
FEBRUARY saw the first Defence Industry 
Policy Statement (DIPS) since 2010. While a 
new DIPS is welcome, the statement doesn’t 
change our current approach to leveraging 
Defence acquisitions so as to maximise Aus-
tralian industry content, and thereby enhanc-
ing our national capacity for self-reliance.  

The DIPS2016 fails to account for the 
fact that there is no open or transparent 
defence and security market in the con-
temporary world. Defence and related 
industries are excluded from multilateral 
and bilateral free trade instruments. The 
most comprehensive multilateral frame-
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“The global practice of 
offset agreements is 
widespread and growing.” 

The argument for offsets
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work covering government procurement 
is the World Trade Organisation Agree-
ment on Government Procurement, 
which exempts defence.

Defence and related industries are not 
only exempted from international trade 
agreements, but their performance is fur-
ther distorted by secrecy, geo-strategic con-
siderations (i.e. some customers will never 
contemplate the Russian supply chain), 

together with widespread govern-
ment protection (i.e. Buy Ameri-
can Act), regulatory support, subsi-
dies and other forms of support by 
nations throughout the world. For 
these reasons, the notion of what 
is “internationally competitive” in 
defence industry is difficult to as-
sess or even define.

While Australia is adopting an open 
market approach, with no hurdles for for-
eign suppliers to compete for its Defence 
projects, governments around the world 
are using many policies and programs to 
preference and guard their indigenous de-
fence industries. 

The global practice of offset agree-
ments is widespread and growing, as seen 
from the studies undertaken by the Off-
set Research company Avascent, which, 
in presenting a forecast for Offset Obli-
gations for 2016, advised that cumula-
tive global offset obligations had reached 
US$450 billion. 

IHS Janes recently estimated that be-
tween 2000 and 2011 an additional 24 na-
tions introduced formal offset programs, 
bringing the total number of countries 
with offset programs to around 120. For 
example, Indonesia announced a new off-
set policy that imposes a minimum offset 
requirement of 35 per cent, with an em-
phasis on technology transfers to enable 
localized production, which will increase 
by 10 per cent every five years until it 
reaches 85 per cent in 2039. Indonesia 
also offers “multipliers”, which serve as an 
incentive toward certain types of obliga-
tions, in this case items that are regarded 
as important to enhancing Indonesia’s 
economic development.

The 2016 DIPS forfeits opportunities 
and ignores Australian industry, by forcing 
international prime contractors of military 
equipment and munitions to overlook Aus-
tralian defence industry as participants. 

THE past 12 months have seen a paradigm 
shift in how Government intends to define 
its relationship with Defence Industry.

The First Principles Review and De-
fence Industry Policy Statement both 
recognise industry’s fundamentally im-
portant contribution to defence capabil-
ity. This fundamental inputs to capabil-
ity (FIC) construct is well established 
in Defence and has long identified eight 
areas of interest spanning the people, 
training, organisational and doctrinal 
elements that combine to create a effec-
tive military outcomes. The three service 
chiefs who are designated as the capabil-
ity managers not surprisingly, invest sig-
nificant time and resources to ensure the 
availability and effective integration of 
these inputs. 

Redefining the Defence and Industry relationship
The Government’s in-principle intent 

for Defence industry to be recognised as a 
ninth FIC is now firmly established in these 
two key documents. To date, there has been 
significant enthusiasm for the concept but 
few people (industry or defence) have been 
able to provide coherent answers to two key 
questions: how do we define those elements 
of defence industry that are a FIC and what 
will need to change in the culture and pro-
curement practices of Defence as a result? 

The Parliament’s Defence sub-committee 
provided one approach to answering these 
two questions in its report “Principles and 
Practice – Australian Defence Industry and 
Exports” tabled late last year (as noted by 
ADM in Dec 15 and again in Mar this year). 

The Defence Industry Policy Statement 
addresses one of the Committee’s key rec-
ommendations by putting in place a frame-
work to answer the first question: how do 
we define Defence industry FIC. 

The establishment of the Centre for De-

fence Industry Capability, the Sovereign 
Industrial Capability Assessment Frame-
work and a consequent Defence Industrial 
Capability Plan give clear focus to the Gov-
ernment’s intent. 

To be effective, this new approach re-
quires a high degree of granularity around 
the specific industry elements—eg: prod-
ucts, services, workforce competence and 
capacity (such as design engineering and 
manufacturing) and intellectual proper-
ty—that need to be retained in Australia. 
The FIC assessment criteria must consider 
how best to deliver value for money across 
the whole-of-life for any given capability as 
well as the issue of sovereignty (ie: which de-
cisions do we want to be able to make in the 
national interest without being dependant 
on another nation’s policies or priorities). 

Finally, to be of value, the Defence Industri-
al Capability Plan must become a key consid-
eration in Defence’s procurement practice and 
priorities – a topic for next months column.
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