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Future Directions – Digital Economy 
Consultation Paper

A response by the Australian Industry Group

Introduction

The Australian Industry Group welcomes the opportunity to respond to the Department of Broadband, Communications and the Digital Economy consultation paper on the ‘Digital Economy Future Directions’. As a membership organisation representing businesses with over 750,000 employees across a range of industrial sectors, we have member companies that are active drivers of the digital economy, as well as companies that are everyday users of a diverse suite of ICT products and services.
It is encouraging to see the Australian Government focusing on the drivers of the digital economy as a priority public policy issue; and it is not overly dramatic to stress that the policy and regulatory conclusions that emerge from this process will play a large part in moulding the future shape of the Australian economy.

Of course, consultation is important but the Digital Economy Future Directions paper needs to do more than simply ask the right questions and provide a roadmap for maximising Australia’s participation in the digital economy. It must translate that roadmap in to action, for both industry and Government, by enabling the public and private sectors to unlock the commercial and social potential that digital technology provides. 

Ai Group believes it possesses the right mix of specialist ICT members, and companies operating across the entire Australian economy; and is therefore ideally placed to assist the Department in implementing its roadmap for the Digital Economy.
What is the digital economy?

The internet, both as an infrastructure and service enabler is an obvious and fundamental component of the digital economy. However, Ai Group would strongly caution against equating the digital economy with the internet in the way in which the consultation paper currently ascribes. At present, the consultation paper tends to put an excessive emphasis on the Internet, at the expense of considering broader technology application, transformative business change and capability development. In short, to truly realise the potential of the digital economy a much broader understanding of what it constitutes is essential. 

It is equally important to consider the characteristics that underpin the digital economy, rather than maintaining a narrow focus on the technology itself. The following characteristics are non-exhaustive but do provide a solid summation of core attributes:
· citizens, communities, business and government communicating and transacting in a virtual rather than a physical environment;
· automation of processes and functions;

· intelligent systems;

· remote access to information and services that would otherwise require a physical presence;

· cashless and paperless transactions;

· mobility;

· access to and manipulation and presentation of, vast amounts of data and information that would be otherwise inaccessible, incomprehensible and unmanageable;

· ‘immediacy’ – ability to transaction in real time, any time and from anywhere, and to experience and mitigate risks and consequences also in real time. 

As Microsoft founder, Bill Gates, once noted “The first rule of any technology used in a business is that automation applied to an efficient operation will magnify the efficiency. The second is that automation applied to an inefficient operation will magnify the inefficiency”. So it is not the technologies themselves that are important, but rather what they enable that matters. The objective of public policy therefore must be to ensure the competitive advantages and efficiencies provided by digital technologies are spread widely across the Australian economy whilst minimizing any potential downsides. In practice this should lead to a focus on the following key areas: 
· increased efficiency by removing unnecessary and redundant manual processes; 

· improved accuracy and precision through access, immediacy and reliability of information;

· increased quality and reduced waste through standardisation, reliability and consistency of processes;

· an expansion of reach and presence;

· service delivery flexibility and increased variety in choice of service channels;

· remote networking, information sharing, knowledge exchange and collaborative thinking; 

· improved risk mitigation and management through real time access to information and real time capacity to respond. 

Related to this, and a point which is currently underplayed in the Department’s consultation paper, is that the impact of the digital economy will be felt across all industries. Often in the past Government, whether here in Australia or abroad, has tended to look at digital technology as a niche component of the economy rather than considering the application of such technologies across all sectors of the economy. Whilst steps taken by the Government through the Future Directions consultation paper are welcome there appears to be an element of detachment from wider economic policy and other strategic objectives already set out by the Rudd administration.
The role of Ai Group

Looking ahead Ai Group believes it has a key role to play, working with the Government to ensure Australian businesses realise key productivity and competitive gains from digital technology. As has been demonstrated across a range of other government programs, most notably through Enterprise Connect, Ai Group is well placed to help translate departmental policy in to business action.
Ai Group has an obvious role to play in ‘educating’, supporting and influencing its members to make the transition to the digital economy in a way that achieves the gains, the government expects. However, an additional advantage Ai Group has is that it represents a broad slice of Australian industry, and is therefore able work on behalf of both the businesses and the people that provide digital technology, as well as those companies who will increasingly be the users of digital products and services. 

Consultation Paper Overview

As indicated above, Ai Group welcomes both the focus on the digital economy and many of the components flagged in the Future Directions consultation paper. However, at present, the paper provides an interesting narrative on contemporary developments within the digital economy but does not provide sufficient global analysis; neither through comparisons of Australia’s existing position or relative to established international benchmarks, nor by examining successful initiatives taken by overseas governments. In many ways the real commercial and social potential of digital technology is that it enables Australia to be fully integrated in to global economic activity. As such, there is a clear need for the Department’s final report to better reflect global context and accurately appraise Australian performance. Indeed, a key role of the proposed Roadmap should be to map out a plan for ensuring and measuring Australia’s competitiveness in this global context. 
It is also important that both the Government and industry are up-front about the competitive challenge being faced by Australia. In Asia, Europe and the USA, governments have already identified the potential of the digital economy as a catalyst for new industries, new innovations and productivity improvements that will improve domestic services as well as provide new global business and economic opportunities. Within the last few weeks the British Government has published ‘Digital Britain’ its blueprint for future economic success. Digital Britain contains a range of measures, estimated at a cost of £50bn, that seek to provide the United Kingdom with world leading digital infrastructure. So it is important that Australia learns from international best-practice whilst moving quickly to secure its own commercial advantage from digital technologies.
It would be remiss of any submission made as part of the Future Directions consultation not to acknowledge current economic conditions. However, whilst it is an unquestionably difficult commercial environment this should not be used as an excuse to delay policies designed to ensure Australia is at the forefront of the digital revolution. Indeed, whilst other governments around the world, most notably in the UK and the new Obama administration in the United States, have made clear that their economic stimulus measures will include a focus on delivering the technological infrastructure of the future, as yet there have been no such signals from the Australian government. 

Ai Group welcomed the package of measures recently announced by the Government to stimulate the Australian economy in the face of a significant deterioration in the global economy. However, it was disappointing that this package contained no specific measures to support the development of the digital economy. Whilst considerable emphasis has, rightly, been placed on infrastructure renewal Ai Group hopes that the Government will seize the opportunity presented by current economic conditions to invest in technological infrastructure as well as traditional infrastructure such as roads, ports, and rail systems. In addition, traditional infrastructure assets are more likely to deliver productivity benefits if they are enabled with ‘smart’ technology to improve their operational effectiveness and longevity.
Strategic Focus

Currently the Future Directions consultation document concentrates on posing a range of questions concerning the development of the digital economy. Whilst these questions are important, and are dealt with below, Ai Group believes that there are a number of areas where the Government and industry should maintain a strategic focus:

Global internet connectivity – Like a number of other countries, Australia is dependent on submarine cables for the overwhelming majority of its internet traffic. These cables provide links and back-up for global intercontinental traffic and Ai Group would like to see a greater priority given to this critical aspect of infrastructure. In particular, considerable attention must be paid to current and future capacity, especially given the projected increase in bandwidth hungry content services – services that are likely to be in especially heavy demand in Australia, and which are providing increasingly rich commercial opportunities. It is important that submarine cables are viewed as something more than a simple ‘plumbing’ issue, where a proactive approach could enable Australia to establish itself as a key player in the future ‘trade routes’ of the digital economy.

Digital Regional Hub - Australia already has strong business and social infrastructure, and a (relatively) benign regulatory environment. However Australia’s attractiveness to global business, and international investment, is limited by the ‘tyranny of distance’ and a range of other factors. Ai Group believes a key component of the Government’s strategy to grow the digital economy should be to make Australia the preferred location for business in the Asia Pacific region. A supportive technology, communications and research environment is key to this, and the current review of Australia’s taxation system, as well as recent reviews of Australia’s privacy regime (by the ALRC) and of innovation (the Cutler Review), and the work of Infrastructure Australia, provide opportunities to draw together issues that might otherwise remain unconnected. By fostering an environment conducive to the digital economy, coupled with established benefits such as a stable political environment and an English-speaking and well educated population, Australia would be well-placed to establish itself as a natural home for international businesses looking to grow throughout the Asia-Pacific region.
Content – Evidence from the United States and Europe suggests that a significant proportion of the commercial benefits to be realised from the digital economy will arise from the delivery and use of digital content; as such 
Ai Group believes this should be the focus of particular policy attention by Government (and industry). Of course, whilst content and services are both outcomes in their own right, they are also enablers of many potential downstream benefits and services. Compared to other OECD countries, Australia’s share of knowledge intensive service exports has changed little since the 1990s; despite a relatively solid record on education and innovation. Content is already becoming king in the digital economy, where consumers are increasingly less interested in the technology itself, more what it enables them to do/experience. Accordingly, there is a real opportunity for Australia to draw upon its natural creative talents and to apply these to the digital medium. Ai Group believes Australia can position itself as a regional, maybe even a global, leader of digital content. However, this will not happen by accident and a detailed and coordinated strategy is required to nurture and develop creative and knowledge-based industries over a 5-10 year period. 

Integration – As evidenced by the public sector, considerable benefits could accrue from the integration of existing technologies/systems. Not all of the focus of the Government’s policy should concentrate on the development of new technologies, and there are considerable commercial and efficiency benefits to be leveraged from making established systems more inter-operable and/or working better. Ai Group recently welcomed the publication of the Gershon Review of the Australian Government’s use of ICT [insert submission web-reference], and is looking forward to working with the Department of Broadband, Communications and the Digital Economy to implement its set of recommendations. However, whilst looking at the procurement and use of ICT throughout the Federal Government and its agencies, Gershon did not seek to identify areas of Government work where digital technologies could be effectively applied. Consequently, Ai Group would urge the Government to put its own house in order by looking to maximise the amount of public services, and information, available online and through other digital technologies. There is considerable evidence available of governments around the world delivering extensive services over the web, or by mobile technology, and we would urge the Federal Government to learn from international best practice in order to ensure Australia is a leader, not a laggard, in the provision of digitally enabled public services.
Innovation

A well-developed digital economy strategy has the capacity to facilitate structural adjustment in sectors that will need to change in order to survive and grow in the future. The current global economic crisis has added greater focus to the need for traditional industries to remain innovative. While some industries and businesses will inevitably struggle to retain relevance in the digital world, others will require support to transition to an increasingly complex global economy. In order to help drive innovation throughout the Australian economy, Ai Group recommends (either as part of the formal Budget process, or earlier) a comprehensive Innovation Statement by the Government that sets-out how ‘Venturous Australia’, the report of the Cutler Review of the National Innovation System, will be taken forward, and on what timetable. Furthermore, as part of its Pre-Budget submission, Ai Group has advocated a range of specific measures which we believe will provide support, and stimulus, to both ICT and more traditional industries [http://www.aigroup.com.au/portal/site/aig/policy/submissions/]. In particular, we would draw the Department’s attention to:

1. The need for a creative industries strategy to further release the commercial potential of Australia’s artistic and cultural assets. Particular consideration should be paid to the impact of design and technology as an enabler of innovation across other industrial sectors. This strategy should also consider current intellectual property regimes and seek to address established weaknesses whilst strengthening protections against threats to Australia’s creative capital from piracy and illegal distribution.
2. The establishment of a National Technology Strategy, under the auspices of the National Innovation Council, to identify and develop areas of strategic importance to the Australian economy. The Strategy should focus on medium to long-term issues and provide a framework for setting relevant policy priorities and improving the effectiveness of business support. 
Services

Globally, the services economy now constitutes some 75% of the GDP of major industrialised countries. In Australia, services generate almost 80% of Australia’s GDP, represent nearly 85% of employment and contribute over $40billion (about 21%) of total exports. In short, services have rapidly become the greatest contributor to Australia’s economic activity and well being. Comparatively however, Australia’s growth in services has slowed relative to developing nations such as India and China and our share of global services exports has dropped from some 1.45% in 1996 to 1.15% in 2005. Advanced economies around the world are realising that their competitive future lies in services and this is a factor which is increasingly salient for the development of the digital economy. As referenced elsewhere in this submission, it is critical that digital technologies are considered vital to the Australian economy because of what they can do (i.e. through the provision of new products and services) or what they enable rather than because of the technologies themselves. As such, Ai Group would urge the Department to give the application of digital technologies to service industries particular focus in its final report. On the one hand, such a strategy has the potential to reap significant efficiency and economic gains. On the other, absence of such a strategy exposes current service industries to both future funding and competitive risks. 
Historically Australia has been strong in knowledge intensive services such as health care, finance and education, as well as in areas such as human resources, welfare delivery, and general administration. However, in many of these areas the ‘digital revolution’ appears to have passed the sector by with existing methods and business practices ageing and, in some cases, outdated. Government can play a crucial role in addressing this by leading, at all levels, in the uptake of new technology and through the subsequent delivery of new services.

Infrastructure
Ai Group believes there is additional capacity for digital technology to assist the efficient use and longevity of Australia’s national infrastructure. Already there are numerous examples of such technology underpinning operational infrastructure in areas such as energy and transportation. However, the adoption of digital technology as an integral component of ‘smart infrastructure’ is still some way off and Ai Group urges the Department to take a proactive role in working with Infrastructure Australia to ensure that greater consideration is given to the application of technology in national infrastructure projects
The potential for Australia to develop a world leading digital economy also depends critically upon the deployment of a national high speed broadband network, and its related infrastructure. Whilst there remains some debate over how such a network should be built and operated, there is little debate within the business community over its importance to the Australian economy.
Australia’s competitors are also alive to the economic importance of high speed broadband networks and are taking action accordingly. Regrettably, recent World Economic Forum reports have shown Australia lagging behind other developed countries in a number of crucial areas, including the cost of broadband, the number of high speed broadband subscriptions and access to digital content across a wide range of platforms. Ensuring competitive access to the new National Broadband Network, once established, will be key to addressing these problems.
Ai Group has made clear in several representations to Government the course of action that it feels should be taken in order to maximise both the speed, and the effectiveness, of the rollout of a high-speed national broadband network. Our most recent thoughts were detailed in a submission to the Senate Select Committee on the National Broadband Network and can be found at: Insert weblink. 

Privacy & Security
As indicated above, digital technology has a crucial role to play in national infrastructure, and the delivery of public services. In addition, an increasingly digital economy means many of the threats and challenges to legitimate commercial practice will also increasingly come from the digital world.

Australia’s future economic strength will therefore come to rely heavily upon effective e-security and secure digital systems, so serious attention needs to be paid towards developing capacity in this area as part of the Government’s blueprint for a digital future. 
In order to build credibility outside of Government, it is essential that the deployment of digital technology across Government is done in a manner which embeds best practice in areas of data protection and information security. Ai Group believes greater focus should therefore be placed on establishing the requisite access and security systems than will minimize data spillage and fraud. As evidenced in both the United Kingdom and the United States, high profile losses of personal data by the Government can significantly impact on both the trust and use of technology for personal and commercial practice. 
As part of this process, Ai Group believes the Government should strengthen regulatory oversight in order to build security and public confidence. At a more basic level, attention needs to be paid to ensuring users of digital media are aware of, and apply, supporting business policies and practices. Technology alone is not the answer, and not enough attention is paid to the responsible application of new technologies and the integration of physical and logical security and privacy practices. Consideration should also be given to bringing data protection and freedom of information requirements under the auspice of a single ‘joined up’ regulator.

Regulation
The pace of technological change continues to run unabated, and the regulatory issues this creates, is an issue for both Government and industry. Ai Group believes that the commercial and social potential of digital technology in Australia could be constrained by the inefficient regulation unless a careful watch is maintained.

Ai Group recognises that public institutions need to apply due diligence, and maintain fully transparent processes, when considering new legislation or changes to established regulatory models. In that sense it is right the Government take time to get regulation right.

However, this approach sits oddly with commercial practice, where companies are expected to move quickly in order to react to changing consumer trends and global economic demands. Ai Group acknowledges that it is no easy task to tackle the inefficiencies present in current regulatory systems; nevertheless we believe it is important that the weaknesses in our existing regulatory systems are openly debated.
Content regulation, for example, is an area where Australia retains distinct regulatory silos which reflect a technological era that no longer exists. Much of Australia’s current content regulation was designed for an unconnected world of television, radio and newspapers; and whilst ad hoc ‘scaffolding’ has been built, the regime is clearly unsuited for a time where video, music, and advertising are all contained in a ‘video’ game that can be played on mobile phones or over the internet.

Australia cannot afford to let regulatory models stand still in a world of iPhones, IPTV, Slingboxes and Next Generation Networks. If Australia is to realise the full potential of the digital economy it needs a regulatory regime that is responsive and flexible; one that is able to look across all mediums and provide a consistent interpretation for business and consumers alike.

Whilst there have been some positive moves to reflect changes in technology within Australia’s regulatory structures in recent years Ai Group feels it has not gone far nor fast enough. 

Ai Group also believes that it is overly simplistic to claim that there is too much regulation. Indeed, in many aspects of the digital economy a strong and transparent regulatory framework is both wanted and needed by industry. But there is an unequivocal case for greater regulatory efficiency, ensuring there is not undue complexity and duplication; as well as the need to drive institutional efficiencies and better value-for-money. As such, the current regulatory model is inefficient for industry and Government alike. There is also little doubt that this approach is stifling Australia’s creative economy and delaying the advent of new digital services.

Ai Group believes that Government should adopt a new approach to regulating the digital economy. A logical starting point would be to establish a truly converged, 21st century, regulator which covers the full breadth of the digital economy rather than the established piece-meal, and highly inefficient, approach.
A response to specific questions raised in the paper

In addition, to the points made above, Ai Group would like to respond to specific questions raised in the Consultation Paper:

What markers of success can Government, industry and other stakeholders establish (B1, page 3)?

Ai Group believes that in order to effectively measure success it is imperative the Government sets appropriate benchmarks and targets. These should carefully consider models successfully implemented overseas. In addition, it is important to measure rates of performance regarding download speeds across significant user segments; and it will also be crucial to measure outcomes. To achieve this, Ai Group recommends that the Department develops a performance framework in conjunction with key stakeholders such as industry, communication providers, service providers and consumers of services. Ultimately measures need to be able to show the extent to which productivity and competitiveness have been improved or otherwise and how we rate internationally. 

When is potential maximized (B2, page 3)?

Taking in to account the answer above, this will occur when appropriate benchmarks are exceeded and/or targets met. The real issue is how best to develop and implement an appropriate performance framework and measurement methodology. There is always scope for innovation and the very nature of new technologies, and the pace with which they converge and change, means we cannot be complacent. Australia must respond dynamically within a dynamic environment.
What more can industry do to address concerns about consumer privacy and online safety (C1, page10)?

Put simply, education. However, in order to take positive action it is important to break down the areas of concern into discrete components: Consumer Interface Security (with strong processes relating to identity management), Transaction Process Security, and Back-End System Security processes. 
Ai Group believes that building an understanding of what secure processes are already in place will help allay concerns over the protection of personal data. Where necessary, further information can be provided: to help prevent attacks on ID and transaction data; how encryption / decryption adds value to data protection; how back-end systems can assist fraud detection; and information on breach detection and filter systems. In addition, more should be done to develop trust and mutual understanding between industry, government and regulators. 
What more can be done to increase trust and confidence in online transactions (C2, page 10)?

Again, education and information for users is key. The sharing of published achievements on enhanced online security, reduced hacking, fraud reductions etc can all play a powerful role in this process but this material must not be available only to established users of technology. Building wider public confidence is crucial and this must include the provision of educative material in traditional as well as online forms. 
Are there possible barriers preventing a strong retail experience in Australia? What can industry and other stakeholders do to address these (C4, page 10)?

Yes, by OECD standards levels of online commerce within Australia are low. In order to redress this public information about the ability to transact safely online, and the sharing of best practice is important. In addition, greater focus needs to be initiated at the retail level. Major Australian-based retailers should not cut themselves off from potential customers, whether domestically or internationally, by failing to provide an ability to sell online. Not only is such an approach commercially suspect, it also disenfranchises consumers, especially those located in remote communities. Further analysis should be undertaken to better understand the drivers behind Australia’s current performance, including investigation of the costs involved in comparison to other overseas markets.
How can industry assist in promoting the attractiveness of ICT related degrees (C3, page 15)?

Ai Group acknowledges that opportunities to do this in the past have been limited by the fragmented voice of the ICT industry. An immediate priority is for the main industry associations to come together to present a consistent voice in this area. This should include the involvement of recognised industry leaders, and reflect the diversity of roles, and personnel, engaged in the digital economy. We also need to ensure that technology is better integrated with business perspectives, i.e. not technology for its own sake but as a means to support and enable new business opportunities or efficiencies. 
The Government has already committed to review and propose regulation for e-waste and has taken steps to promote smart technology to manage scarce resources. Are there additional steps the Government can take on these issues? What additional steps can industry take in relation to these issues (C5, page 23)?

Ai Group wishes to draw the Department’s attention to the growing pool of evidence from around the world which illustrates how an effective e-waste strategy can be implemented. This is an area where it is important Australia learns from best (and worst) practice around the globe. Information could be collated via an appropriate Federal agency and distributed to industry through national associations (Ai Group would be more than willing to play its part). Industry has already moved on areas like ISO 14001 accreditations, and it is relatively simple for government to “encourage” adoption of an EMS by companies that complies with ISO14001.

Conclusion

In summary, the Future Directions Roadmap for Australia’s digital economy must be both strategic and dynamic - it must have a clear and focussed view of what the objectives of government policy are, and be sufficiently flexible to adapt to emerging requirements, new priorities and commercial opportunities as they emerge. It must also see industry as an integral part of delivering any Roadmap, not as a semi-detached bystander. In terms of the content of the Department’s final report, Ai Group believes the Roadmap:

· must encompass a broader view of the digital economy than is described in the Consultation Paper and, to this end, stake out an ambitious agenda for Australia’s future positioning in it;

· needs to have a strong focus on encouraging and supporting business innovation to assist the transition process and ensure industry and commercial and societal benefits are maximised;

· must be driven by, and be focussed on, achieving productivity gains and competitive advantage;

· recognise that fundamental business process, practice and cultural reform is a necessary and underlying pre-requisite for an effective transition to a truly digital economy;

· must include a strategy to reassert Australia’s competitiveness in the services and creative industries;
· must incorporate a fresh approach to ensure regulatory frameworks are flexible and fit-for-purpose.
· needs to include a greater government focus on the upgrading of enabling critical infrastructure. This must include assessment of Australia’s capacity and capability to access global bandwidth;

· must take in to account cross-cutting recommendations contained in contemporary reviews on e-security, innovation, privacy and climate change; and

· must ensure the Federal Government assumes a leadership and, where required, facilitative role, in progressing the digital economy. This includes leading by example in the development and delivery of public services. 

Ai Group, and its members, shares the Government’s desire to unlock Australia’s digital potential; and we stand ready to work with the Department to make that happen.
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