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EXECUTIVE SUMMARY

The Business Council of Australia (BCA) provides a forum for the 
nation’s business leaders to contribute directly to public policy 
debates in order to build a better and more prosperous Australian 
economy and society. 

Australia’s capacity to remain competitive in global markets will 
be a key factor infl uencing its growth and prosperity in the future. 
Competitiveness in manufacturing, mining and agriculture remains 
very important, but the BCA considers that Australia must better 
recognise and position itself for the challenges and opportunities 
presented by its services sector.

For too long the services sector has been seen as the ‘poor cousin’ to
other sectors, with few recognising the signifi cant contribution services
activities make to economic, employment, export and productivity growth.
Services account for more than 75 per cent of economic activity, 
around 85 per cent of employment, and more than 20 per cent of exports.

While these facts are impressive, recent trends highlight that we have 
been losing ground in global markets, with our share of global 
services exports declining. 

Some will argue that this simply refl ects the 
adverse impact of a resources boom and the 
associated strong currency, and that there 
will always be periods when some sectors 
outperform others. But the Australian dollar 
has been above trend rates (recorded since 
1990) for nearly three years or more,1 and 
many believe the resources boom has further 
to run. In addition, Australia’s relatively poor 
services exports performance has come 
against the backdrop of remarkably strong 
global growth, rising demand for services 
around the world, and the exceptional 
performance of some of our economic peers 
in capturing market share in global services.

Australia must fi nd ways for other sectors, 
including services, to remain competitive 
even in the face of an ‘uncompetitive’ 
currency. 
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We must carefully and comprehensively examine potential sources of competitiveness, as well as those policy and 
other factors that may be impeding productivity and success in both domestic and global markets.

Improving the competitiveness and performance of our services industries will require looking at many issues from 
new and different perspectives, and recognising that services activities are becoming increasingly important to the 
competitiveness of other sectors.

1  Promote a deeper understanding of the importance of 
a dynamic and competitive services sector, not at the 
expense of other sectors but as a complement to their 
performance and success.

2  Pursue a broadly based, comprehensive reform agenda 
aimed at improving productivity and competitiveness 
throughout the economy.

3  Increase the attention paid to emerging issues of 
particular importance to services, especially policies 
and programs which:

+  improve productivity and innovation in services industries;

+  promote better understanding of the role of inward and 
outward investment to services growth; and

+ improve access to global services markets.

The Business Council of Australia will work with governments, policymakers and relevant organisations to:

INTRODUCTION

Australia’s economic competitiveness and success has 
historically been built around its ability to produce and 
export physical goods in sectors such as manufacturing, 
mining and agriculture, particularly cars, coal, wheat 
and wool.

These sectors and their products have come to 
dominate public debate. For many, our performance 
in these areas remains the barometer of Australia’s 
broader economic success.

Australia’s capacity to maintain competitiveness 
in manufacturing, agriculture and mining remains 
important to future growth and prosperity. But the 
BCA considers that it is time to better recognise that 
our economic success and prosperity are increasingly 
linked to the performance of our services sector.

Services industries dominate economic activity and 
employment in Australia. A casual consideration of 
everyday activities makes this clear. We get our clothes 
dry-cleaned, catch public transport, place our kids in 
childcare, email friends, surf the ‘net, get accountants 
to do our tax returns, investment experts to manage our 
superannuation, vets to keep our pets healthy, doctors 
and dentists to keep us healthy, and so on. And this 
represents just a thin slice of what is an increasingly 
diverse services economy.

The services economy has underpinned Australia’s 
economic growth and prosperity over the past two 
decades. It has provided the jobs and productivity 
performance that have supported higher living 
standards in Australia.

Increasingly, the provision of services, in themselves 
or as complements to products, has also become an 
important source of differentiation, value added and 
competitive advantage in global markets. 

These trends mean that Australia’s ability to compete in 
a growing and evolving global services market will be 
a key determinant of its ability to sustain strong growth 
and economic prosperity in the decades ahead.

Despite their economic signifi cance, services industries 
are still often trivialised and their contribution perceived 
less favourably than that of manufacturing, mining or 
agriculture. Services industries are often seen to be 
low-skilled, labour intensive, and non-innovative. There 
is a widespread view that services are not as productive 
as ‘traditional’ sectors and less important in the ‘real’ 
economy. These perceptions undermine efforts to 
better understand and promote the importance of 
services, and therefore can act as a block to effective 
policy debate and development.

The purpose of this paper is to highlight the importance 
of services and to raise some key issues that are 
likely to impact on Australia’s ability to compete in 
services activities, as a backdrop to promoting a more 
comprehensive policy debate on the role of Australia’s 
services industries in supporting strong growth and 
prosperity in the future.

EXECUTIVE SUMMARY CONTINUED
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AUSTRALIA’S SERVICES ECONOMY: 
STATE OF PLAY

Contribution to the domestic economy

Services have become increasingly important in the 
economy over time and Australia is now one of the 
most services-oriented economies in the OECD.2

The share of the services sector in the economy has 
risen steadily from around 43 per cent in 1950–51 to 
78 per cent today (see Figure 1). At the same time, the 
size of the mining sector has roughly doubled (from 
a low level), while manufacturing has nearly halved. 
Agriculture now accounts for just one-sixth of the 
value added it did in 1950–51.

Strong growth in services output domestically 
largely refl ects growth in the following industries:

+ communications; 

+ property and business services;

+ transport and storage;

+ health services; and

+ fi nance and insurance.

Each of these industries has recorded stronger 
growth than the total economy over the past 
30 years and therefore increased their share 
of services and total economic activity.
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EXHIBIT 1: What are services?

There is no universally accepted defi nition or classifi cation of services, but services typically share a number 
of common features that distinguish them from goods, including that they:

+ are intangible, i.e. they cannot be seen or handled;

+  are non-storable and non-transferable, i.e. they tend to be consumed at the point of ‘production’ rather than 
stored and distributed; and

+  require direct interaction between the producer and consumer.

These characteristics provide a useful starting point, although some exceptions apply. Some services have 
tangible outputs, e.g. photographers produce photos. Information-based services are becoming increasingly 
transferable, e.g. software programs can be boxed and stored. Some services can be provided whether they are
used or not; scheduled transport is an obvious example.

Advances in technology now mean that services are often provided at arms length over the phone or the internet.

While using the above characteristics to guide discussion and debate, it is important to acknowledge that more 
detailed analysis and considerations may focus on a more disaggregated or precise defi nition 
of some aspects of services activities.

The diffi culty in measuring services

Because services typically do not produce tangible 
‘things’ that can be counted, defi ning and measuring 
output can be a challenge. This is especially the case 
when the service concerned is not sold in markets, such 
as government services. It is hard to determine prices 
for such services. More broadly, it is very diffi cult to 
account for and measure improvements in the quality 
of output provided by services fi rms, e.g. the quality of 
legal advice.

Contribution to employment 

The services sector has also become the dominant 
source of employment and new jobs. Over the last 
two decades, the services sector has accounted for 
virtually all net job growth in Australia. Collectively the 
services sector now accounts for 85 per cent of total 
employment in Australia. More than four out of fi ve, 
or more than 8.6 million, Australian workers rely on 
services jobs for their livelihood.

With the exception of electricity, gas and water supply, 
all services industries have increased their workforces 
over the past two decades. 
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Annual average employment growth, 1986–2006

Source: ABS Catalogue No. 6291.0.55.003, Table 3.

Growth in jobs in property and business services 
and retail trade has been especially strong.

In contrast, mining is the only goods-producing sector 
to have increased its workforce, and then only modestly 
relative to total employment (see Figures 2 and 3).
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Services skills and innovation

While there is a wide range of industries and therefore 
employment profi les that make up the services sector, 
many services industries rely on highly educated, 
high-skilled workers.

+  More than half of all services sector workers have 
post-school qualifi cations, while around one-quarter 
hold bachelor or post-graduate degrees.

+  More than half of the workforce in the services sector 
is employed in occupations classifi ed as ‘high-skilled’.3

The share of high-skilled workers employed in services 
industries has also increased signifi cantly over the past 
decade, and ‘high-skilled, white-collar’ jobs are now the 
most common form of occupation in the services sector, 
accounting for 41 per cent of services jobs.

In contrast with common perceptions, Australia’s 
services industries are innovative.

In 2004–05, services fi rms spent $3.8 billion on 
research and development (R&D).4 While services 
fi rms in Australia tend not to be as R&D-intensive 
as manufacturing fi rms, their share of business R&D 
expenditure has increased signifi cantly to 45 per cent 
from 36 per cent a decade ago. Australia’s services 
industries have one of the highest shares of business 
R&D expenditure in the OECD.5

It is also important to note that R&D expenditure is not 
the only measure of a company’s innovation efforts. 
Research suggests that services fi rms tend to innovate 
in ways that are less likely to involve R&D expenditure. 

The 2003 ABS Innovation Survey found that, in addition 
to expenditure on R&D, services fi rms spent a further 
$9.1 billion on innovation in 2002–03, accounting for 
around 70 per cent of total non-R&D business 
innovation expenditure.
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Services increasingly productive

A very important, and often overlooked, feature of the performance of the services sector in Australia is that in 
addition to strong employment growth, the sector has made a signifi cant contribution to productivity growth.6

OECD estimates show that labour productivity in Australia grew by around 2 per cent per annum over the period 
from 1990–2002. Of this, the services sector accounted for around 1¼ percentage points, a performance that 
is virtually unsurpassed among Australia’s OECD peers.7 This productivity performance was driven by the 
high-growth industries noted above, particularly communications, and fi nance and insurance (see Figure 4).

 Services Productivity Growth, 1990–1991 to 1999–2000
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EXHIBIT 2: Understanding trade in services

Technological change and globalisation have underpinned strong growth in trade in services.

Services trade differs from goods trade in a number of important ways. When goods are traded, 
tangible products are physically moved between the supplier and the consumer in different countries. 
In contrast, trade in services entails transactions between foreigners, but does not always involve a 
transaction across borders. Services are delivered through a wider range of channels or ‘modes’ than 
traditional cross-border fl ows (see Exhibit 3).

Services trade can:

+ occur within both the country of the supplier or the country of the consumer; and/or

+  involve the movement internationally of mobile factors of production such as investment or labour 
across borders.*

*Note: See Z. Chen and L. Schembri, Measuring the Barriers to Trade in Services: Literature and Methodologies, 2002, p. 220.
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Growth in Australian goods and services exports  

Goods Exports Services Exports

Services exports

As the services sector has become more important in 
the domestic economy, so too has the sector’s relevance 
to Australia’s export performance.

Services exports have grown at an average rate of 
6.3 per cent per annum since 1980, outpacing other 
exports (see Figure 5). The share of services in total 
exports had risen from around 13 per cent in the 1960s 
to around 20 per cent by the end of the 1990s.

In 2006, Australia’s services exports were worth 
$43.8 billion.

While this ‘headline’ performance looks impressive, 
beneath the surface there is cause for concern. A closer 
examination of the data shows that Australia’s services 
trade performance has been poor in several important 
respects. Australia’s intensity of trade in services – i.e. 
the ratio of exports and imports of services to total 
GDP – is very low by OECD standards. Only Japan, the 
United States and Mexico rely less on services trade 
than Australia.

The intensity of Australia’s trade in services is increasing, 
but at a rate slower than the OECD average and well 
below some countries. In Ireland, Korea, Sweden and 
the Netherlands, for example, the increase in services 
trade intensity has been three times or more than the 
rate recorded in Australia.8 

Perhaps most worryingly, growth in Australia’s services 
exports has slowed considerably. Australia’s services 
exports have performed as poorly as manufacturing 
exports in recent years, with both growing at just 
2.8 per cent per annum from 2000 to 2006. While 
Australia’s poor manufacturing export performance is 
often remarked on with alarm, our equally poor services 
export performance and the challenges facing the 
services sector in global markets rarely rate a mention.

Looking at performance within the categories that 
make up services exports – travel, transport, and ‘other 
services’ – it is clear that there has been a deterioration 
across all three categories since the beginning of this 
decade (see Figure 6).

Slower growth of transport services exports has been 
driven by weak freight services exports (and is therefore 
linked to broader export weakness).

The decline in travel exports is explained in part by a 
slowdown in business travel, but in particular by very 
weak growth in personal tourism.

The value of non-education-related personal tourism 
exports has grown by just 2 per cent per annum since 
2000–01, compared with rates of above 10 per cent per 
annum during the 1990s. Travel exports would have 
been even weaker had it not been for strong growth in 
education-related travel exports (i.e. students travelling 
to Australia to study).

 
Average annual growth in Australia’s services exports
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The slowdown in the ‘other services’ category (i.e. largely
business-related services exports) has been particularly 
stark. This group of services exports grew by nearly 
9 per cent per annum during the 1990s, but has slowed to
just 2 per cent per annum over the past fi ve years. Most 
of the components within the ‘other services’ category 
have slowed, particularly communication, fi nance and 
insurance, and ‘other business’ services, which includes 
most of what are commonly referred to as ‘professional 
services’ such as legal, accounting, consulting, advertising,
marketing, architectural and engineering services.

An additional cause for concern is the lack of diversifi cation
in Australia’s services exports, despite the growing 
diversifi cation of services industries around the world 
and in domestic activity. In 2006:

+  more than half of Australia’s services exports were 
related to travel services, i.e. tourism, education and 
business travel;

+  22 per cent of total services exports were classifi ed 
as transportation  services; and

+   ‘other services’ (predominantly business-related) 
accounted for the remaining 25 per cent, a share that 
has been roughly unchanged since the mid-1980s.

In contrast, there has been signifi cant growth globally in
the importance of business or commercial services exports.

From 1980 to 2005 the share of business or commercially 
related exports in total services exports globally 
increased from around 35 per cent to 48 per cent.9

Australia’s services exports performance: 
the global context

The slowdown in Australia’s services exports has 
occurred against a backdrop of one of the strongest 
periods of global growth in recent decades and 
particularly strong growth in global services exports.

Between 2000 and 2005, the value of global services 
exports grew by around 10 per cent per year.10 Australia’s 
services exports have failed to keep pace with global 
growth in services trade. In simple terms, this means 
that Australia’s share of the global services market has 
been shrinking.

Australia’s share of global services exports has fallen 
from 1.45 per cent in 1996 to 1.15 per cent in 2005. If
Australia had maintained its 1996 share of global services
exports, in today’s market this would have translated to 
an extra $9.7 billion in export revenue in 2005.

While Australia has lost market share, others have 
been benefi ting from the opportunities brought by 
the growing trade in services.

The value of Ireland’s services exports, for example, 
grew by 23 per cent per year between 2000 and 2005,
resulting in its share of global services exports increasing
from 1.2 per cent to 2.2 per cent over that period (and 
compared with its 0.3 per cent share of global GDP).

EXHIBIT 3: Modes of international service delivery

Description

Cross-border 
supply

Services supplied from one country to another (e.g. telephone calls). Service supplier 
not present within 
the country of the 
consumer.

Consumption 
abroad

Consumers of one country consuming services in another country 
(e.g. tourism).

Commercial 
presence

Establishment of a subsidiary or branch in another country 
(e.g. a bank or professional services fi rm).

Service supplier 
present within 
the country of 
the consumer.

Presence of 
natural persons

Individuals travelling from home country to another country in order 
to supply a service (e.g. legal consulting or construction workers).

Consistent with accepted international standards, the Australian Bureau of Statistics defi nes services trade 
as transactions between residents and non-residents.* This defi nition restricts data collection largely to those 
services that meet a more ‘traditional’ trading approach – i.e. it tracks services that move across borders.

The approach does not include services delivered to non-residents via a branch or subsidiary in a foreign country.
On the other hand, it does include intra-group transactions between an Australian parent and an Australian-owned
subsidiary in a foreign country, although they may not necessarily be considered a transaction between a 
resident and non-resident.

The diverse nature of services makes them diffi cult to categorise and measure, and existing trade statistics 
do not fully cover all services trade activity.

Source: World Trade Organization. *Note: The ABS defi nition of services trade is based on the International Monetary Fund’s Balance 
of Payments (BoP) methodology and followed by most OECD member countries.
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SERVICES AND PROSPERITY

The growing signifi cance of services in terms of economic 
activity, jobs and trade is a worldwide trend and one that 
is set to be sustained, if not further accelerate, for a 
number of reasons.

Changing preferences, technological advances and the 
specialisation of production activities means services 
industries and activities are becoming increasingly integral 
to the performance and competitiveness of businesses, 
including those in other sectors (see Exhibit 4).

For example, technological advances are enabling services 
activities to increasingly be split from production 
processes. This greater specialisation allows resources 
to be directed to areas and activities that deliver the 
highest value, which contributes to higher productivity 
and living standards and enables businesses to provide 
goods and services in new ways to better meet 
consumer demands.

Services industries are also becoming increasingly 
knowledge intensive and innovative and therefore will 
be an important source of competitive advantage, while 
the global demand and market for services will continue 
to grow strongly in absolute and relative terms. 

A range of factors has contributed to growing demand 
for services and the increasing service intensity of 
economic activity.11 These factors, which include rising 
incomes and changing preferences, technological 
advances, deregulation, and globalisation, are set to 
continue if not strengthen further.

FIGURE 7: Australian services industries productivity levels – 1998 to 2003

Industry % of US productivity level
1998

% of US productivity level
2003

Communications

Electricity, gas and water supply

Finance and insurance

Property and business services

114

71

73

96

83

53

67

93

Source: B. Dolman, D. Parham and S. Zheng, Can Australia Match US Productivity Performance? Productivity Commission Staff Working Paper, 
Canberra, 2007.

Losing ground in services productivity

The fact that Australia is losing market share in global 
services markets raises questions about our ongoing 
international competitiveness. These concerns 
are underscored by Australia’s recent productivity 
performance relative to other countries.

A number of services industries that were at the forefront 
of Australia’s productivity acceleration during the 1990s 
have experienced signifi cant slowdowns in productivity 
growth in recent years. 

As a result, Australia is falling behind international 
productivity frontrunners such as the United States 
(see Figure 7).

Industries in Australia where relative productivity 
performance is slipping, such as communications, 
fi nance and insurance, and business services, have 
also experienced signifi cant slowdowns in export 
growth in recent years.
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EXHIBIT 4: Successful Business Transformations

General Electric (GE)

Recognising the need that customers had for solutions and not just equipment and the potential for greater 
revenue, GE identifi ed services as one of fi ve key growth areas and began work on ‘product services’. As a result 
services have grown from the traditional activities of part replacement, overhauling and reconditioning machines 
to include engineering, media, medical, fi nancial and consulting services and a signifi cantly increased share of 
business revenue. GE increased its revenue from services from $US8 billion in 1996 to $US19 billion in 2001. 

‘Services is so great an opportunity for the company that our vision for the next century is that GE is a global 
service company that also sells high-quality products.’ Jack Welch

Source: A.P. Hahn, Services as a Profi t Center©, www.hahnconsulting.com.

‘Australia’s unique blend of languages and 
skills makes it well placed to target the rapidly 
expanding Asia–Pacifi c market for outsourced 
business services. In 2005, IBM selected Brisbane 
as the location for a new Business Transformation 
Outsourcing (BTO) Delivery Centre to service the 
Asia–Pacifi c region. The centre has become a vital 
part of IBM’s integrated global services delivery 
network of more than two dozen centres, giving 
Australia competitive advantage in the $500 billion 
global market for BTO. It is proof positive that 
Australia can compete effectively in this market.

Business transformation outsourcing is an 
outsourcing service that doesn’t just perform the 
same task more effi ciently, but also transforms 
the task to improve business results … a company 
asks a strategic business partner to take over one 
or more of its business functions and continuously 
improve them. These functions may include 
customer service, human resources, fi nance 
and accounting, or procurement.

Source: IBM Australia.

The Brisbane BTO Centre exports a range of services 
to transform and operate business processes for clients 
throughout Asia–Pacifi c and the world. These processes 
include customer relationship management, human 
resources, fi nance and administration, supply chain 
and procurement. 

Clients use the service to support growth strategies 
and achieve greater business optimisation beyond just 
cutting costs … Brisbane’s powerful blend of languages 
and contact-centre skills enable the new centre to 
service a growing range of clients from all over the 
world, particularly in Japan, Korea, China, Hong Kong 
and Taiwan.

The centre has already brought over 200 new high-value 
business services jobs, investment, and export dollars 
into the Queensland economy, adding to the critical 
mass and international competitiveness of the state’s 
local services industry. Over the next ten years, the 
centre is targeted to create up to 1,000 new jobs and 
manifold economic multiplier effects for the 
local economy.’

IBM’s Brisbane Business Transformation Outsourcing Centre
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Against this backdrop, how Australia positions itself 
to engage in and benefi t from global services markets 
and opportunities will have a signifi cant bearing on 
future growth and prosperity. Likewise, our provision 
of services domestically will have a major bearing on 
consumer satisfaction, tax burdens (related to health 
and education, for example), prices and, ultimately, 
quality of life.

As previously highlighted, weak services sector 
productivity and export performance jeopardise 
Australia’s capacity to take advantage of emerging 
services opportunities.

More consideration needs to be given to better 
understanding these recent trends and how Australia 
might improve its productivity and export performance 
in regard to services.

Improving export performance

Based on the growing importance of services trade 
globally and the benefi ts that fl ow from participating in 
that growth, Australia needs to focus greater attention 
on improving the internationalisation of its services 
sector and securing improved access in global markets.12 

As part of this process, there needs to be a wider 
appreciation of the real value of services exports, 
the benefi ts that services imports can bring and the 
role of foreign direct investment (FDI) supporting the 
internationalisation of services activities.

THE ROLE OF INVESTMENT

As this paper argues, trade statistics do not capture 
aspects of services trade that are becoming increasingly 
important. Sales of services by an Australian-owned 
business operating in another country, for example, 
are not included in Australia’s exports, even when the 
proceeds of the sale fl ow to the Australian business.13

These kinds of transactions are becoming increasingly 
important in direct terms – in 2004, services-related 
FDI accounted for 68 per cent of the total stock of 
global outward FDI14 – and as a means of generating 
opportunities in the domestic market (see Exhibit 5).

Similarly, services provided by a worker present in a 
foreign market are not typically counted in trade statistics.

In short, while the quality and availability of data and 
information on developments in services has improved 
greatly, there is still much that is poorly understood or 
not known.

In particular, efforts should be made to better understand:

+  the relationship between services trade and investment;

+  the extent to which Australian businesses are participating
in all ‘modes’ of services trade (as summarised in 
Exhibit 3); and

+  whether, and to what extent, export statistics accurately 
refl ect Australia’s engagement and performance in 
global services markets.

EXHIBIT 5: The benefi ts of global expansion

Law fi rm Mallesons Stephen Jaques reported in its submission to the parliamentary inquiry into the current and 
future directions of Australia’s services export sector that establishing a presence in overseas markets strengthens 
the reputation of the business and its position in the domestic market. It also enables the fi rm to provide legal 
services to Australian clients as they expand their businesses offshore, as well as enabling the fi rm to offer global 
careers to their employees. The latter assists signifi cantly in the ability to attract and retain people and skills and 
offsets some of the issues arising from the current ‘brain drain’ to UK and US-based law fi rms.
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IMPROVING MARKET ACCESS

Genuine access to global services markets, including 
through investment and movement of people, is 
fundamental if Australia is to make the most of global 
opportunities.

The BCA considers that serious pursuit of liberalisation 
across all modes of services delivery into overseas markets
must be a priority. Studies show that the expected benefi ts
of meaningful liberalisation of services would exceed those
fl owing from additional liberalisation in other sectors.15

Estimates suggest that global free trade across all 
sectors would increase welfare by US$2.4 trillion, of which 
US$1.7 trillion fl ows from services liberalisation. Gains to 
Australia from global services liberalisation are estimated 
at $US19 billion (or 3.8 per cent of national output).

Given the ‘spillover’ benefi ts related to many services 
activities it is likely that the benefi ts fl owing from services 
liberalisation would be even greater.

The BCA does not underestimate the challenges of 
achieving genuine liberalisation in the services sector, 
particularly given that many barriers to services trade 
and transactions are related to domestic legislation 
and policy frameworks. But improved services market 
access must be a high priority for Australia in all trade 
negotiations. Further consideration needs to be given 
to the ways in which greater momentum for such 
liberalisation at the multilateral, regional and bilateral 
levels might be promoted and enforced.

Finally, Australia directs considerable resources to 
promoting goods exports and attracting investment. 
Consideration should be given to whether these 
programs and policies are effectively enabling services 
growth and competitiveness. Several countries that 
have achieved remarkable success in penetrating global 
services markets have in place signifi cant services 
export and investment promotion strategies. Australia 
must understand the implications of these strategies for 
its own services industries and opportunities.

Lifting innovation in services is now widely seen as 
central to improving the performance of the services 
sector and the economy more broadly, and it is an 
area being targeted increasingly by some of Australia’s 
major competitors.16 This is particularly the case for 
so called ‘knowledge intensive services’ which 
provide opportunities for developed countries to 
continue to move up the ‘value chain’ in the production 
of higher value-added goods and services based on 
skills and innovation.

The BCA has previously argued that to achieve greater 
innovation success in Australia, a more complete 
understanding of business innovation is required. This is 
particularly true in regard to innovation in services fi rms, 
where it seems there is relatively less focus in terms of 
both research and policy development.

To bring about sustained productivity improvements 
and competitiveness, more attention must be paid by 
politicians, policymakers and business to innovation in 
services industries.

While more work is needed on the enablers of and 
barriers to services innovation in Australia, several 
high-level themes and issues emerge from the 
research literature and from recent work on 
innovation undertaken by the BCA. 

These issues are particularly important in terms of 
establishing a robust framework for innovation across 
the services sector, and include: 

+  the effectiveness of innovation support programs 
in supporting services industries; 

+ access to ICT and ICT infrastructure;

+  the availability of skilled workers and the importance 
of human capital; and 

+ access to innovation networks.

Other issues frequently raised include diffi culties in
protecting intellectual property in services, the diffi culties
associated with measuring and accounting for intangibles
(which has particular implications for tax policy) and 
problems accessing fi nance for innovative activities.

BOOSTING PRODUCTIVITY AND INNOVATION
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CONCLUSION

NOTES

1.  Based on daily exchange rate data from the Reserve Bank 
of Australia website, the average $A/$US rate since 1990 to 
13 July 2007 was 0.6978, and the currency has not been below 
this rate since mid-September 2004, while the equivalent average 
using the trade weighted index was 56.79, with a rate lower than 
this was last recorded in early May 2003.

2.  Based on OECD data for 2001, Australia was among a group of 
seven countries in which services accounted for more than 
70 per cent of economic activity/value added.

3.  Statistics are sourced from ABS Catalogue No. 6227.0, 
Education and Work, Australia, Table 12, p. 20.

4.  ABS Catalogue No. 8104.0, Research and Experimental Development, 
Businesses, Australia.

5.   A. Wölfl , The Service Economy in OECD Countries, OECD STI 
Working Paper 2005/3.

6.  To a signifi cant extent this refl ects the absolute size of the sector, 
but highlights the importance of sustaining robust services sector 
productivity.

7.  D. Pilat, ‘Introduction and Synthesis’, Chapter 1 in Enhancing 
the Performance of the Services Sector, OECD, 2005, p. 12 
and Figure 1.2.

8. Wölfl , p. 18 and Figure 6.
9.  World Trade Organization, International Trade Statistics 2006, 

Table IV. 2.
10. ibid., Table A 8.
11.  For a broader discussion of these drivers and issues, see for example

R. McLachlan, C. Clark and I. Monday, Australia’s Services Sector: 
A Study in Diversity, Productivity Commission Staff Research 
Paper, 2002.

12.  Market opportunities allow fi rms to grow and benefi t from 
economies of scale, which can increase the viability of innovation 
that supports ongoing competitiveness and growth. In addition, 
exposure to new forms of competition and different markets, 
tastes and preferences can drive innovation as businesses strive 
to fi nd ways to better meetthe needs and demands of new clients. 
This can result in new services being developed as well as new 
ways of delivering services, the benefi ts of which can fl ow back 
to domestic markets.

13.   Australian Bureau of Statistics, submission to the House of 
Representatives Standing Committee on Economics, Finance 
and Public Administration Inquiry into Australia’s Service 
Industries, 2006.

14.  United Nations Conference on Trade and Development, 
World Investment Report 2006, Annex Table A.I.3.

15.  This analysis uses available tariff data in agricultural products 
and manufactures and estimates of services-based barriers; 
see R. M. Stern, The Place of Services in the World Economy, 
Discussion Paper No. 530, Gerald R. Ford School of Public Policy, 
University of Michigan.

16.  See for example L. Green, J. Howells and I. Miles, Services and 
Innovation: Dynamics of Service Innovation in the European 
Union, Final Report, University of Manchester, 2001; and S. Tamura, 
J. Sheehan, C. Martinez, and S. Kergroach, ‘Promoting Innovation 
in Services’, Chapter 6 in Enhancing the Performance of the 
Services Sector, OECD, 2005.

 

The ability of Australian businesses to compete and thrive in global services markets will be a 
key factor underpinning future growth and prosperity. Greater attention needs to be paid to the 
importance of services industries and to ensuring that policy frameworks appropriately support 
and enable the ongoing competitiveness and internationalisation of our services sector. This 
paper has highlighted a number of key areas deserving of further work in this regard.

The BCA will continue to advocate for a comprehensive reform agenda to support sustained 
competitiveness across all sectors in Australia. This agenda encompasses key reforms in the 
areas of workplace relations, infrastructure, business regulation and taxation. 

The BCA will promote the importance of a dynamic and competitive services sector to Australia’s 
economic future and will undertake further work focused on the role of innovation, investment 
and improved market access for services.

BUSINESS COUNCIL OF AUSTRALIA    42/120 COLLINS STREET MELBOURNE 3000    T 03 8664 2664  F 03 8664 2666 www.bca.com.au
© Copyright July 2007 Business Council of Australia ABN 75 008 483 216. All rights reserved. No part of this publication may be reproduced
or used in any way without acknowledgement to the Business Council of Australia.



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Gray Gamma 2.2)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (Photoshop 5 Default CMYK)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.1000
  /ColorConversionStrategy /UseDeviceIndependentColor
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo false
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo false
  /PreserveFlatness false
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Remove
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages false
  /ColorImageMinResolution 100
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 100
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages false
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 1.30
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages false
  /GrayImageMinResolution 150
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 100
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages false
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 1.30
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages false
  /MonoImageMinResolution 300
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 300
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects true
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<
    /ENU ([Based on 'Smallest File Size'] Use these settings to create Adobe PDF documents best suited for on-screen display, e-mail, and the Internet.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /BleedOffset [
        0
        0
        0
        0
      ]
      /ConvertColors /NoConversion
      /DestinationProfileName ()
      /DestinationProfileSelector /NA
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles true
      /MarksOffset 6
      /MarksWeight 0.250000
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /NA
      /PageMarksFile /RomanDefault
      /PreserveEditing false
      /UntaggedCMYKHandling /UseDocumentProfile
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
    <<
      /AllowImageBreaks true
      /AllowTableBreaks true
      /ExpandPage false
      /HonorBaseURL true
      /HonorRolloverEffect false
      /IgnoreHTMLPageBreaks false
      /IncludeHeaderFooter false
      /MarginOffset [
        0
        0
        0
        0
      ]
      /MetadataAuthor ()
      /MetadataKeywords ()
      /MetadataSubject ()
      /MetadataTitle ()
      /MetricPageSize [
        0
        0
      ]
      /MetricUnit /inch
      /MobileCompatible 0
      /Namespace [
        (Adobe)
        (GoLive)
        (8.0)
      ]
      /OpenZoomToHTMLFontSize false
      /PageOrientation /Portrait
      /RemoveBackground false
      /ShrinkContent true
      /TreatColorsAs /MainMonitorColors
      /UseEmbeddedProfiles false
      /UseHTMLTitleAsMetadata true
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [600 600]
  /PageSize [612.000 792.000]
>> setpagedevice


