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Ford Australia is a significant private sector investor in Research and Development. It
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the Automotive Competitiveness & Investment Scheme (ACIS).
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Dear SirYfMadam
Subject: Submission — Review of Innovation System

We write in response to a public invitation for comment on issues related to innovation in
Australia, and the Government's policy emphasis on the development of a strong national
innovation system.

Australia's automotive manufacturing industry competes in one of the most competitive
markets in the world. This can be illustrated in a number of ways. For example, there are
more than 60 automotive brands and 350 different models from 25 source countries on sale in
Australia. In addition, the value of automotive trade — exports and imports of vehicles and
components — are worth more than $33 billion annually. Furthermore, the industry is
confronted by an increasing range of external challenges including climate change. In such a
competitive and challenging environment, innovation is clearly fundamental to the on-going
competitiveness of the automotive manufacturing industry.

Ford Australia is one of Australia's largest private sector investors in research and
development. It is a leading automotive company with more than 5000 employees and
extensive design, engineering and manufacturing facilities located in Broadmeadows and
Geelong, Victoria. Its core products are the Ford Falcon and the Ford Territory. In 2007,
Ford Australia sold 108,071 locally manufactured and imported vehicles. A further 5800
locally manufactured vehicles were exported, primarily to New Zealand and South Africa.

In 2006, Ford Australia announced a new, innovation-focussed, strategic direction for the
company, including significant investment in new projects and accompanying facilities of
more than $1.8 billion over the next decade. A key element of this new strategy was an
expansion of Ford Australia’s product development capability, and its enhanced role as a
design and engineering "Centre of Excellence” for the Asia Pacific and Africa region. One of
the first major projects under this umbrella is the design and engineering leadership of a new
light commercial vehicle. This vehicle will be manufactured in a number of locations, and
will be sold in more than 80 countries. It represents one of the most significant automotive

R & D initiatives ever undertaken in Australia, and reflects the value of such public policy
initiatives as the Automotive Competitive and Investment Scheme (ACIS) and the R & D Tax
Concession to accommodate this incremental work-load, Ford Australia has constructed a
new Research and Development Centre in Geelong, significantly expanded facilities at its
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Lara Proving Ground and expanded its Product Development workforce of designers,
engineers, and support staff to more than 1000 people.

Ford Australia also announced in 2007 its intention to manufacture the Ford Focus in
Australia beginning in 2011 for domestic and regional export markets. This will be the first
small car manufactured in Australia in a decade.

In a submission to the Productivity Commission in 2006 concerning a science and innovation
study draft report, Ford Australia said it believed the Commission had generally well
appreciated the contribution that was made to the wider community by public funding
support for science and innovation. It agreed the benefits of such research and development
to the broader economy were significant. However, the company indicated it believed the
Commission had under estimated the national contribution of what the Commission described
as incremental catch-up research and development.

Ford Australia indicated to the Commission a global characteristic of technically-based
industries, such as automotive manufacture, was the evolutionary nature of product
development. This reflected the enormous capital demands of the industry. It generally
means the relative competitiveness of any model within an intensely competitive market will
be underpinned by a mixture of incremental and advanced research and development.
Activities under each heading carry significant technical and commercial risks. A passenger
motor vehicle, for example, that does not benefit from continuous technical refinement and
manufacturing process improvements will over a short period of time become uncompetitive
relative to other similar vehicles in the market place.

It is therefore quite logical to suggest that innovation, centred on both incremental and
advanced research and development activities, is fundamental to the viability and
competitiveness of the automotive industry where the creation of a new model vehicle
represents a catalyst for considerable innovative activity. With such activity comes
considerable and wide-ranging spillover benefits including employment creation, extensive
supplier and service provider linkages, export success, enhanced environmental and safety
performance and the development of new manufacturing processes. The extent of this, and
the inter-relationship of many actions strongly suggests a broad approach should be taken by
policy-makers when designing and developing public support programs. This means any
temptation to tighten definitions of research and development, or place caps on the size and
nature of companies eligible for assistance, should be strongly resisted. A tiered system may
also penalise significant industries like automotive because of its exposure to the investment
peaks and troughs associated with model cycles.

Ford Australia believes the R & D tax concession should continue as a key centrepiece of the
Government's support of innovation, supplemented where appropriate by other programs.
The tax concession is a multi-sectoral and market-driven initiative which is well understood,
has stood the test of time and is a widely used policy approach in developed economies.
Some 21 OECD member economies provide tax incentives to promote innovation.
Importantly, the tax concession approach provides considerable flexibility at the company
level on the types and nature of R & D activity best undertaken. It also provides more
program certainty than is likely to be available under a grant-based program, and does not
seek at government level to select particular projects over other projects. The latter would be
a distinct risk in a competitive grants-based program.






