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Thank you very much, Jim, to Fred Tinsley, the chairman of the Australian British Chamber of Commerce here in Victoria; Jenny Garber your CEO, executive director; Peter West, the Consul-General for Britain here in Victoria; to all of you who are members of the chamber and supporters of it, and in particular, Australia's relationship with the United Kingdom in industry and commerce, to all of you thank you very, very much for being here today.

My introduction to the defence industry was when I had the great fortune and the privilege to be the Parliamentary Secretary for Defence back in 2001. I had many experiences in that year and one them I recall going out to CEA in Fyshwick and there was this building, which was jammed between a bed shop and a used car yard where leading edge technology for a phased aray radar system was being developed by a leading medium sized Australian company for Australian defence.

What it highlights is the importance of defence industry to our country and the difficulty in a necessarily large organisation in seeking to see that we can support and drive and nurture and fund innovation in defence industry.

When the Commonwealth statistician announced the September growth figures in 1991 at 0.34 per cent, it formally represented and signalled the end of the recession that we were told at that time we had to have. It also heralded what has been 15 years of unprecedented and continued economic growth in this country.

When the Government changed in 1996, one of the many things that was commissioned was the Retirement Incomes Modelling Taskforce Report for the National Commission of Audit, which amongst many other things, set out Australia's future over the next 40 years. One of them, which is not unique to Australia, but is very much one of the things that's going to influence defence industry policy over the coming decade, was that over that 40 year period the age dependency ratio in Australia - in other words, those people 15 to 64 years of age in the working age group to those who are non-working age group - would decline from 5.3 to 2.6 to one.

In late 2004, the Productivity Commission released its 40-year forecast for Australia. And in the absence of significant improvements in productivity growth in Australia we will face a seven per cent fiscal gap. In other words, the gap between expenditure in our country and income is likely to increase by seven per cent of GDP. Another way of putting it is that to maintain the health and welfare costs of ageing in Australia, we would need to increase taxes by 23 per cent unless we can sustain annual productivity growth in excess of two per cent.

All of those things and the things that we face today in terms of a very high operational tempo, we've got a record investment at the moment currently and forecast over the next decade in defence expenditure. We've had major reforms, the Kinnaird reforms for defence procurement in recent years. We've also had globally some restructuring of defence industry necessitated largely by a significant increase in the cost base, which is not unique to what happens in another part of the world, which I know is also what you face here in Australia.

The defence industry has been a fertile area for research by politicians, governments, defence industry analysts and others, over the last 30 years. In fact, we've had some 23 reviews of one sort or another and we've had industry-wide reviews – Jim, you'll be I'm sure amused to know – in 1986, 1992, 1994 and 2002 to 2004.

We've also had industry policy reviews – defence industry policy reviews – in 1970, in 1982, '84, '86, '88, '89, '90, '91, '94, '97 and 2000. Further to that, we've had industry policy annunciations in 1973, 1987, 1993, 1997, 1998 and again in 2000. So, in other words, I know many of you are sitting there and thinking, well, we've heard all of this before and here we go again. In one sense you may be right, but in another you may be proved not quite right.

At the moment, our defence expenditure, as you're aware, is 1.9 per cent of the nation's GDP; that is despite significant increased investment as a reflection of the fact that our economy is growing. We face, however, the challenge of our non-farm deflated GDP dropping from about 4.3 per cent to 1.9 per cent over the coming four years, which will have consequences for us in defence funding, notwithstanding the three per cent real increase that we announced in the Budget this year, out to 2015, 2016.

Around 20,000 Australians are employed directly in defence industry. About $2.1 billion of that money that we spend on defence industry – the $8.7 billion that comes from the DMO – about $2.1 billion finds it way, one way or another, into the 300 or so SMEs that are in defence industry in Australia. At the moment – of the 20,000 that are employed – we've got about 5,200 that are in regional parts of Australia.

In going forward, back in May, I called together a representative group of policy analysts - CEOs from the primes and also representatives of Australia's SMEs in defence industry - to canvass the issues that might surround the development of defence industry policy. It seemed to me that defence industry is an essential part of Australia's capability. And I think, too often in the past, it has suffered from benign neglect from Government. There's always been an assumption that defence industry would always be there and will always follow the money that is available. And, to some extent, there is some truth in that.

But I decided that it was time that we actually had a very serious go at putting defence industry policy together. It seemed to me that if I were to place myself in the shoes of any of you who work in defence industry in this country, that there are many uncertainties, with which you have to deal in the political and decision-making process, which make it very difficult to encourage medium and certainly long-term investment in defence industry in our country, and that and many other things we've sought to address in the development of policy.

I'm indebted to the Minister assisting, Bruce Billson, whom I asked to conduct public consultations around the country, to Henry Ergas and Kerry Clarke and Mark Thomson, for the work that they put into working with Minister Billson on those consultations and putting together the submissions that we received, in a formal sense and also the informality that was associated with the consultations.

I'm not today releasing the actual defence industry paper, but I am going to tell you some of the things that will be in it. Personally, I think there's a little bit more work I'd like to see done on it and for that reason, I would expect to release it well within the next fortnight.

It will be a draft paper. They are draft proposals, but as I said back in May, it is important that industry, prime and SMEs have an opportunity to consider what I am thinking about proposing to the government before it goes any further. I recognise it will be impossible to achieve consensus on all issues within the paper, but I think it's important that we don't have significant opposition to key elements of it.

It'll basically focus on seven areas. 

The first will be Priority Industry Capability for Australia. 

One of the things we'll be proposing is that a defence self-reliance paper will be formally developed and put to the government every two years for its consideration, review and update. In addition to that, the defence capability plan, when it's released every two years, will include recognition of those industries that we consider to be a priority for capability.

The second area for attention will be - Value for money. 

I make no apology for saying competition will continue to be the main driver of decision-making in the marketplace, albeit a limited marketplace, in Australia. But it's also interesting to note that if you go back over the last four years, 37 per cent of the contracts that we've signed off on have been sole-sourced.

When the defence budget papers are published, we actually set out what we believe to be the risks in the project. And the reason for that is Australia cannot afford to be risk averse. If we don't want to have an off-the-shelf defence force and defence capability, we've got to be prepared to take a risk from acquiring equipment in an increasingly technological complex military marketplace, and to set those risks out at the time we make the decision that we're going to acquire a certain capability. So that Australians and the defence companies that might choose to provide that capability, have a very clear understanding of what those risks are.

The third area will be - Improving Participation by Defence Industry.

At the moment, are doing a lot of things with defence industry, but one of the things that we are going to look at is if a project is worth more than $50 million nominally, that the proposal should bring forward a well-developed cost-effective analysis of the potential role of Australian industry in the project and to what extent is there Australian industry capability that could contribute to the proposal that is being put to us by a particular company.

We will also be determined to leverage Australian industry into global supply chains when we make foreign acquisitions. And, as you can see as we go through – for example, the Joint Strike Fighter acquisition that's been one of the key parts – one of the key priorities, before we sign off on the production, sustainment, follow-through and development MOU, which we will do in a couple of weeks in Washington. We want to make sure that defence industry is actively involved and considered in all of the decisions that we make.

The fourth area for attention will - Cooperation between the Defence Materiel Organisation and Defence Industry. 

One of the things that you'll see in the paper, when it's released, is that there will be a round of formal and informal round-tables conducted at my instruction between the DMO and defence industry, prime and SME, over the course of a year. I might also add that we will also look at publishing a defence industry participation manual on an annual basis, beginning in 2007.

The fifth area for attention is  - SMEs. 

If a project is worth $50 million or more, we will want to see the supply chain that's in that. To what extent is the supply chain going to work and to what extent are SMEs actually involved in it.

The sixth area is – Skills.

We forecast that, over the next decade, we'll need about 12,000 full-time equivalent more employees in defence industry, given the level of investment we forecast in the DCP. And as you know, there's $50 billion at the moment of additional acquisition money in that DCP up to 2016. I hasten to add that's a minimalist position and, as you've seen from the experience of our Government, that when we have political will and we also have the financial resources to do so, we do acquire things above and beyond that.

Skills are going to be a major challenge. One of the priorities I have for defence recruitment and retention is to get back to a situation where parents are saying to their children who are uncertain about their careers, why don't you join the army and get a trade.

The final area which the policy will cover is - Innovation, Research and Development. 

One of the things we'd like to look at is clustering research and development and investment in it. I think through the traditional conventional processes of the cooperative research programs that we could be partnering in defence specific CRCs.

I'd also like to see the defence capability development program meet the needs and interests of industry as much as it does the requirements of defence itself.

That's the overall architecture of what you will see in the paper when it's released, but there are some other things that the paper will canvas in some detail as well. They are draft proposals and will be a draft paper, as I say, for your consideration before I then take it to my own colleagues, hopefully for their approval.

So thank you very much for having me here today and listening to what is a very important issue to our country and as far as our allies are concerned, the United Kingdom and also the United States, of course, Australian capability as the close allies that we are, also represents their capability in this part of the world.
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