
public sector involvement in development, 
finance, ownership, and service provision 
has been common. Indeed the term public 
infrastructure is common, though many forms 
of private sector involvement have emerged 
ranging from contracted provision through to full 
privatisation of assets.

Financing Innovation 

Access to adequate finance is a major contributor 
to poor innovation outcomes in Australia. In 
fact, the Business Characteristics Survey of the 
Australian Bureau of Statistics as reported in 
Withers and Gupta (2013), identifies this as the 
biggest impediment to innovation in Australian 
firms, over 90% of which are classed as SMEs. 
Table 4.7 illustrates this imbalance.

These results are for all firms taken together, but 
become even more pronounced when separated 
by innovation status and firm size. For small 
firms that were actively engaged in innovation, 

Table 4.7: Barriers to innovation in Australia 

Barriers to innovation Response rate

Funding constraints 21%

Cost of development & implementation 15%

Lack of skilled personnel 13%

Government regulation and compliance 13%

Uncertain demand for new goods and services 13%

Access to knowledge or technology 3.6%

Source: Withers & Gupta 2013.

funding and cost constraints were a hindrance 
in 66% and 47% of these firms, respectively. By 
contrast, funding constraints were a problem for 
only 15%, and cost constraints were a problem for 
only 16% of large firms. Non-financial constraints 
were a relatively smaller problem for all types of 
firms. The same pattern is repeated for all firms 
taken together, regardless of their innovation 
status or size.

Funding constraints were much more acute for 
smaller firms than for larger ones, as seen in 
Table 4.8.

Despite funding constraints being a real problem 
for firms, several policy reports have contended 
that education and skills development are the 
biggest constraints on innovation, and called for 
greater investments in STEM-based education to 
alleviate these constraints. The point is though 
that finance remains important.

An analysis of the structure and delivery of 
government assistance for industry further shows 
a gap between evident problem and policy focus. 
This assistance can broadly be differentiated 
into financial and non-financial categories 
(summarised in Table 4.9). Policy instruments 
supporting businesses can be grouped into 
two further sets of categories: general versus 
targeted, and direct versus indirect.

Research relating to innovation constraints 
has highlighted several issues that help to 
understand why current assistance has not 
been able to fully redress problems in Australia’s 
innovation standing. These are:

• The government assistance most easily 
accessible to SMEs is of a non-financial nature, 
even though their constraints are primarily 
financial.
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Table 4.8: Constraints and response rates

Constraint

Response rate

Innovation-active firms All firms

Small Medium Large Small Medium Large

Funding constraints 66% 25% 15% 43% 20% 12.5%

Cost constraints 47% 22% 16% 32% 17% 14%

Access to knowledge or technology 14% 3.1% 4.5% 8% 2% 3%

Skills shortages (within the business) 41% 22% 14% 27% 18% 13%

Demand uncertainties 38% 17% 9% 26% 14% 9%

Note: Small-size firms have 0–19 employees, medium firms have 20–199, and large firms have over 200; values are rounded off to the 
nearest decimal.

Source: ABS 2012, Innovation in Australian Business, catalogue no. 81580D006_201011.

• In terms of financial assistance, competitive 

(financial) grants are always application-based 

and closely capped rather than demand 

driven, while tax concessions are demand 

driven but may require certain pre-requisites 

relating to type of industry, activity, or 

products. In any case, financial assistance 

helps only a small fraction of SMEs.

• Non-financial assistance is broadly available 

to small firms, but is of limited benefit when 

these firms lack the financial means to 

implement many of the recommendations 

gained through advice and support.

• Eligibility requirements for grants often treat 

innovation and R&D as synonymous, even 

though innovation is appropriately defined 

as being much broader in scope. This means 

that firms may lose out on opportunities to 

implement non-scientific innovations that are 

no less important.

SMEs face further problems, as their size 

effectively precludes them from funding sources 

more reliably available to their larger, more 

Table 4.9: Innovation aid available to SMEs, Australia 2014

Financial assistance Non-financial assistance

Grants Advice and support

Tax concessions Information

Credits Mentoring

Subsidies Facilitation and introductions

Source: Department of Industry 2014.

established counterparts. For example, capital 

(equity or debt) markets are effectively ruled out 

due to their size. Nor do such firms have the legal, 

financial, or organisation capability to negotiate 

or execute such deals. 

Two other sources of finance are venture capital 

and commercial banks. Venture capital is a useful 

but insufficient alternative because it typically 

has a higher investment threshold than most 

smaller firms can afford or support. Financing 

by commercial banks by contrast imposes up-

front repayment obligations on borrowers. This 

may place significant pressure if projects have 

long gestations and/or uncertain prospects. 

Collateral requirements, which for smaller 

borrowers is often the family home, can also 

place an unacceptable level of burden and risk on 

potential borrowers. 

The most fundamental problem here arises 

because potential borrowers are not able to 

indicate their ‘quality’ to banks. This problem 

of information asymmetry identified by Nobel 

laureate George Akerlof is a major cause for 

market collapse and lost opportunities. 
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These results show a clear case for policy 

solutions that alleviate the financial constraints 

for firms and the basic information asymmetry 

that creates it. This would allow them to build a 

good credit profile and investment level while 

pursuing new innovations, without the onerous 

burdens that stymie innovations.

Even if , as may be the case (Enright & Petty 2013), 

the financing issue is one common to small 

business in most like economies, it may be 

that a distinctively Australian solution could be 

contemplated as part of creating comparative 

advantage. Specifically, one way forward would 

be to look at pursuing business innovation better 

using an Australian policy innovation to drive 

this, namely income contingent loans. As used for 

higher education, these might be extended for 

research and development (Withers & Gupta 2013).

4.3 Fostering a harmonious 
society
There is much discussion regarding the nature of 

social equity and social harmony. These are issues 

of enduring relevance. In Australia the stakeholder 

surveys conducted for this report indicate that 

social inclusion and culture are undoubtedly well 

regarded but with some significant reservations, 

especially by public officials.

This section considers these views. They have 

both intrinsic importance and they have links 

to the economic outcomes of the nation and 

vice versa. It is important either way to see how 

they can be sustained and enhanced so as to be 

national strengths.

4.3.1 Equitable growth: a mirage or 
an oasis?

The phenomenal success of Thomas Piketty’s 

book, Capital in the 21st Century, illustrates how 

important this issue can become both in ideas 

and substance.

This section addresses the important issues of 

the impact of inequality on national prosperity, 

and whether there is a dichotomy between 

growth and social cohesion, both in Australia 

and globally. An investigation by the Rand 

Corporation for this project on the link between 

growth and equity is the basis for documentation 

for this section.

The present focus is on income. Naturally other 

dimensions of equity are also important ranging 

from wealth versus income, to opportunity 

and access, and issues such as wealth, age, 

ethnicity, household status and more. This 

matters immensely as in areas of transmitted 

disadvantage or indigenous inequality issues. But 

income is currently at the centre of the debates 

raised by the Piketty study and so is chosen as 

the focus to illustrate equity issues here. 

According to Piketty and other writers such as 

Maddison2, a big part of global rising inequality 

across the developed world is attributable to 

‘skill-biased technical change’, which relates to 

the notion that the advent and generalisation 

of computers increased the productivity of 

highly skilled occupations compared to that of 

lower skilled ones. Under this hypothesis, the 

increase in wage inequality has been particularly 

noteworthy. An important reason for this is 

the rise—facilitated by the rise of ICT and 

globalisation—of production sharing, where 

routine, low-skilled tasks are outsourced to 

emerging economies, and abstract, skill-intensive 

tasks such as design and analysis are retained in 

developed countries.

Another related hypothesis that explains rising 

inequality is that of asymmetries in capital 

accumulation and the growing importance of 

non-wage compensation. Wealth accumulation 

rather than wage inequality is the primary 

explanation for overall increase in inequality. This 

is also a core premise of Thomas Piketty’s book. 

The basic idea behind this is that technology-

driven growth increases the relative demand 

for capital and therefore its rate of return. And 

since the higher-end of the socio-economic 

spectrum is more likely to control a greater 

share of capital, such growth is likely to confer 

2. The share of total income accounted for by the top 1% of the 
Australian population declined from the late 1940s till around 
1980, after which this has steadily increased. According to 
highly regarded research cited in the Rand report , a big 
part of this rising inequality across the developed world is 
attributable to ‘skill-biased technical change’.
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a disproportionately higher benefits to these 

sections of society.

As Figure 4.12 shows, equity outcomes have been 

relatively stable for much of the 20th century 

despite rising growth, but there has been a 

consistent positive correlation between growth 

and inequality since the 1980s. 

The share of total income accounted for by the 

top 1% of the Australian population declined 

from the late 1940s till around 1980, after which it 

increased steadily. 

According to the Rand report, a particular risk for 

Australia can arise as the effects of the mining 

boom fade. The unprecedented ‘rents’ that 

accrued from the resources sectors, especially in 

states that levy a royalty on mineral resources, 

has helped the government to fund increased 

public expenditures and transfer payments. This 

in turn has reduced inequality. However, the 

dissipation of the boom can put pressures on the 

public purse, and hamper government’s ability 

to maintain the same level of public spending 

(Figure 4.13). 

Given these patterns, one all-important question 

that naturally arises is, can inequality be 

alleviated without compromising growth? In fact, 

is it possible to achieve growth while at the same 

time alleviating inequality?

Australia has shown itself to be a highly efficient 

tax transfer nation and stands at a point where, 

according to the IMF (2015), it has not inhibited 

growth through these processes. 

In addition to tax transfer mechanisms a 

further mechanism for ensuring that growth 

with equity is feasible, is increased and well 

directed investment in human capital. Indeed, 
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Figure 4.12: Long-term growth and inequality in developed countries

Panel A: Growth

Source: Angus Maddison project <www.ggdc.net/maddison>.

Source: Rand Corporation 2015.
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one major criticism of the Piketty work is that 

it looks principally at physical capital and does 

not examine human capital in the same way. 

Certainly investment in education has a high 

economic return in almost every country, and 

Australia is no exception. 

In terms of the inequality implications of 

skills-driven growth, there are two primary 

mechanisms by which highly-skilled workers 

reduce inequality:

• the increased supply of highly skilled workers 

increases the ratio of the highly educated to 

the less educated, which then reduces wage 

inequality (through the university/high school 

mark-up)

• increasing levels of education are also 

associated with lower unemployment, 

which, ceteris paribus, reduces inequality. As 

shown in Figure 4.14, unemployment rates 

are progressively lower for those with below 

secondary education, secondary education, 

and tertiary degrees. Thus it creates further 

incentives for government to ensure increased 

participation, completion, and quality.

An emphasis on fostering investment in 

education and training and accumulation of 

skills seems therefore to be a core principle for 

building comparative advantage. It is a win-win 

contributor to growth with equity. Moreover, 

it is arguable, that the skills created and the 

research conducted with education are also 

very conducive to enhanced sustainability, an 

objective considered separately below.

It is also a key to addressing the other issues 

of equity not covered here, such as indigenous 

disadvantage and inter-generational poverty. 

But these issues are also even more complex 

requiring deeper analysis too e.g. the Australian 

policy of ‘closing the gap’ for indigenous 

disadvantage and the sometime successes and 

ongoing failures too here.

4.3.2 Modern democracy: diversity 
and inclusion

The previous section positioned inequality as 

a significant challenge to national wellbeing. 

Another challenge that needs to be considered is 

that from rising impact of cultural diversity across 

much of the developed world, including Australia, 

and from what has been called at a grand level 

the ‘clash of civilisations’ (Huntington 1996). 

Australia’s population in particular has undergone 

a rapid transformation in the past 60 years. In 

1947, more than 90% of the Australian population 

was born in Australia, but this proportion had 

reduced to less than 73% by 2011. As shown in 

Table 4.10, a significant share of the change is 

accounted for by birthplaces in Asia and other 

non-English-speaking regions.

Management of this multi-cultural diversity is an 

issue of great strategic importance. 

September 11, 2001, was a watershed moment 

in world consciousness. Suddenly the greatest 

existential threat to societies generally, but 

advanced democracies in particular, did not 

come from organised armies representing 

nation-states, but from terrorist ‘sleeper cells’, 

representing a small minority of radicalised youth 

with extremist and violent ideologies. 

A decade on, advancements in mobile 

technologies and the rise of social media have 

made it easier than ever before for loosely-

organised, highly decentralised terrorist groups 

to attract and recruit people from the local 

citizenry, many of whom are disenchanted and/

or struggling to find a sense of identity and 

belonging in a fast-changing world. 
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Table 4.10: Population by region of birth (%), 1961–2011

Year Australia UK, Ireland & NZ Europe Asia Other

1961 83.1 7.6 8.0 0.8 0.5

1971 80.0 8.9 8.6 1.3 1.2

1981 78.5 8.8 7.5 2.2 3.0

1991 75.8 8.5 6.6 4.8 4.3

2001 72.6 7.7 5.5 6.1 8.1

2011 72.9 8.2 3.8 8.4 7.6

Source: Australian Bureau of Statistics.

As economic progress in the 20th century did 

not preclude geopolitics and military conflicts, so 

will the economic imperatives of the 21st century 

need to be balanced with transnational conflicts. 

However, as shown by the rise of Al Qaeda and 

Islamic State, the nature of the conflict has 

decisively changed (Table 4.11).

It is important to emphasise that it is practically 

impossible to predict and stop all such attacks 

from happening. Countries have to instead blunt 

the attractiveness of extremist ideologies, and to 

prevent local youth (including those born and 

raised in Australia) from getting radicalised in 

the first place. The greatest battle to fight is for 

peoples’ hearts and minds, and social media and 

inclusive policies are the main weapons of choice 

in this battle. 

Hence there is an equal need to ensure that 

perceptions of ‘racism’ within Australia and in its 

policies are reduced since these can themselves 

pose equally serious threats to our comparative 

advantage as witnessed in the Indian Student 

reaction in 2008 to reports of attacks on such 

students in Melbourne. 

This has to be a long-term effort, and one which 

success is hard to measure in a consistent way, 

nor is there a clear and widely shared definition 

of success. Short-term successes can often 

lead to adverse complications over a longer 

timeframe. But it is clear that being productive 

Table 4.11: Recent terror attacks globally

Lindt Café Siege, Sydney Parliament Attack, Ottawa

Charlie Hebdo Shooting, Paris Boston Marathon Bombing, Boston 

and prosperous would be difficult in an 

environment characterised by pervasive fear of 

violence and persecution.

So far Australia has done well in terms of 

managing its social cohesion and cultural 

diversity. Except for a brief period in the 1990s, 

anti-minority and anti-immigrant parties have 

failed have gain traction in the political discourse. 

Quality of life is consistently ranked amongst the 

world’s best. These are major national strengths 

that should be reinforced and emphasised. 

However, as seen in the early part of this report, 

this is also an area that has not always gotten 

appropriate policy attention.

The task of building comparative advantage from 

cultural diversity requires minimisation of cultural 

dysfunction. It is a hard task, given human history 

of dealing with difference, but if any nation can 

ensure this is indeed a strength it is Australia and 

hence a priority issue, somewhat neglected in 

policy commitment, at least in recent times.

Ways forward include appropriate recognition and 

representation of ‘non-mainstream’ communities 

on councils and boards of non-profits, 

governments and business. This is important not 

just for improved sense of community belonging, 

and reduced tension, but also for improved access 

to services, improved business networking, and 

for enhancing international research collaboration 

and public diplomacy in the region. The SAF 



126

project on Asia literacy has well-developed 

conclusions on these issues and related discussion 

is also to be found above in this present report 

relation to the rise of Asia.

In the stakeholder surveys completed for this 

project, views on the strength of the contributions 

of social inclusion and Australian culture to 

national wellbeing were mixed (Table 4.12). 

This supports the conclusion that more work is 

needed in these areas to ensure they do serve as 

national strengths.

Insights and conclusions

• Economic equity and social cohesion are 

important for long-term prosperity and 

wellbeing.

• Tax transfer policies and investment in high-

skills education is a core mechanism for 

alleviating long term inequality.

• Cultural cohesion and social inclusion for 

diverse communities are important in order  

to foster ongoing social harmony.

4.4 Ensuring sustainability
As Australia seeks to uncover new areas of 

growth, compatibility with environmental 

sustainability must also be considered. 

Environmental performance and sustainability 

are issues of great importance to the nation, 

and they centre on the legacy that the current 

generation will leave for posterity. The ability 

to achieve high levels of prosperity while also 

maintaining environmental sustainability is 

considered therefore as a critical criteria for 

pursuit of the nation’s comparative advantage. 

Table 4.12: Stakeholder views on social inclusion and culture (%)

‘Social inclusion operates well’ Strongly agree Agree Neutral Disagree Strongly disagree

Public servants (IPAA) 8 34 29 27 2

Business (CEDA) 3 36 27 28 6

‘Australian culture contributes strongly’ Strongly agree Agree Neutral Disagree Strongly disagree

Public servants (IPAA) 3 12 23 48 14

Business (CEDA) 9 51 27 11 2

Source: ACA’s Stakeholders Surveys Reports for IPAA and CEDA 2014.

A key issue in environmental sustainability, 

particularly for an urban country like Australia, 

arises from the impact of rising population and 

urbanisation on environmental outcomes. This 

and other issues are also likely to be covered in 

a detailed ACOLA report on sustainable urban 

mobility that had commenced shortly before the 

finalisation of this report.

This section evaluates Australia’s environmental 

performance over the past two decades, which 

coincide with a period of uninterrupted growth 

and unprecedented prosperity. As such, it can 

provide invaluable lessons for the future. The 

role of population and economic growth on the 

environment—and the extent to which negative 

effects can be mitigated through technological 

change and policy intervention—is important in 

light of Australia’s expected growth patterns. 

At its core, the debate revolves around whether 

continued economic development irretrievably 

and inevitably degrades the environment to an 

unacceptable level due to a fixed set of constraints, 

or if technological progress and demand-side 

pressures through public policy can help to 

mitigate or even alleviate environmental damage, 

leading to so-called ‘sustainable development’.

According to the research conducted for 

this project by Rand Corporation, the overall 

environmental response to GDP growth is 

determined by a balance between the scale 

effect on one hand, and a combination of 

technology and composition effects on the other. 

As an economy grows, the ‘scale effects’ of rising 

income drives up demand for natural resources, 

and with it the pollution associated with 

economic activity. 
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‘Technology effects’ imply a shift towards 

better technologies as growth increases, often 

in response to public demands for better 

environmental and/health outcomes. 

‘Composition effects’ reflects a nation’s economic 

profile; as an economy grows, it transitions 

towards more service-oriented sectors, which by 

definition have a smaller environmental footprint. 

The scale effect implies that emissions (or other 

relevant environmental activity) will increase 

in response to increased growth and therefore 

have an adverse environmental impact. The 

technology and composition effects are expected 

to mitigate these by improving environmental 

outcomes in response to GDP growth. Finally, 

where technology effects do not occur or 

compositional transitions are slow, deliberate and 

properly designed policy intervention can also 

have a positive impact. 

A theoretical construct called the ‘Environmental 

Kuznets Curve’ (EKC) explains this as a dynamic 

process. According to this theory, as an economy 

initially develops, the scale effect dominates, 

but subsequent growth causes the technology 

and composition effects to dominate. Therefore, 

environmental sustainability first deteriorates with 

increased growth, but eventually starts improving. 

Figure 4.15 illustrates these competing effects. 

It compares GDP to a range of aggregate 

environmental indicators, including overall 

greenhouse gasses (GFG, shown as emissions), 

population, water use, net energy use, and waste. 

All variables except for water consumption have 

increased in the decade from 2002 till 2011. 

Waste is the only environmental variable that has 

increased more than GDP, and it is one closely 

linked to population increase. 

The upward trajectory of most of the 

environmental variables shows that the scale 

effects of growth are dominating, though this is 

mitigated by the technological and composition 

effects (since intensity per unit of GDP is rising, 

but still lower than GDP). Therefore, it can be said 

that the harmful environmental effects of growth 

are partially, not completely mitigated. 

This result has important policy implications. 

The composition effect is likely to continue in 

the short to medium run, but its effect will be 

limited in the long run by a natural cap on the 

proportion of the economy dedicated to services. 

Therefore, mitigation of the scale effects will 

have to come through public perceptions and 

technology changes. The heavy reliance of the 

economy on the mining sector (as shown in the 

previous chapter) and on carbon-based fuels 

means that such transition would need to be 

incentivised by effective policy action. 
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Figure 4.15: GDP, population and selected physical indicators of environmental pressure, 
2002–03 to 2010–11 (Index)

Note: Index: 2002–03 = 1. 
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Overall, the analysis for this report focused 

on three components of environmental 

performance:

• Greenhouse gas emissions 

• Resource use (including biodiversity)

• Ecosystem vitality

It found limited support for the EKC hypothesis, 

both globally and within Australia. Moreover, 

analysis of each component part was influenced 

by its unique characteristic. These are briefly 

reviewed here below.

4.4.1 Greenhouse gas (GHG) 
emissions

Two main categories of GHG are carbon dioxide 

(CO2), which is associated with global warming, 

and Criteria Air Pollutants, which are indicators of 

air quality and impact upon human health.

Figure 4.16 compares results for CO2 for Australia 

and a group of 15 Eurozone countries. It shows 

an overall negative performance with regards to 

carbon dioxide. Total carbon emissions fell more 

than 10% in a group of 15 Eurozone countries 

between 1990 and 2010, while they actually 

increased by more than 40% in Australia. This 

increase is accounted for both by increases in per 

capita GDP and population, though the former 

has a greater proportional impact. Some of the 

growth in emissions has been offset by reduced 

carbon intensity (CO2/GDP), which captures 

technological efficiency and a change in the 

energy mix. 

It is also noted that within Australia, total 

emissions stayed stable from 2008 onwards, 

and even declined slightly in 2013 and 2014. 

The steady or declining emissions trends are 

broadly consistent with the timing of the carbon 

pricing regime that was introduced as part of 

the Clean Energy Future initiative, and appear 

to show that a decoupling of CO2 emissions and 

economic growth may be possible in the short 

run. However, this is only an observed correlation 

and a more systematic analysis would be needed 

to establish a definitive causation.

With regards to air pollutants, these are generally 

by-products of fossil fuel combustion, motor 

vehicle emissions, and other industrial processes. 

The Rand analysis used five different measures for 

air pollution. Of these total emissions for carbon 

monoxide (CO) and volatile organic compounds 

(VOC) decreased, but those for sulphur oxides 

(SOX) and nitrogen oxides (NOX) have increased. 

The fifth of these, particular matter of a particular 

type, has shown a marked increase since 2009, 

largely driven by higher emissions intensity.

The reductions in CO and VOC may be 

attributable to national implementation of vehicle 

emissions and fuel quality standards for new 

vehicles. This notwithstanding, a comparative 

performance against OECD results again shows 

that Australian performance falls below global 

standards. In each of the first four pollutants, 

Australian income growth (scale effects) had 

a higher impact on emissions than in OECD. 
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Figure 4.16: Decomposition of Australian and OECD carbon dioxide emissions, 1990–2012

Australian data sources: Australian Greenhouse Emissions Information System (ADE 2014); Australian Bureau of Statistics (ABS 2014). 
OECD data sources: StatExtracts, Organisation for Economic Cooperation and Development (OECD 2014).

Source: Rand Corporation 2015.
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Emission intensity (attributable to technology) 

has a lower mitigating effect in Australia than in 

the OECD for both sulphur and nitrogen oxides 

(both of which have increased in Australia). 

4.4.2 Resource use

Efficient use of resources, both in terms of 

water and biodiversity, are very important for 

Australia. With the exception of Antarctica, 

Australia is the driest continent on earth, and 

the use of freshwater resources is important 

for maintaining its comparative advantage, 

particularly in agriculture. Irrigated agriculture 

accounts for between 50–65% of Australia’s 

water consumption, and just under 30% of the 

overall value of Australian agriculture. Of the total 

irrigation-based water use, approximately half 

is used in the Murray-Darling Basin (MDB) in the 

southeast. 

A decomposition of the water use for irrigated 

agriculture in Australia showed that overall 

Australian agriculture has become more efficient 

in its water use, with both greater output values 

per acre of irrigated land and less water intensity 

per dollar of production (Figure 4.17). This 

reinforces the results of the analysis of Australian 

agriculture done by ACIL Allen Consulting (in 

Chapter 3). 

As with irrigated water, the performance of 

urban water over the past two years has also 

been encouraging. The past two decades have 

led to both technological and policy responses 
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Figure 4.17: Decomposition of water use in agriculture

Data sources: Australian Bureau of Statistics, Water Use on Australian Farms (cat. no. 4618) and Gross Value of Irrigated Agricultural 
Production (cat. no. 4610), various years.

Source: Rand Corporation 2015.
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with respect to urban water. The Australian 

drought from the late 1990s till 2010 spurred a 

considerable amount of investment in developing 

substitutes for surface water via desalination 

plants. In particular, ongoing or completed 

projects in Adelaide, Melbourne, and Perth could, 

at full capacity, supply between 40–50% of urban 

water needs in each of these cities.

Overall, therefore, these results show that water 

resources have been managed well in Australia. 

This is due to technological and efficiency 

improvements, both directly and also indirectly 

through government policies. The lessons of this 

can be studied and applied to other areas as well.

The Australian biodiversity is an irreplaceable 

resource and part of the national heritage. As 

shown in Figure 4.18, since 1990 the percentage 

of protected areas, both terrestrial and marine, 

has increased substantially. This followed the 

1992 signing of the Rio Earth Summit, when 

Australia ratified and signed the Convention on 

Biological Diversity, and established a national 

strategy for biodiversity conservation and system 

of protected areas. Spending of protected areas 

further increased substantially after 1998. 

The positive assessment notwithstanding, the 

evidence on actual outcomes with respect to 

biodiversity protection are inconclusive and highly 

contested. This is partly because data quality is 

inconsistent and incomplete, and measurable 

metrics are difficult to measure and construct. 

According to evidence cited in the Rand report, 
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while protected areas have increased, subject 

matter experts tend to take a generally pessimistic 

view of both the state and trend of these genetic 

resources, the degradation of which may be 

irreversible. Severe data gaps remain which 

pre-empt our ability to measure the biodiversity 

dimensions of the status quo, and thus the 

overall trend in the stock of natural capital.

4.4.3 Ecosystem health

While the previous discussion has focused on 

individual air or water quality indicators, this 

section considers the aggregate indicators of 

ecosystem health or non-emissions measures of 

environmental quality. 

Figure 4.19 presents overall Environmental 

Performance Index (EPI) and major subcategory 

indices (environmental public health and 

ecosystem vitality) for Australia for the period 

2002–12. The overall EPI score increased by 2.3% 

over this period, but the ecosystem vitality score 

showed a marked improvement. 

The Rand results show that Australia’s overall 

environmental performance has increased in the 

decade since 2002. However, this constitutes an 

incomplete and imperfect picture of the overall 

state of the environment across Australia. These 

results must also be qualified in context of the 

earlier benchmarking analysis, which showed that 

Australia ranked low in particular environmental 

measures on global indices. Therefore, even 

though Australia’s individual performance has 

increased, it is still well below global standards.
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Figure 4.18: Trends in protected areas, Australia, 1990–2012

Note: Terrestrial protected areas are measured as a proportion of the abundance of all terrestrial areas in Australia (national weight) or 
globally (global weight). Marine protected areas are measured as a proportion of Australia’s exclusive economic zone.

Data source: Environmental Performance Index 2015.

Source: Rand Corporation 2015.
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Source: Rand Corporation 2015.
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4.4.4 Conclusion 

From a long-term strategic perspective, these 

environmental performance results raise 

important issues for Australia. The ACA project 

does not purport to solve the problems or give 

all answers, but merely to affirm and inform 

the issues here. It takes the view that without 

a proper consideration of these questions, 

Australia’s ability to secure its long-term future 

will be compromised.

An overview of the standing of environmental 

and growth linkage for Australia at present 

is indicated in Table 4.13. This shows those 

environmental indicators that have deteriorated 

with growth, been unrelated to growth or have 

improved with growth. The term ‘decoupling’ is 

often used to indicate such linkage to economic 

growth where:

• ‘absolute decoupling’ means a declining 

environmental impact as growth proceeds

• ‘weak decoupling’ means a diminishing 

environmental intensity as growth proceeds.

It is in this area of environmental performance 

that the stakeholders surveyed for this project 

are particularly pessimistic. When asked to agree 

or disagree with the statement that ecological 

sustainability is being adequately addressed, their 

answers were as tallied in Table 4.14.

Table 4.13: Summary of environmental 
impacts of growth in Australia

Environmental impacts of growth

Environmental improvement
• Carbon monoxide (CO)
• Volatile organic compounds (VOC)
• Applied nutrients (water pollution)

Mixed Outcomes
• Carbon dioxide (CO2)
• Particulate matter 2.5 (PM2.5)
• Water used in agriculture

Environmental deterioration
• Particulate matter 10 (PM10)
• Waste
• Nitrogen oxides (NOX)
• Sulphur oxides (SOX)

Inconclusive impact
• Protected areas/biodiversity

Source: Adapted from Rand Corporation 2015.

Business response was somewhat more 

optimistic that for public servants, but in both 

cases many more disagreed than agreed that 

there was adequacy in address of these matters. 

Plainly, attention to environmental performance 

remains a perceived weakness in securing 

Australia’s future.

Table 4.14: Stakeholder views on adequate address of ecological sustainability (%)

Stakeholder Strongly agree Agree Neutral Disagree Strongly disagree

Public servants (IPAA) 2 16 20 42 20

Business (CEDA) 3 28 22 33 14

Source: Kumar 2014.
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4.5 Conclusion
This chapter articulates the core strategic 

imperatives for Australia as it positions itself for 

the challenges of the 21st century. Identification 

of these imperatives is based on a multi-

dimensional body of evidence compiled as part 

of this project. Consistent with the definition of 

comparative advantage articulated at the start 

of this report, the policy areas identified in this 

chapter seek to underpin pursuit of opportunities 

and a level playing field for all and any sectors 

of the economy. This report takes the view it is 

helpful to this first of most foundational national 

characteristics for comparative advantage.

As was argued in the previous chapter, even the 

sectors that have been traditional sources of 

strength and prosperity are facing constraints 

that transcend narrow disciplinary or sectoral 

boundaries. High growth potential will not 

be fully realised until these core problems are 

addressed.

4.6 Findings
Ten particular areas of importance have been 

identified in this chapter:

• The first deals with institutions, which set the 

rules of engagement and affect the incentives 

facing society and economy. Institutions 

are of many kinds, though the ones looked 

at in this chapter govern how powers and 

responsibilities are shared between the 

various levels of government (federalism), 

how knowledge creation is regulated and 

rewarded (intellectual property), how 

businesses compete in a modern capitalist 

society (competition policy) and how culture 

underpins understandings in society (cultural 

policy). While each of these have been real 

sources of strength in the past, they are at 

times failing to adapt to a changing strategic 

environment, and must be realigned to 21st 

century imperatives if they are to keep serving 

the national interest best. 

• Amidst a spreading rhetoric of increasing 

innovation inadequate attention appears to 

be paid to national capacity for utilisation of 

that innovation. As things currently stand, 

this capacity is too limited. The shared 

understanding of innovation appears to be 

one focused on increased R&D. However, 

if Australia is to remain a competitive and 

prosperous nation in the 21st century, it 

must adopt a broad definition of innovation, 

one which encompasses both non-scientific 

innovations, as well as commercialisation of 

new research.

• A nation is defined by its people, and a 

nation’s productive capacity is defined in 

the skills capability of its people. Australia 

has a work force whose skills capability is 

substantially respected. In order to remain 

so, it must be able to operate and add value 

in an environment characterised by high 

levels of global integration of trade and 

fragmentation of production. The rise of Asia 

and the economic power of its middle class 

create new challenges and opportunities. 

These challenges and opportunities require 

a multi-dimensional skills capability, where 

a strong STEM capability is complemented 

by capability in both management and 

humanities and social sciences. Immigration, 

the driver of major skills acquisition in the 

past, must be tapped as a mechanism for 

filling skills gaps over the short term, but 

even more for future development as well. 

However, immigration reform appears as a key 

priority for the future too.

• Industries are part of a bigger socio-cultural 

and environmental ecosystem. While 

both must be made resilient to changing 

circumstances, our collective national 

response to these circumstances should also 

avoid causing irreversible damage to the 

society and environment. Our quality of life 

and environment are great legacies we have 

inherited from past generations, and should 

take care that our collective stewardship of 

these delivers similar benefits for those who 

come after us. 
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• A cohesive and peaceful society—based 

on the principles of fairness, freedom, and 

opportunities for advancement—is the 

very basis of a functioning and productive 

society. It is self-evident that a society with 

endemic inequality or the fear of violence 

and persecution is unlikely to foster creativity, 

productivity, or dynamism. Australia has long 

enjoyed one of the higher standards of life 

in the world, and this has been based on 

social cohesion, rule of law, and a culture of 

‘fair go’. The social contract that underlies 

Australia’s social strength faces two important 

emerging challenges. The first arises from an 

incidence of growing inequality around the 

world, which has causes much political and 

cultural impact around the world. Australia 

has done well in addressing this metric, but 

it has experienced increasing inequality over 

the last two decades. Secondly, the security 

challenges arising after the 9/11 attacks have 

greatly threatened and undermined the core 

tenets of liberal democracies, i.e. privacy 

and disagreement. Both of these need to be 

monitored and proactively addressed.

• Empirical analysis done for this report has 

shown a pattern of deterioration in several key 

environmental variables, which is only partially 

offset by adoption of better technologies, 

government policies, and transition to service 

industries. More work needs to be done to 

address the environmental impacts of growth. 

Water management is an area of particularly 

strong and positive performance, and could offer 

valuable insights and policy lessons that could 

be emulated across other indicators as well. 

• Effective action across all these ‘bedrock’ 

areas would require effective and visionary 

leadership that articulates a vision based on a 

rigorous contestation of ideas, achieves public 

support by communicating the potential 

benefits of these to the public, and takes 

adequate account of public feedback and 

priorities. 

• Comprehensive microeconomic reforms of 

the 1980s have been credited with delivering 

lasting income and employment growth for 

Australia. However, previous reforms were 

incomplete, and changing circumstances 

and imperatives create new opportunities 

for growth through additional reforms, 

particularly in the areas of global trading 

agreements, competition policies, workplace 

relations, and taxation. Empirical modelling 

done for the ACA project show substantial 

growth benefits of such reforms.

• Immigration has been a major source of skills 

enhancement for Australia and, with around 

25% of its current population being overseas-

born, is also a defining feature of Australian 

development. Australia is widely viewed 

as more successful than most countries in 

how it has operated its migration entry and 

settlement arrangements. As such, well-

managed immigration should be an ongoing 

source of comparative advantage for the 

nation, and should be reviewed in order to 

ensure continuing optimal performance.

• Historical investments in infrastructure made 

Australia one of the most urban countries, and 

delivered one of the highest living standards 

in the world. However, as things currently 

stand, Australia ranks as a ‘middle performer’ 

amongst a cohort of advanced nations. Given 

a projected 40% increase in population over 

the next 20 years, a failure to upgrade and 

invest in new infrastructure could seriously 

undermine long-term national comparative 

advantage.



Policy directions 
and options

Introduction
The report on ACA has focused on a large body of evidence 

collected for this project, and has identified fundamental priorities 

for Australia’s long-term wellbeing. 

This chapter focuses on what it really means in a practical sense. 

None of the ideas and priorities articulated in this report can 

come to pass without bold and far-sighted political leadership. 

But leadership also involves: 

• developing strong policies that are based on rigorous evidence 

and stakeholder perspectives, and ensuring mechanisms that 

can actually deliver results

• having a ‘finger on the pulse’ to know what the public will 

accept (or not), and where governments should seek to 

influence opinion

• demonstrating the potential benefits of the proposed changes, 

for without these getting public acceptance would be difficult

• working with others to obtain cooperation and understanding 

in managing change.
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This chapter considers all four elements. 

Specifically, it looks at the importance of world-

respected think tanks as forums from bringing 

together and synthesising expert knowledge 

on complex issues and problems. It also reviews 

the performance of public-private partnerships 

generally, which Australia pioneered, as a means 

for implementing policy solutions. 

Australia is found to be quite weak in the area 

of rigorous contestation of policy ideas, which 

creates a risk that policies and paradigms can 

be ‘imported’ from overseas without a due 

consideration of their need or appropriateness 

in the Australian context. It can also mean 

that policies can be formed without a clear 

articulation of the fundamental problem itself. 

This needs redress.

Partnerships though have been a real strength 

for Australia, and this yields important lessons 

for many problem areas such as environmental 

sustainability, rising inequality, and multi-

dimensional skills development. 

The chapter also reviews research done for the 

ACA project that shows public attitudes towards 

various reform and spending proposals. The 

public will approve of many of the changes. 

Where it does not, there is scope for political 

leadership since on these matters there is a latent 

aspiration for good policy and acceptance of the 

need for change.

Finally, detailed econometric modelling 

conducted for this project (see Box 5.1) has 

shown that many policy ideas developed in this 

report can actually yield long-term economic 
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benefit for the country (next three decades or 

so). Moreover, many of the traditional reforms 

have focused on increasing competition. These 

can be further enhanced, but their benefits are 

insufficient and tapering off. What is needed now 

are more fundamental institutional reforms that 

build long-term capability. These investment-

boosting reforms can yield far greater results 

over longer periods. But ideally the two types of 

reforms should be implemented together for the 

greatest benefit and the demonstration of their 

benefit can be part of the leadership dialogue 

that is needed.

5.1 Pay-offs for institutional 
reforms and investment in 
the future
Change is difficult for government but change 

becomes easier to implement if the benefits can 

be shown not only for the Australian economy 

but also for the prospects and living standards 

of its people. And change that strengthens 

Australia’s comparative advantage doesn’t have 

to be limited to narrow, sectoral improvements 

for areas deemed to be of economic importance. 

Modelling undertaken for the Australia’s 

Comparative Advantage project by Independent 

Economics shows that broad policy change and 

reform have benefits across the economy over 

the next decades (Box 5.1).

Box 5.1: Economic modelling approach 

The scenarios are simulated using the Independent Macro-econometric model. It is the latest in a series of models 
developed since 1988 (Murphy, 1988; Powell and Murphy, 1997) and used for policy analysis and forecasting. The 
current model was constructed as a complete re-build to factor in recent developments in macro modelling and 
the Australian economy. Recent uses of the macro model include scenario analysis for the Parliamentary Budget 
Office (Independent Economics, 2014) and the Migration Council Australia (MCA, 2015). 

While traditional macro-econometric models are more concerned with cyclical fluctuations in economic activity, 
this Independent model is focused on the longer term and provides an avenue for incorporating growth drivers. In 
2014 the Independent macro-econometric model was further developed to incorporate semi-endogenous growth. 
This follows similar work with the Quest III model at the European Commission (Varga & Veld, 2011). 

Some main relevant elements of this new part of the model structure include a demographic model, an education 
attainment model, occupation detail, a migration model, a treatment of the role of Government infrastructure in 
production, and a representation of the role of research and development in using highly-skilled labour to develop 
innovations that raise productivity.

Source: Independent Economics 2015.

5.1.1 Institutional reforms 

A first scenario is adopted in the modelling 

analysis conducted for the project, which 

anticipates the broad, institutional policy change 

aimed at improving political, legal and market 

settings discussed in Chapter 4.

The specific policies that could be modelled 

reasonably here were:

• implementing the Henry Tax Review 

recommendation to cut the company tax rate 

from 30% to an internationally-competitive 25%

• implementing the Harper Competition Review 

policy of opening up industries such as 

pharmacy and taxis to competition

• the benefits of free trade agreements

• reform of federalism

• labour market flexibility, anticipating 

recommendations of the Productivity 

Commission Review of the Fair Work Act 

(easing but not abolishing the unfair dismissal 

laws and making the role of the Fair Work 

Commission less prescriptive).

All of these are subject to recent or current or 

prospective review and have associated guidance 

on their nature and possible effects. The 

modelling shows the economy and consumption 

would grow and there would be an improvement 

in employment rates and real after tax wages if 

these institutional changes were implemented 

rather than no change being made.
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The assumptions used in the modelling are 

conservative. They show improvements in both 

productivity and employment. Cutting company 

tax would encourage investment in capital stock. 

Reforms to federalism and competition policy 

would mean labour is used more effectively. 

Workplace reform would reduce the sustainable 

unemployment rate and lift productivity by 

allowing more flexible work practices and free 

trade agreements raise prices for agricultural 

exports with the income boost allowing a higher 

level of consumption for any given level of GDP.

For example the modelling shows it is possible 

that the productivity gains from implementing the 

Harper Review recommendations in full could add 

2.5% to productivity and the changes to workplace 

laws could reduce the unemployment rate by 1%.

The gains from the Institutional Reform Scenario 

are largely realised by 2030 because the reforms 

focus on allocating resources more efficiently so 

once that efficient allocation has been achieved, 

the benefits persist but do not expand further 

(Table 5.1).

5.1.2 Boosting investment in 
capability 

The second scenario modelled anticipates further 

Government investment. 

This includes:

• a 10% sustained lift in general government 

sector spending on infrastructure

Pay-off outcome 2030 2050

Total population 0.0% 0.0%

University educated population 0.0% 0.0%

Employment 1.5% 1.1%

Consumption 11.3% 11.1%

GDP 8.6% 9.2%

Consumption per capita (living standards) 11.3% 11.1%

GDP per capita 8.6% 9.2%

Personal income tax (% point difference) –4.9% –4.2%

Real after tax wage 9.1% 9.9%

Source: Independent Economics 2015.

Table 5.1: Institutional reform pay-off (% deviation from baseline)

• reforms to encourage higher participation in 

the labour force by females and older workers

• comprehensive innovation policy reform 

using OECD best-practice strategies 

• a lift in government funding of vocational 

education and training from 0.5% of GDP to 

0.6% and an increase in university funding 

from 1.5% of GDP to 2.0%

• net annual overseas migration is held 

constant at 0.9% implying a rise to 400,000 by 

2054–55.

In most of the measures modelling, the 

investment changes would mean a bigger 

difference over the baseline of no change than 

the competition changes. 

The policies are growth oriented and unlike 

the Institutional Reform scenario, the benefits 

continue grow over time. 

These policies also improve productivity and 

employment. Better infrastructure boosts 

business productivity while higher innovation 

activity makes an ongoing contribution to 

productivity growth. Lifting participation rates 

for females and older workers directly adds to 

employment as does additional investment in 

tertiary education. A higher migration rate also 

adds to employment per capita because a high 

proportion of migrants fall in the prime working 

age groups.
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The modelling estimates lifting labour force 

participation could add 2% to the participation 

rate while innovation policy reform could add 

0.25% to annual economic growth (Table 5.2). 

Both scenarios on their own bring major 

economic benefits over the baseline of no 

change to current policy.

Under the scenarios modelled, both could 

potentially see annual consumption per head 

rise over the next 15 and 35 years however the 

investment only scenario shows greater benefits 

in the long-term out to 2050 than changes to 

institutional policy (Figure 5.1; Box 5.2).

5.1.3 Stronger together

Governments do not have to pick from one policy 

path or the other. It is not a choice between 

increasing investment or making changes that 

Pay-off outcome 2030 2050

Total population 1.8% 9.0%

University educated population 13.2% 33.8%

Employment 8.4% 19.2%

Consumption 12.1% 27.3%

GDP 10.0% 24.8%

Consumption per capita (living standards) 10.1% 16.9%

GDP per capita 8.1% 14.5%

Personal income tax (% point difference) –7.3% –13.7%

Real after tax wage 4.6% 12.8%

Source: Independent Economics 2015.

Table 5.2: Capability investment pay-off (% deviation from baseline)

improve institutions. The modelling underlines 

that by showing that the biggest economic 

benefits and benefits for Australia’s comparative 

advantage come when both scenarios modelled 

are implemented. 

Reforms across all ten areas specified to illustrate 

the consequences from policy change, chosen 

on the basis of widespread public discussion and 

review, provide bigger dividends than reforms 

in five areas alone (in either the institutional 

or investment scenarios). In both the outlook 

to 2030 and to 2050 the growth in annual 

consumption, and hence living standards, 

estimated in the modelling is considerably 

stronger under a combined scenario.

The size of the economy and consumption per 

head of population both are forecast to improve 

under the combined scenario with an effect on 
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GDP per capita which rises to an almost 10% 

change from the baseline in the early years 

under the simulation provided by the modelling. 

Consumption per capita takes a little longer to 

improve but also improves well over the baseline. 

Both GDP and consumption per capita show 

gains to be around 25% to 30% stronger over the 

long-term than if no policy change was made.

The modelling provides simulations that show 

employment could be stronger and labour 

productivity higher if the changes happen, and 

living standards improve markedly (Figure 5.2).

In relation to industry sectors, the reforms benefit 

some industries more than others. In the Baseline 

Scenario, without reform, all broad sectors 

Box 5.2: Innovation

The modelling proposes a broad enhancement of innovation policy in order to lift Australia’s performance to OECD 
best practice standards.

Australian investment in research and development is well below the OECD standard (OECD 2007). Countries 
with relatively high levels of research and development include Sweden, Japan, Switzerland, the US, Germany and 
Singapore. In those countries R&D investment ranges between 2 and 4 per cent of GDP where in Australia the 
investment is consistently under 1.5% of GDP.

In 2010 the OECD identified key elements of an innovation strategy. These include:

• excellence in higher education

• strong links between universities and industry

• international mobility and cooperation for researchers

• excellence in public research

• ease of market entry and exit for small firms

• access to finance by small and medium enterprises

• well-functioning venture capital markets

• more symmetric tax treatment of profits and losses

• R&D tax credits

• the availability of high speed broadband internet

• patent regimes that strike an appropriate balance between providing incentive and rewards to innovators and 
providing access to new knowledge for users.

If Australia can emulate such key factors to move closer to best practise by OECD standards, the modelling 
conducted for the ACA project indicates that major benefits ensue. How well Australia ranks by these criteria is an 
exercise that can better guide policy and is worth pursuit. Of course, due allowance for effective implementation 
is required eg R&D tax credits need to facilitate more than reclassification of projects to gain fiscal advantage, and 
consideration of demand-side tools such as SBIR type programs should complement supply approaches.

Sources: OECD 2013, Science, Technology and Industry Scoreboard, Paris; OECD 2015, Innovation Strategy 2015, Paris.
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growth at average, annual rates of around 3% to 

2030. Figure 5.3 shows how the gains in real GDP 

from the combined Institutional and Investment 

Reform scenarios vary by industry by 2030. Again, 

the point of comparison is the gain in total GDP 

in that year of 17.2%.

The biggest winner from comprehensive reform 

is manufacturing. This is because of the high 

rate of investment required to support a higher 

rate of economic growth. This lifts demand for 

manufactured investment goods. Agriculture is 

also a bigger winner, as it is boosted by free trade 

agreements (FTAs). The gain for mining is positive 

but relatively subdued because such activity of 

course depends heavily on the availability of 

mineral resources, and that does not change 

here. The gain in Government Services is also 

relatively modest, reflecting the modelling 

assumption that government spending is 

unaffected by gains in GDP per capita. Further, 

the gain in Housing Services is also relatively 

modest, because it takes time for the housing 

stock to expand in line with higher real incomes.

Building better foundations for competitive 

advantage ‘floats all boats’, though some 

industries benefit more than others. Naturally, 

this simulation for the project is looking at the 

effect of foundation policies alone. Further, 

industry-specific fine tuning, as well as wider 

developments, will have their own distinctive 

effects.

In the shorter term, out to 2030, employment 

is potentially stronger using both approaches 

together than under either the institutional or 

investment scenarios. The modelling shows 

consumption nearly doubling as does GDP and 

real after tax wages are predicted to be higher 

than in either of the individual scenarios.

Importantly, there is a gain in real after-tax wages 

for low, middle and high skill employees under 

all of the scenarios. Under the combined scenario 

the average real after-tax wage rise is 21.5% by 

2050 while the gain for low skill employees is 

38.1% (Table 5.3).

5.1.4 Conclusion

The modelling shows that broad based changes 

to both institutional reform and increases in 

investment for the future could have sustained 

benefits for the broad economy and society in 

the shorter and longer term. They could stimulate 

the private sector and underpin all of the industry 

sectors that are crucial to Australia’s future.

Society would benefit too through higher levels 

of employment and education shown in the 

policy paths that were modelled, with a much-

enhanced standard of living with a higher after 

tax wage. Fiscal consolidation would also be 

feasible and facilitated. 

And the report suggests that it may be easier 

to achieve reform if it is pursued across the 

board, covering most if not all of the key areas 

examined in the scenarios. Others may also be 

possible, but the included policy change covers a 

representative set of the reform areas under most 

discussion. A comprehensive package of reforms 

across both institutional change and investing for 
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Pay-off outcome 2030 2050

Total population 1.8% 9.0%

University education population 13.2% 33.8%

Employment 10.1% 20.5%

Consumption 24.1% 40.0%

GDP 19.3% 35.6%

Consumption per capita (living standards) 22.0% 28.5%

GDP per capita 17.2% 24.4%

Personal income tax (% point difference) –11.7% –17.2%

Real after tax wage 13.1% 21.5%

Source: Independent Economics 2015.

Table 5.3 Combined scenario, broad economic effects (% deviation from baseline)

the future also allows for a coherent narrative for 

change and benefit. Also, because the benefits 

may appear more modest and the barriers large 

for one area of reform in isolation, while taken 

as a whole the areas where there are losers from 

change could be more than offset from the gains 

made in other areas. The nation as a whole gains 

from pursuit of comparative advantage through 

rebuilding the foundation of that advantage.

5.2 The peoples’ view

5.2.1 Public attitudes

Any public policy reform process needs several 

elements to be successful. One of those is for 

the public to be convinced that the reform is 

necessary and that the proposed prescription is 

the right one.

To reform public budgets, at any given point 

in time people will have their own views about 

what they believe Governments should be 

spending taxpayers money on. The same will 

apply to institutional reform.

To allow for this, ACOLA commissioned a public 

preferences study to survey attitudes to and 

perceptions of public expenditure and policy 

reform for this project. 750 people aged over 

18 were interviewed in February 2015 for the 

study. Box 5.3 provides a summary of survey 

methodology

There are some clear preferences indicated for 

how Governments should direct more or less 

spending, and also some strong indications 

of support for particular public policy reforms 

proposals. However some possible options 

for reform processes haven’t received fulsome 

support.

5.2.2 Where should the money go?

There was a clear view from respondents where 

they thought governments should spend more 

money and whether they themselves would be 

willing to pay extra tax if that were necessary. 

Existing average spending levels for the various 

areas of government outlay were provided to 

respondents.

Those areas indicated in the survey responses for 

priority are: 

• Health

• Schooling

• Transport and communications

• Tertiary education

• Social security for seniors

• Public order and safety

The areas were common across age groups and 

most educational levels (Table 5.4).

They are areas the respondents indicated they 

would allocate more of their tax dollars to as a 

proportion of their overall tax contribution, and 

areas where they think governments should 

spend at least a little more, if not a lot more.
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Box 5.3. SRC Public Preference Study—methodological explanation 

This report presents the findings and documents the methodological aspects of the ACA Public Preference Study 
conducted by the Social Research Centre on behalf of ACOLA. This study involved a dual frame (landline and 
mobile) Computer Aided Telephone Interviewing (CATI) survey of 750 Australian adult citizens. 

To ensure robust results and to correct for sample biases, the data was weighted to reflect the general Australian 
population with respect to gender, age and telephone status so that the results could be generalised as 
representing all Australians. ‘Invalid’ responses such as ‘Don’t know’ and ‘Refused’ have been excluded from the 
weighted base for analysis unless otherwise indicated. 

This report further contains significance testing to look for statistically significant differences between population 
sub-groups. All significance testing is conducted at the 95% confidence level. 

The subgroups identified in this report are categorised by: 

• age group

 - 15 to 34 years

 - 35 to 54 years

 - 55 years and older

• education level

 - ‘Up to Year 12’: primary or secondary (or equivalent) schooling only

 - ‘TAFE’: TAFE or other trade or technical qualification

 - ‘University’: University or CAE degree or diploma.

By age group

18–34 35–54 55+

Schooling

Health

Tertiary education

Transport and communications

Social security for seniors

Health

Schooling

Tertiary education

Transport and communications

Social security for seniors 

Public order and safety

Health

Schooling

Transport and communications

Public order and safety

Tertiary education

Social security for seniors

Housing, water and the 
environment

By educational group

Up to Year 12 TAFE/trade/technical University

Health

Schooling

Transport and communications

Social security for seniors

Tertiary education

Public order and safety

Other social security and welfare

Housing, water and the 
environment

Support of industry sectors

Health

Schooling

Tertiary education

Social security for seniors

Transport and communications

Public order and safety

Support of industry sectors

Health

Schooling

Transport and communications

Tertiary education

Social security for seniors

Source: The Social Research Centre 2015.

Table 5.4: Views on areas of Government spending by age and educational groups 
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There was much less support for increased 

spending on general public services, recreation 

and culture, defence and other social security and 

welfare although opinion is less clear cut when 

people were asked to say how much more or less 

should be spent on each area (Figure 5.4).

While the survey shows individual preferences 

for spending more or less in a particular area, 

the nominated allocations of a respondent’s tax 

dollars typically only represented a small change 

or were relatively consistent with the current 

allocations of government expenditure. Yet such 

changes can add up.

In terms of pursuit of comparative advantage 

it is clear that there is some support for key 

foundations such as schooling, tertiary education 

Figure 5.4: Nominated change by area of expenditure (%)

Source: The Social Research Centre 2015.
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and infrastructure. The public is more suspicious 

of some individual welfare outlays and spending 

on defence and general public services, as well as 

recreation and culture.

Paying the price

The changes the respondents would like to see 

would cost an average of $1009 extra in tax per 

person each year. Across all adult Australians this 

does represent an annual $19.6 billion.

And a majority of respondents were willing to 

pay. More than half were willing to pay a little bit 

more tax a year and one in five was willing to pay 

whatever was required to achieve the levels of 

support they preferred (Table 5.5).

Table 5.5: Willingness to pay more, by demographics (%)

Response
Age group Education

18–34 35–54 55+ Up to Y12 TAFE University

Be willing to pay whatever was required 24 22 17 17 17 24

Be willing to pay a little more 53 55 61 53 54 59

NOT be willing to pay more 23 23 23 29 29 17

Source: The Social Research Centre 2015.
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5.2.3 The reform challenge

Policy change

There also seems to be willingness to support 

possible policy changes that represented 

investing in the nation’s future.

Seven possible such changes were put to the 

respondents and there was more than 80% total 

support (combining those who strongly support 

and those who ‘somewhat support’) for six of 

them. The seventh, lifting net overseas migration 

with a greater focus on skilled migration, had a 

slim majority supporting it with more than a third 

opposing (Figure 5.5).

Spending on some current consumption areas 

would also be supported as was reported above, 

but the focus in the policies examined here 

was on public investment options rather than 

consumption and transfers. 

There are significant differences in the strength 

of support between the different age groups 

and the different education levels for several of 

the policy proposals examined including lifting 

overseas migration, pursuing better childcare 

support and the targeted labour force reforms.

The respondents who strongly supported reforms 

were asked to rank which ones they considered 

the most important. Many more people chose 

the increases in funding for higher education 

and for infrastructure as important as those who 

chose the labour force reforms or increases in 

overseas migration. 

Institutional or structural reforms

The respondents were less enthusiastic about 

possible structural or revenue and competition 

reforms. Of five reform options put in the survey, 

only two received support from a majority of 

respondents. Two proposals, which included a lift 

in the GST, were opposed by a majority of those 

surveyed.

Interestingly labour market policy change and 

competition policy change were acceptable. Tax 

and tariff reform are regarded with less enthusiasm.

Nevertheless GST change for investing in the 

future was regarded more positively than for 

reducing the tax burden (Figure 5.6). This is 

pertinent to the political leadership issue to be 

discussed below. 

Again there were some variations between the 

different demographic groups. The biggest 

differences in the age groups were in support 

for the pro competition and the labour market 

flexibility reform proposals, and the latter also 

had the most significant differences between 

educational levels.

Figure 5.5: Support of possible policies (%)

Source: The Social Research Centre 2015.
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Other reforms might also have been examined. 

The report has focused on those most linked 

to economic outcomes and mentioned in the 

reform literature such as the IMF (2015). Selection 

was also guided by the availability of existing 

modelling estimates of the pay-offs to such 

reforms individually, as discussed in section 5.1, 

so that the public preferences could be checked 

against the possible outcomes for a package 

of such reforms as quantified in the modelling 

commissioned for the project. Future policy 

might wish to vary the precise content of any 

such package of policy change, but it was felt 

important to gauge opinion for a reasonably 

comprehensive sample of such policy and 

examine its corresponding potential impact, 

where sufficient evidence existed to allow this. 

5.2.4 Conclusion

Surveys of public opinion do not simply tell a 

government what it should be doing in order to 

win public support, they also point to gaps where 

the public has not yet been convinced a change 

is necessary. There are some clear messages from 

the survey of public perceptions about what 

people would like to see from public expenditure 

and that they would be willing to pay a little bit 

more to see those aims achieved. The hard work 

for governments though is in the way change 

is achieved either through policy change or a 

reform process.

Some of the findings of this survey indicate 

that respondents found some of the reforms 

presented difficult to understand and this 

may have affected their level of support or 

opposition. The results highlight the importance 

of communication and leadership in the public 

debate. But they also indicate that a future 

investment agenda will be more readily endorsed 

than most purely structural reform measures. 

Innovation, infrastructure and education resonate 

but tax changes and immigration policies are 

more fraught.

5.3 Leadership and 
partnership
There is a real need for political and policy 

leadership in Australia. This is a consistent 

result across various stakeholder surveys. The 

comprehensive research undertaken for this 

project has shown that such leadership secures 

long-term national wellbeing by persuading 

the public and key stakeholders as to the role of 

policies for national benefit. However, success 

depends both on identifying what the appropriate 

policies are, and on effectively implementing 

them. Accordingly, partnership is seen as a 

necessary complement to leadership, since it 

underpins understanding and co-operation, and 

both are further considered in this section.

Figure 5.6: Support of possible reforms (%)

Source: The Social Research Centre 2015.
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5.3.1 Leadership

Political and business leadership

This report has identified some reform directions 

that would help enhance Australia’s economic 

prosperity in the time ahead for the country. 

It has also acknowledged some major co-

conditions that should be recognised if Australia 

is to advance with fairness and with sustainability. 

The project has also established that there are 

differences in understanding about what might 

be needed in some areas, as with divergent 

perspectives on some issues highlighted 

in contrasting survey findings for business 

representatives and for public servants within 

Australia, or as between overseas executives and 

Australian based executives regarding Australian 

strengths and weaknesses in other areas. 

At the same time there is much common ground 

in perceptions for these groups that can be built 

upon, and there is much acceptance by the 

public in Australia of the need for change and for 

reform in order to build a better future. 

However a lesson of the previous major reform 

era in the latter decades of the previous century 

was that substantial discussion and sharing 

of perspectives substantially facilitated the 

process of reform then. Leaders across business, 

government, politics and the community all 

played a role in elucidating the nation’s situation 

and the options before us, so developing some 

constructive consensus or, at least, clarity 

(Withers & Gupta 2013).

In the surveys of opinion for this project 

there was some concern expressed that such 

constructive leadership had fallen away in recent 

years and needed refreshing. To a degree this 

can be a matter of personalities. It can also be a 

product of disengagement after a long period of 

relative success. Mancur Olson (1982) identified 

problems that can emerge from sustained 

periods of prosperity and stability, both through 

attitudes of people but also especially through 

the formation of entrenched defensive interest 

groups. Garnaut (2013) has applied this logic to 

current Australian policy.

But more than that, structures for discourse have 

also changed. Examples are:

• changes in capital markets which limit 

opportunities for longer-term investment

• changes in universities that emphasise basic 

global research and not engagement and 

impact 

• changes in community organisations that 

orient them increasingly to business delivery 

more than policy representation

• changes in media that shift the balance to 

direct social media participation more and 

editorial analysis less 

• changes in politics where disengaged voters 

become swinging voters rather than more 

‘rusted on participants’.

That said there is nevertheless an increasingly 

educated electorate that is coming to recognise 

that there are some hard choices ahead for 

Australia as a nation and is evincing a willingness 

to engage these issues sensibly. This electorate 

is disenchanted by the quality of leadership 

it observes, especially in politics but also in 

business. In this report a number of changes that 

would emerge under reform would help reinforce 

leadership advance. For instance the following 

initiatives would assist:

• redefinition of the federal compact with 

greater clarity of roles and responsibilities as 

between the different levels of government 

would reduce the ‘buck-passing’ that so 

irritates voters

• incorporating impact and engagement 

measures as part of university responsibilities 

alongside basic research and education 

with associated funding and support would 

encourage academics to contribute more to 

helping solve Australian social, economic and 

environmental problems from an independent 

source of ideas

• reform of public sector administration 

procedures whereby all expenditure projects 

of substantial size would undergo transparent 

evaluation of the kind used for regulation 

and taxation initiatives so as to reduce ‘pork-

barrelling’
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• provision of continuing employment options 

for senior civil servants so that they can offer 

frank and fearless rather than responsive 

advice to the elected governments

• increasing the compulsory superannuation 

rate to provide for the ageing population 

would have the additional benefit of 

increasing the segment of the investment 

finance market that can take a long-term 

perspective on its investment portfolio

• increasing the application of income or profit 

contingent loan arrangements that have been 

distinctively developed in Australia to reduce 

the tax burden and, in this context, increase 

the risk sharing that allows a longer-term 

perspective to have greater weight in areas 

such as small business R&D

• lifting management skills through best 

practice education and industry association 

mechanisms that allow development of 

systematic evaluation of business proposals 

and initiatives.

Other enhancements could be considered 

ranging from transparency requirements on 

political pre-selection processes to enforceable 

rules regarding employment post-public office. 

But the point is that the reform process needed 

for the economy and society can extend to the 

rules governing the operation of the government, 

business and community sectors in the direction 

of increasing public trust and allowing longer-

term vision to play a greater role. The evidence 

from this project’s surveys of attitudes and 

perspectives shows that such change is much 

sought by both key stakeholders and the wider 

public.

There also seems to be an appetite for policy 

ideas again in the light of recent lacunae here. 

The great political debates of contemporary 

times, and also of the last century, have focused 

on the relative roles of government and the 

market, the relative rewards for labour and 

capital, and the relative importance of growth 

and equity as policy priorities. Such issues 

are resurfacing but must be subjected to a 

rigorous contestation in the marketplace of 

ideas, and reflect the perspectives of different 

groups of stakeholders and including Australian 

relevance. This includes academia, policymakers, 

community and business sectors from diverse 

fields and disciplines, procedures, institutions 

and commitments that would support such an 

approach would ensure that ideas to get tested 

on their merit and evidence.

Secondly, mechanisms must be created that 

allow ideas and policies thus articulated to be 

effectively implemented. Much policy failure is 

actually failure of implementation, especially 

in areas of service delivery and where policies 

involve long-term engagement and investment. 

Typical examples are in healthcare, infrastructure, 

and education. The difference between good 

policy development and implementation 

has often been called the ‘know-do gap’, and 

bridging this gap is a major challenge for nations. 

Investment in knowledge management for 

public policy is as much a key to the future here, 

as it should be for knowledge in best practice 

business management.

This section considers and evaluates these 

priorities in the Australian context, and proposes 

lessons for the future. Specifically, it looks 

at the illustrative case of the importance of 

independent, world-class think tanks to drive 

policy research and development. In the next 

section the report looks at the effectiveness 

of public–private partnerships (PPP) in 

implementing policy delivery. 

Ideas leadership 

Around the world, think tanks are a key venue 

for ideas leadership. They bring together the 

best minds from the academic, policy, political, 

community and business worlds to discuss 

and find solutions to complex problems. This 

representation is also both multi-dimensional 

and multidisciplinary, which prevents a siloed 

assessment of problems. In the best case, think 

tanks can offer strategic doctrines that help 

to guide national policies towards complex 

challenges. 

However, the tradition of independent think 

tanks (and their contribution to the policy 

process) is arguably still too weak in Australia. As 

a result, there is hardly a robust mechanism for a 

proper public contestation of ideas, let alone to 
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reflect the perspectives of different stakeholder 

groups fully. This ACA report considers this to 

be a strategic weakness for Australia. Australia’s 

strong educational and skills standards and 

world reputable universities would offer natural 

strengths and complementarities that could be 

leveraged to develop a strength in research-

based policy-making.

Currently, a key mechanism for incorporating 

research and public input into the policy-

making process comes from public and expert 

representation in the Parliamentary Committee 

process or when the Productivity Commission 

invites submissions for its reports. However, even 

this process has its weaknesses so that benefit 

from complementary institutions would still ensue.

If it is accepted that think tanks are generally a 

respected and credible mechanism for robust 

research and advocacy, let us consider how well 

Australia performs in this metric. The chart below 

shows a list of the world’s top 150 think tanks 

identified by the University of Pennsylvania3.  

According to this, Australia has only two ranked 

think tanks in the world top 150. While it may be 

tempting to conclude that Australia does not fare 

much worse that other advanced countries such 

as France, Singapore, Canada, and Switzerland, 

3. The Global Go To Think Tank Index Report by the University of 
Pennsylvania, which monitors over 6000 think tanks around 
the world. The results for countries in Africa, East Europe 
(excluding Russia), Latin America, and Middle East (excluding 
Israel) are combined in their respective regional groupings 
for expositional convenience.
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Figure 5.7: Number of globally ranked think-tanks by country/region

Source: McGann 2014.
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it must be remembered that these countries are 

within close proximity to others that have highly 

developed research-policy linkages. Where ease 

of travel and (often) common languages would 

facilitate frequent interpersonal interactions 

and idea exchanges in these regions, Australians 

find it both expensive and time consuming to 

extensively participate in these overseas forums. 

It is therefore to be expected that the flow of 

ideas into Australia would, ceteris paribus, be 

more constrained than in other regions of the 

world. Indeed there is scientific evidence that 

ideas have a ‘half life’ of 1200 kilometres and 

reduce by 30% at borders in their transmission 

(Figure 5.7).

A further detailed analysis raises more issues of 

concern. Table 5.6 shows how Australian think 

tanks by areas of research perform in one global 

ranking.

Recognising that these ranking exercises may 

have their own issues as to sample, selection 

criteria, classifications and more, it is nevertheless 

worthy of attention that for the following areas 

that are widely accepted as being of strategic 

importance to Australia, there are no globally 

ranked Australian think tanks in:

• Education

• Energy and resources

• Health policy

• Transparency and good governance

• Migration
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So even though each of these have been 

identified as sources of national strength in 

the commissioned research or the global 

benchmarking analysis work done for this report, 

these results raise questions about the adequacy 

of research being pursued in these areas and/or 

how well these results are feeding into the policy 

development process. 

At the very least, they certainly bring into focus 

the need for the increased policy-research 

collaboration that is commonly called for 

in government reports and various policy 

statements. 

A dominant theme for this report is the strategic 

complexity and uncertainty that will influence 

Australian policy-making, as seen in this project’s 

Figure 5.8. In such an environment, it must be 

accepted that no single group or player will 

have all the skills and knowledge needed to 

deal with the most important problems likely to 

confront Australia. Moreover, as the 21st century 

progresses, it is becoming clear that major policy 

and paradigm changes will be needed.

The examples of think tanks given in Table 5.6 

are all private sector, though there are varying 

public and private sector linkages e.g. taxation 

deductibility of donations, grants, university 

linkages, etc.

The degree of independence they have is an 

important component of their role, as is that of 

research centres in universities. The latter tend to 

be disciplinary oriented under university research 

Research area No. of Aust. 
think tanks Name of Australian think tanks Ranking

Defence & national security 1 Australian Strategic Policy Institute 17/65

Domestic economic policy 1 Grattan Institute 56/80

Social policy 1 Grattan Institute 43/50

International economic policy 2
Australian Institute for International Affairs 25/50

Centre for Independent Studies 29/50

Environment 1 Australia Institute 30/70

Foreign policy and international affairs 1 Australian Strategic Policy Institute 28/65

International development 1 Lowy Institute 80/80

Source: McGann 2014.

Table 5.6: Global performance of Australian think tanks by area of research

imperatives. When inter-disciplinary they can 

be short-lived. Yet holistic review is often what 

decision-makers seek.

Equally, many government think tanks can be 

short-lived. They become easy prey when they 

challenge policy or when budget savings are 

needed as they do not deliver immediately 

evident necessary services.

The history of entities such as the Bureau 

of Labour Market Research, the Bureau of 

Industry Economics, the Bureau of Immigration, 

Population and Multicultural Research, and the 

Australian Institute of Criminology show the 

failure to maintain enduring research knowledge 

within government.

Figure 5.8: Strategic environmental 
characteristics

Trend towards 
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The Productivity Commission has an enviable 

reputation and plays an important continuing 

role, as do some other more specialised research 

and analysis agencies within government. 

Such agencies, and especially the Productivity 

Commission, will be quite crucial to informing 

and fostering progress in the structural and 

investment reform arena emphasised by this 

present report. But ultimately the piper can call 

the tune, directly or subtly, over the activities of 

agencies within government, so that a healthy 

portfolio of think tanks across government and 

outside government has to be part of the answer 

to well-attested policy for the future.

These considerations point to a need for 

a systematic analysis of policy for policy 

knowledge. It is inadequate and unreliable in 

Australia. More is needed for proper enduring 

settings if building our comparative advantage is 

to be properly informed.

5.3.2 Partnership

Leadership can be reinforced by partnership in 

establishing social trust in our institutions and 

decisions over their future possible directions. It 

is often said this is one reason for the enduring 

relative success of the Scandinavian societies 

by a range of performance measures. Arguably 

though, Anglo-American societies have a greater 

individualistic component in their cultures. 

Australia reflects this in how it actually blends 

public and private in the provision of much in its 

economic and social spheres. 

In Australia the public and private spheres 

are inextricably mixed under partnership 

arrangements. This is the Australian model for the 

welfare state and it is quite distinctive and more 

developed along these lines than in almost any 

other country. The general principle is for the 

state to provide a foundation or safety net and for 

there to be incentives for separate or additional 

private provision with additional provision still to 

be voluntarily provided privately. It is sometimes 

characterised as a ‘three pillar system’ and, in 

retirement income, for instance, has been so 

labelled by the World Bank and held up as ‘best 

practice’ (Holzmann & Hinz 2005) (Box 5.4).

Overall, Australia has one of the lower proportions 

of public spending and taxation as a share of 

GDP in the OECD countries (OECD 2014e). This is 

because of this partnership system, so producing 

a quite ‘economical’ welfare state, yet one with 

a relatively complete floor of basic provision. In 

their typical pragmatic way, it is rarely articulated 

by Australians as a conscious system overall. 

Arguably it has simply evolved this way. It 

encompasses though at least the following:

• retirement income with basic public 

pensions plus compulsory privately managed 

superannuation plus tax advantaged 

voluntary private superannuation

• child care with extensive public and 

community provision alongside private for 

profit child care

• public and private hospitals

• public policing and prisons but with extensive 

private security services and contracted 

private prisons and detention facilities

• public broadcasting and private broadcasting

• public schools and private schools

• public private partnerships in water, 

electricity, gas, roads and railways

• public employment support with contracted 

private employment services

• university fee and living expense subsidy for 

students combined with repayable loans and 

substantial self-reliance though market work.

There are numerous nuances in relation to the 

actual balance achieved, the role of private not-for-

profits versus for-profits and changes over time as 

with, say, airlines or health insurance (as illustrated 

in Table 5.7, which outlines typical privatisation 

options facing governments). But an enduring 

Australian mix of various such options has been 

evident more than in most places. In the social 

security system the reduced burden on the state 

and hence taxpayers has been aided by means-

testing and flat-rate welfare benefit provision. 

The point is though that these arrangements do 

underpin and reinforce much of the legitimacy 
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Box 5.4: Economical social protection: retirement

Social protection narrowly defined is pensions, unemployment benefits, family allowances and cash welfare 
payments or tax allowances. Australia has the third lowest share in GDP for such outlays in the OECD (after US and 
Japan) and the lowest once tax allowances are factored in.

For retirement income the World Bank has recommended a ‘Three Pillar’ retirement protection system as best 
practice and saw Australia as the first country to develop this. The Pillars are: First Pillar: where the objective is 
safety net social protection for a minimum living standard post-retirement. Recommended by the World Bank to 
be paid as a defined benefit and funded by the state on a pay-as-you-go basis. Second Pillar: where the objective is 
maintenance of previous living standards in retirement. Recommended by the World Bank to be paid as a defined 
contribution benefit and funded by compulsory private payment. Third Pillar: where the objective is additional 
retirement income provision on a voluntary basis that may or may not be tax-advantaged.

In Australia the First Pillar has the following features: 
Age pensions available for 65+; Benefit is flat-rate: 25% of average wage or 40% for couples; Incomes and Asset-
tested (though owner-occupied homes are exempted); Full or partial payment: 80% receive full; Supplementary 
benefits e.g. health card; High coverage: 80%; General revenue funded; Payments through an arms-length public 
agency (Centrelink).

The Second Pillar has the following features: 
Publicly mandated but privately funded, managed and delivered; A defined contribution scheme: 9% of earnings 
paid by employers and 3% by employees and fully funded; Individual, fully vested, portable accounts with 
industry or generic funds managers or own fund; Has tax-favoured status-though difficult to measure due to 
multi-stage rather than entry or exit tax only. 

The Third Pillar has the following features: 
Voluntary additional contributions by employees to defined contribution accounts to receive same tax status; 
Only tax preferred vehicle for retirement savings; Some 60% of full-time and 25% of part-time workers make 
contributions; Contributions average 6% of earnings.

In analysing the Australian system it can be said that the First Pillar is economical mostly because of its flat rate 
provision not means testing, which is liberal. Compared to the OECD average publicly funded pension, 70% of 
savings for the Australian model come from the flat rate specification and 30% from means-testing. The First Pillar 
scheme is universal, without holes in the safety net, and therefore also non-discriminatory with respect to past 
labour force status e.g. unemployed, women at home, self-employed. 

Australia’s Second Pillar means unfunded liabilities of government are small overall and are First Pillar related only. 
But means-testing means administrative complexity in the First Pillar and the flat rate means some supplementary 
schemes for special needs are also required such as for renters, disabled, health problems and carers-which further 
raises administrative complexity including need for ‘deeming’ provisions. Means-testing induces poverty traps 
and efficiency losses through high effective marginal tax rates on private savings (especially for the lower income 
groups obliged to save under the Second Pillar) and on ongoing labour earnings (especially for early retirees)

Second and Third Pillar provisions are complex and confusing for account holders in relation to fees and 
entitlements and tax effectiveness and their retirement income is uncertain and risky under defined contribution 
payment. First and Second/Third Pillar intersections distort decision-making with respect to asset accumulation 
(e.g. housing) and dissipation (e.g. lump-sum payments), and Second Pillar contribution rates need to provide for 
increasing longevity and so must be set at adequate levels if full private financing is not to be challenged.

Finally, superannuation funds under private management raise issues of: regulation for probity and security, 
fee levels, social investment, investment choice, and investment advice. And there is ongoing controversy as to 
whether Second Pillar/Third Pillar arrangements produce net increase in national savings ratios relative to publicly 
funded schemes for retirement-with consequent interest rate implications.

Design and management of a public–private partnership system is therefore not simple. But the macro benefits can 
be worthy of the micro costs. Australia’s poverty reduction index is the highest for effectiveness in the OECD. Yet the 
pressure of an ageing population promotes close attention to ongoing improvement in this area.
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of economic and social arrangements in 

Australia. Yet they are typically examined only 

in a piecemeal way and they can be eroded 

with growth of ‘middle class welfare’ or ad 

hoc changes. Accordingly, for the present, it 

is possible that major changes to this system 

without comprehensive public analysis, 

evaluation and discussion would undermine the 

trust through partnership that seems to operate, 

despite some frustrations in the negotiations over 

the contested borderlines between the public 

and private spheres. 

Much of the history of the twentieth century has 

been a battle between the public and private 

spheres. Australia has reached a distinctive 

compromise that might well be a basis for ongoing 

national stability, and hence should only be 

altered after careful consideration and recognition 

of the principle, practice and context involved.

For the purposes of this ACA project a key litmus 

test will be the future funding of the universities. 

For this year 2015 there was much debate 

over university deregulation and funding and 

participation in Australia. One sticking point was 

a trade-off being considered between university 

fee deregulation for domestic undergraduate 

students and a corresponding reduction in per 

student public funding. 

Option Ownership Operations Finance Risk Duration Application

Service Contract Public Public/Private Public Public 1–2 yrs Chile

Management Contract Public Private Public Public 3–5 yrs Gaza

Lease Public Private Public Shared 5–15 yrs Poland

BOT Public Private Private Private 20–30 yrs Australia

Concession Public Private Private Private 25–30 yrs Argentina

Divestiture Private Private Private Private Indefinite England

Table 5.7: The privatisation spectrum for public-private service provision

The Australian notion of public-private 

partnership here was being moved more into 

the private sphere and university public funding, 

which is at the low end of OECD shares of GDP 

might have been further reduced (Table 5.8). 

However demand driven enrolments being 

opened up further made for a complicated 

calculus over prospective public versus private 

shares 

The difficulties encountered in taking such 

policies forward illustrate the value in considered 

public deliberation informed by analysis and 

evidence if policy stalemates or unstable 

outcomes are to be avoided and IF the public 

is to feel secure in accepting new directions in 

policy.

The survey of public perceptions earlier in this 

chapter indicates the public may be willing to not 

only accept policy change but also be prepared 

to contribute something by way to increased tax 

towards paying for it.

It does also show that the types of institutional 

reform modelled by independent Economics 

may comprise the harder task. But this is where, 

from historical experience, leadership and a 

considered public policy process where both 

the need for change and the proposed change is 

explained and debated at some length has been 

Pre-primary Primary & secondary Tertiary All education

Australia 45.5 83.6 45.6 72.3

OECD 81.6 91.4 69.2 83.9

Source: OECD 2014a.

Table 5.8: Private funding share of education expenditure, 2011 (%)
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To illustrate this concretely, the report includes 

two such case studies in Box 5.5.

More recently it is encouraging to see major 

non-governmental groups coming together in 

leadership and partnership over climate change. 

The options for promotion of economic growth 

over the decades ahead may be argued to be 

incomplete without understanding of the risks 

and costs of climate change driven factors 

such as rainfall changes, increases in fire risks, 

changes in ecosystems and the costs of adapting 

to increases in extreme weather events (both 

cyclones and floods) and sea level rise (Global 

Commission on the Economy and Climate, 

2015). This is why the coming together of major 

business, union, research, environment, investor 

and social groups is promising. 

This coalition has determined a joint set of 

principles that constitute agreed common ground 

on how to approach a more certain and meaningful 

set of policies towards emissions reduction. 

The organisations forming this roundtable are 

the Australian Aluminium Council, the Australian 

Conservation Foundation, the Australian Council 

of Social Service, the Australian Council of Trade 

Unions, the Australian Industry Group, the Business 

Council of Australia, the Energy Supply Association 

of Australia, the Investor Group on Climate 

Change, the Climate Institute and WWF Australia. 

In a statement of 29 June 2015 the roundtable 

stated that ‘Australia should play its part in global 

successful in the past and this provides a way 

forward for successfully prosecuting the case for 

the reform such as that outlined in this report in 

order to ensure Australia builds and sustains its 

comparative advantage into the future.

The respective roles of the various social 

partners in this exercise were subject to some 

evidence gathering for this project. In particular 

the public sector officials surveyed as part of 

the stakeholder review evaluated the current 

performance of key stakeholders. It saw academic 

and community group contribution as very good, 

but rated our elected representatives, unions and 

traditional media as problematic (Figure 5.9).

Ideally, strength across the board is desirable 

if policy change is to be implemented well. 

Informational strength is part of this, as is 

countervailing power. The latter can stymy 

reform but in the long haul it is arguable that the 

contestation is more important than expediency.

Review of mechanisms for building stakeholder 

strength would be a welcome project important 

for our future.

5.3.3 Leadership and partnership 
combined

In looking at case studies for this ACA report it 

was established that the interaction of these can 

be crucial and that ensuring that both are strong 

will be instrumental for building the foundation 

for Australia’s future.
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Figure 5.9: Rating of the performance of stakeholders in advancing the Australian public interest
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efforts’ and ‘avoiding unconstrained climate 

change would provide important benefits and 

opportunities to Australia’ (Grattan 2015).

Such an initiative provides a source for optimism 

for future policy deliberation in Australia. Likewise 

in another important area forty indigenous 

leaders met with both the Prime Minister of 

Australia and the Leader of the Opposition 

together at Kiribilli House in Sydney on July 6. The 

meeting was to discuss the constitutional issues 

around ‘recognition’ for Australia’s first peoples 

and the development of appropriate referendum 

questions for putting to the Australian people. 

Developments of this kind send a much 

needed constructive message in leadership and 

partnership coming together for the future. 

Box 5.5: The reform experience: interaction between politicians, the community, business,  
and external policy institutions

The GST

The shift away from reliance on direct taxation and the introduction of a form of value-added taxation had a long 
history in Australia.

The Asprey taxation review that was commissioned by the McMahon Government in 1972 and reported in 1975 
recommended a broad based value added tax on goods and services.

However the option was not taken up by either the Whitlam or Fraser Governments. 

Paul Keating as Treasurer developed an option to broaden the indirect tax base through a tax on the consumption 
of services, known as Option C, and this was put to a national taxation summit held in 1985. It was rejected at both 
the summit by business, welfare organisations and unions, and at the Cabinet level. 

John Hewson, as leader of the Opposition in 1991, included plans for a 15% Goods and Services tax in his Fightback! 
Policy that formed the basis of his campaign for election in 1993. (The Opposition was assisted in the preparation 
of the policy by Neil Warren from UNSW who himself had a long history with taxation reform proposals; He was 
seconded to EPAC [the Economic Planning Advisory Council] in the lead up to the 1985 taxation summit.) 

The Fightback! policy was fiercely opposed by the Labor Government that was returned to office at the 1993 
election.

While John Howard as Opposition leader in 1995 had ruled out ever introducing a GST, in Government he and 
the Treasurer Peter Costello began considering one after coming to office and in 1997 plans were being actively 
considered for the introduction of a broad based goods and services tax.

There were some important changes that helped the Howard Government. A High Court decision in 1997 ruled a 
number of state indirect taxes unconstitutional. Business and the Australian Council of Social Service had discussed 
the need for taxation reform at a joint community summit in October 1996. While ACOSS continued support for tax 
reform, it eventually expressed doubts about the equity of the GST proposal. But business continued to strongly 
support it including launching a two stage advertising campaign in favour of it in 1998. 

The government learned the lessons from previous attempts and proposed a number of changes from previous 
models including a lower rate for the GST than John Hewson had proposed and a ‘lock-in’ mechanism via legislation 
to mandate any future changes would only happen with support from the Commonwealth, State and Territory 
governments. The government also spent considerable time outlining the flaws of the wholesale sales tax system 
that the GST proposed to replace. And this time around there was political will from the Prime Minister as well as 
the Treasurer for the introduction of the tax.

5.4 Conclusion
Having defined the pathway to building 

Australia’s comparative advantage, securing 

that future remains a challenge. It involves 

making clear the benefits that can be gained, 

and the modelling approach adopted for this 

purpose validates the worth of that. Likewise, 

the Public Preference Study commissioned 

for this project has made clear that the wider 

Australian electorate is likely to be supportive of 

and responsive to these possibilities. The big task 

that remains is ensuring that the leadership and 

partnership that is also needed for this change 

can be forthcoming.
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It was not popular with the public and was strongly opposed by the Labor opposition. The Coalition only narrowly 
won the subsequent 1998 election at which it put the proposal to the people before its introduction. But the GST 
became law in 1999 and has been in operation since 2000.

National Disability Insurance Scheme

The introduction of the national disability insurance scheme was a different piece of public policy reform. While like 
the GST it had been proposed some decades before its introduction, unlike the GST it had not been the subject of a 
lengthy political debate stretching over years. It re-emerged as one of the ‘big ideas’ raised at the 2020 summit held 
by the Prime Minister Kevin Rudd. The Government then referred it to a Productivity Commission inquiry in 2010 
to look at a national disability long-term care and support scheme. The terms of reference included as an option a 
social insurance scheme.

Community support was built by through a joint effort by disability organisations in the Every Australian Counts 
campaign. The policy was supported by the Coalition Opposition, although at times the Opposition raised 
questions about how it would be funded. 

The Government considered a number of options for funding the scheme and despite initially ruling out the option, 
proposed an increase in the Medicare levy of 0.5% to help fund the cost. This was supported by the Opposition with 
some caveats.

Unlike the GST, the NDIS had support from the then Opposition. It was also widely supported by the key 
stakeholders. The Government put time into explaining the need for the scheme to the public and harnessing 
the support of the stakeholder groups, particularly the disability community for both joint public appearances to 
explain the scheme and as a pressure group external to politics to support the scheme. 

The proposal had overwhelming public support even though it included a tax increase with an opinion poll 
conducted after the deal to increase the Medicare levy was done showing more than three quarters of voters 
(including 87% of Labor voters and 74% of Coalition voters) supported the scheme. (Source: Newspoll The Australian 
May 7, 2013). 

What these two reform proposals demonstrate is the effectiveness of political leaders putting in effort to explaining 
the problems the proposed change is seeking to solve, and the worth of getting support from third parties such as 
key stakeholders outside the political system. 

The NDIS was framed in a way that won public support and eventually made it hard for those with questions about 
how it would be funded to oppose the scheme. The GST didn’t win public support but instead was an example of 
the willingness of the leadership, backed by key stakeholders, to pursue a change they believed was necessary.

5.5 Findings
• Concentrating on boosting investment will 

have longer lasting economic benefits than 
competition policy changes, while combining 
the two in across the board reform will bring 
the greatest benefit.

• It may be easier to gain public support for 
policy change in specific areas while structural 
reform may require more work to convince 
the public of the necessity for change.

• People are willing to contribute at least a little 
more to fund the costs of reform.

• There is a need to clarify the roles and 
responsibilities in the federal system. 
Confidence could be built with the 
transparent evaluation of government 
spending projects of a substantial size.

• Leadership skills need to be lifted at the 

management level. Leadership in ideas could 

also be built through think tanks. Universities 

could have impact and engagement 

strategies as part of responsibilities.

• Australia has a unique blend of public and 

private in the provision of economic and 

social spheres and this could be built on as a 

basis from ongoing national stability. Income 

contingent loans could be increasingly 

applied in areas such as small business and 

research and development.
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