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In a recent article in the New York Times the Pulitzer Prize winning journalist Thomas Friedman began with the following words:

What if we were really having a national discussion about what is most important to the country today and on the minds of most parents?

I have no doubt that it would be a loud, noisy dinner-table conversation about why so many U.S manufacturers are moving abroad – not just to find lower wages, but to find smarter workers, better infrastructure and cheaper health care.  It would be about why in Germany, 36 percent of undergrads receive degrees in science and engineering; in China, 59 percent; in Japan, 66 percent; and in America only 32 percent.  It would be about why Japanese on bullet trains can get access to the Internet with cell phones, and Americans get their cell phone service interrupted five minutes from home.

It would be about why U.S. 12th graders recently performed below the international average for 21 countries in math and science, and it would be about why, in recent years, U.S. industry appears to have spent more on lawsuits than on research and development.  Yes, we’d be talking about why the world is racing us to the top, not the bottom, and why we are quietly falling behind.

Such a debate in America is hardly surprising.  In the last 5 years the United States has lost more than 3 million manufacturing jobs.  That’s one out of every six jobs in manufacturing industry, which has disappeared.

And it’s not just America that is confronting another round of downsizing and hollowing out of its industry base.  Even nations like Ireland that did so well to attract so many manufacturing greenfield sites through foreign direct investment in the last 2 decades are feeling the squeeze.  Irish manufacturing lost more than 12 % of its jobs in the last 40 months.  And in Australia we’ve lost 90,000 manufacturing jobs or 8 % of our manufacturing workforce in the last 33 months.

However, the important thing about Friedman’s article is that it focuses attention on the positive proactive agenda for re-positioning a nations manufacturing industry so that it can win its share in the race to the top.

It’s about how nations and firms invest in skills, infrastructure and innovation to win international business opportunities and move up the value chain with more defensible competitive advantages. It is this debate about the race to the top rather than the usual debate often associated with the race to the bottom that Australian manufacturing must engage in if it is to succeed and meet the global challenge.

From my perspective and that of the ACTU the debate about the future of Australian manufacturing has focused too much on trade liberalisation and Free Trade Agreements. While market access is an important issue there has not been enough attention focused on the domestic policies that we need to maximise the future prospects for manufacturing and the jobs and families the industry supports.

More importantly we need a much deeper and broader recognition that the success or failure of Australian manufacturing in the race to the top depends on companies building the management systems and organisational capabilities required to succeed in the global economy.  There is no substitute for this.

Australia needs a lot more successful manufacturing companies where:

1. The CEO and senior management team are committed to winning more international business opportunities and have a long term plan to achieve this.

2. They invest in new equipment and technology as well as their R&D and product development capability.

3. They foster innovation, build their export markets, develop their people and promote their brands.

At the end of the day building better manufacturing businesses is the key to Australia winning its fair share in the race to the top. 

In my assessment there are five key things that are legitimately the role of the Government that can help Australia’s manufacturers meet the global competitive challenges they must face.

First of all Government must take the lead in addressing skill shortages and investing in education.

Australia needs to put in place a long-term strategy to secure the skills base for an economy driven by export and innovation led growth. This begins with further increases in those completing year 12 and a very substantial increase in places in the VET system.

It is also about a strategy for constantly upgrading and renewing the skills of those teachers at all levels who will teach our kids maths, sciences, physics and those core disciplines that are the building blocks of a knowledge based economy. 

 Australia’s science and engineering skills base will be critical to the success of our manufacturing and service companies that compete for international business opportunities. And yet not only do we have serious skills shortages in these disciplines, we rank 22 out of 30 OECD countries in terms of the growth in new science and engineering degrees.

In this context we need a significant number of additional places at Australian universities for engineering and science based degrees as well as a much larger scholarship program for both graduates and undergraduates in these disciplines. This will serve the needs of the nation in engaging with the global economy and give a real opportunity for aspiring young Australians from low and middle-income families.

In putting this in place we need to accept that large numbers of Australia’s technical, professional and managerial graduates will spend a large part of their working life offshore and that this a good thing.

We need to become more adept at managing the flow of highly skilled Australian engineering and science graduates globally, recognising that as long as Australia is an attractive location to work and live, then flows to and from Australia will benefit us as more of these graduates develop the skills for operating in the global economy. 

The second thing that needs to be done is to develop and put in place a strategy for ensuring that Australia has a world class economic and social infrastructure.

With globalisation and increasing WTO regulation of what Government’s can and cannot do to assist firms that export or compete against imports, infrastructure becomes even more important as a major determinant of international competitiveness. 

We need to be identifying priorities for infrastructure investments that are most important for our firms that export and compete against imports.

This requires leadership and vision within a co-operative federalism framework and ensuring more efficient and effective planning, co-ordination and regulation of infrastructure provision.
In addition a significant part of the next wave of productivity gains Australia requires will only be achieved by attracting skilled labour from the global market place, and the next wave of new greenfield site investments in knowledge intensive activities.  

To do this we have to have world class transport and communication infrastructure. We also must be ranked high on the list of having the world’s most liveable cities and regions with a high quality, accessible social infrastructure.

The bottom line is that both social and economic infrastructure matters a lot for all of us and it is particularly important to our future as an exporter of elaborately transformed manufactures and services.

The third thing that needs to be done is the development of a strategy to restore double digit growth in business investment in research and development for the next decade.

This is vital for Australian manufacturing. In the decade to the mid 1990’s, business investment in manufacturing R&D grew in real terms by 10.5% per annum. Since then growth has slumped to only 2% per annum.

In the next decade, 10.5% annual growth in manufacturing R&D would mean $60 billion invested. If growth is just 2% only $37 billion is invested. That is a difference of $23 billion.

And that extra $23 billion will make the world of difference to winning our fair share in the race to the top. It’s how we get the high skill/high wage jobs and how we re-position Australian manufacturing higher up the value added chain with more sustainable competitive advantages.

It is the key success factor to restoring double digit export growth for our exporters of elaborately transformed manufactures and services.

There are a number of things that will need to be done to make this happen.  Importantly the incentives for R&D need to be more targeted, rewarding those that are doing the most and aimed at strengthening a company’s innovation system.

In some cases the incentives should also encourage better networks of linkages with our public sector R&D institutions such as universities, CRC’s and the CSIRO.

Over time it should be a priority for Labor and the Coalition to reach agreement entrenching the new R&D arrangements for at least a decade.
  

A key reason for the success of Ireland and Singapore in capacity expansion by firms in knowledge intensive industries has been the long-term continuity of the incentives provided.

The need for bipartisan support to keep the new arrangements in place for at least a decade is vital.

 If we can do this it would also provide Australia with a competitive advantage in its investment promotion endeavours to attract major global firms to establish their Asia Pacific R&D headquarters in Australia along with some of the value added manufacturing activities.

All of this is important if Australia is to move up the value added ladder and grow those activities where we will have more sustainable competitive advantages based on skill and innovation.

In addition to this and as I have argued on previous occasions, its not enough for either side of politics to simply exhort the business community to make new investments in risky technology intensive  high value manufacturing activities.
Businesses contemplating high-risk investments face two imperatives.  The first is to be able to identify prospective returns large enough to compensate for the risks involved.  The second is to have some confidence in being able to recover the initial capital investment in a reasonably short time period.

A Leading Technology Development Allowance (LTDA) of say 20 per cent of eligible investment costs could be offered for investments in high-risk ventures operating at the technological frontier.  The allowance would be claimable immediately from the commencement of commercial operations against the company’s Australia-wide income and would be on top of the existing depreciation schedules
.  

Australia needs a significant build up in such investments to stay in the race for the top and win our fair share of knowledge intensive international business opportunities.

We also need to encourage industry funds and other institutional investors to find appropriate ways to invest in venture capital to help grow the next generation of born global export businesses like Cochlear and ResMed.  In the last 7 years Australia’s venture capital investment in such businesses has been less than half of that undertaken in North America and Europe.

The fourth thing we need to do is about culture and perceptions.  In many advanced economies today young people perceive manufacturing to be an old economy smoke stack industry with boring repetitive tasks, low pay and no career structure.

Some of the union and employer representatives here today are members of state based manufacturing industry councils and in partnership with their State Governments have been trying different approaches to address this issue.

With a national manufacturing council we could do much to spread best practice drawing on the state experience and show young Australians that the manufacturing firms of today and in the future are far different to what they are perceived to be and there are high skill / high wage jobs with real career structures.

In addition to this we need a new dialogue between manufacturing CEO’s and manufacturing union leaders on the future of the company and their industry.

We need to restore a culture of trust and an ethos of productive performance.  It matters a lot and will go a long way in helping to reposition Australian manufacturing in the global economy and keep us in the race for the top.

Finally, we also have here today a group of hard working industry and trade ministers and public servants from the different states who have a good understanding of how nations and firms win international business opportunities. 

You know what needs to be done to get real Australian industry participation in major projects, particularly defence.  

You understand that if Australia is to stay in the race to the top you need to find new ways to work together and with your Federal counterparts to help facilitate the re-positioning of Australian manufacturing in the global economy. 

There are many challenges in doing this. 

As a nation we still rank near the bottom of the OECD in promoting new foreign direct investment in green field manufacturing sites that produce from their Australian base for the global market. 

More also needs to be done to sort out the most effective and efficient division of labour between the various federal and state agencies that promote exports and investment, encourage import replacement, facilitate cluster development and the positioning of Australian based firms in global supply chains.

In the race to the top we need to put aside any demarcation disputes and turf wars and rank amongst the best in the world in promoting trade and industry development.

These five things I have mentioned are the things firms and nations need to do to win more international business opportunities and move up the value added chain.

Yes we are confronting more downsizing and hollowing out of our manufacturing industry.  

Yes more job losses are occurring. 

 Yes the tariff wall has been dismantled and it’s not coming back. 

But if we are smart about doing the five things I’ve been talking about we can dramatically accelerate the growth of both existing and newly emerging manufacturing activities and our high value service industries. 

They will be far stronger with new competitive strengths higher up the value chain.  And that means more high paid, high skill jobs with a greater degree of security than is the case today. 

That is what I mean when I emphasise the absolute priority of re-positioning Australia manufacturing in the global economy and staying in the race to the top to win our share of wealth creation and high wage high skill jobs.

In conclusion I would suggest that there is a growth dividend to be had from effective forms of co-operation and working together in meeting the global challenge of re-positioning the nations manufacturing industry in the race for the top.
 

 I would hope that this summit strongly reinforces that message.

� Friedman, T.L., Keeping Us in the Race, The New York Times, Friday 14 October 2005, p.27


� U.S jobs losses are calculated from Bureau of Labour Statistics data with the year 2000 as the base ending in September Quarter 2005.  For Ireland the data is from OECD Main Economic indicators with the year 2001 as a base ending in March Quarter 2005.  For Australia the ABS data for manufacturing is seasonally adjusted and covers the period November 2002 to August 2005.


� It is taken as a given that sustaining an economic environment conducive to growth with solid macro-economic fundamentals is critical to the future prospects of manufacturing and the rest of the Australian economy.


� While the emphasis here is on R&D and commercialisation of new technologies, the innovation agenda is much broader than this.  It includes amongst other things effective strategies for encouraging the take up and diffusion of new technologies amongst manufacturers.


� The most enduring benefits from incentives that work comes from those firms that develop their people and business systems to a higher level of capability so that the additional activity they generate is based on more sustainable long term competitive advantages.  But to achieve this requires amongst other things - policy continuity.   Too much chopping and changing has occurred to key industry incentives. This is diminishing the rate of return to the community from each dollar of industry assistance provided because the uncertainty for firms causes them to apply a discount to the value of the incentive on the grounds that government will simply change the rules of the game. 








� For example, if project involved eligible investment of $2 billion the investor would be able to claim an extra deduction of $400 million - at a cost to the revenue of $120 million.  The LTDA would apply to eligible projects approved by the Commonwealth.  Project proposals would be assessed by an independent advisory body for their national net benefits to inform decisions on eligibility for the allowance.





� As an OECD report put it:


“Today’s rapid advances in science and technology mean that OECD economies are increasingly based on knowledge….. The ability to create, distribute and exploit knowledge and information seems ever more important and is often regarded as the single most important factor underlying economic growth and improvements in the quality of life.  The competitiveness of firms depends crucially on how well they make use of their own intangible assets such as skills and creativity and gain access to new ones by co-operating with other firms and with universities.  How well countries respond to these challenges depends on how well business, government and the labour force work together to exploit these key assets.  It also depends on how well firms and government recognise this common challenge and respond, effectively, forcefully and coherently.” OECD 1999, Benchmarking Knowledge Based Economics, pg. 7
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