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Key messages 

Business prospects in 2015: 
Searching for growth 
The Australian economy needs to find significant new drivers of growth. As the mining investment boom fades and 
commodity prices retreat, we are struggling to achieve the rebalancing that is so clearly required. The recovery in 
housing construction has been a welcome boost, but is clearly not enough to support widespread growth across the 
economy either in terms of industrial or geographic diversity.  

Ai Groupʼs annual Business Prospects Survey of Australian CEOs suggests that business leaders remain wary 
about the outlook for 2015.  The dominant impediment to business growth for the year ahead is a lack of demand. 
This reflects weak business confidence - as evidenced by modest investment intentions, and the impacts the flat 
labour market are having on job security and consumer confidence.  

CEOs expectations point to another sub-par year in 2015 with about 15 per cent more businesses expecting a 
further deterioration in general business conditions compared to the number expecting conditions will improve.  At 
the same time, on balance CEOs are expecting an increase in sales revenue, modest growth in employment and 
only a gradual lift in business investment.  In more clearly positive results, businesses are anticipating significantly 
larger productivity gains in 2015 than those actually achieved in 2014 and, with the further depreciation of the 
domestic currency since September last year, increased export sales are anticipated in the year ahead. 

As they confront this patchy outlook, CEOs are taking steps to lift the performance of their own businesses.  With 
broadly similar results across industries, the major strategies CEOs anticipate adopting are growing sales of existing 
products and services; introducing new products or services; and developing new domestic markets.  Interestingly 
these strategies rank ahead of further downsizing and cost-cutting which were leading strategies adopted by 
businesses in 2014. While cost cutting remains on the agenda for many businesses in 2015, there is much greater 
emphasis on proactive measures to improve business viability and profitability. 

There are clear messages for policy-makers in CEOsʼ 2015 outlook.  We are struggling to unearth the new sources 
of growth needed to re-energise and rebalance the Australian economy.  While businesses are working hard to 
grind out productivity gains and are striving to find new and additional revenue sources, governments also have 
critical roles to play – to improve confidence and to help create the conditions for more decisive improvements in 
business competitiveness. Such improvements are needed to entice greater levels of investment; a more rapid pace 
of job creation; and the important diversification of our economy from our increased exposure to volatile commodity 
prices and export markets. In particular, real progress is needed across four business wide policy areas in 2015.  

• Tax and Federation reform, to improve the efficiency of taxation and spending; to reduce barriers to 
investment and innovation and to strengthen and stabilise our tax bases and governmentsʼ fiscal positions. 

• Skills and education measures, including an increased emphasis on developing science, technology, 
engineering and maths (STEM) skills. 

• Improving workplace relations to remove barriers to business growth and reorganisation and to 
encourage greater workforce participation including from those presently disengaged from the workforce. 

• Supporting a faster pace of innovation, including through broader and deeper collaboration between the 
business and research communities; and a greater commitment to an effective and non-discriminatory 
Research and Development Tax Incentive.  

Some progress has been made on these policy areas but renewed efforts are required to identify and articulate the 
links between these policy areas and further national economic and social progress. 

	  

	  

 

Innes Willox 

Chief Executive  
Australian Industry Group   
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Economy-wide survey results 
This report is based on our annual Business Prospects Survey of CEOs from across Australia. The survey 
was conducted throughout October and November 2014. Details of this yearʼs survey questionnaire and the 
respondents are in Appendix. Public data sources such as the ABS, RBA and Treasury are also included. 

Economy-wide prospects in 2015 
Almost half (49%) of all CEOs in this yearʼs Business Prospects Survey anticipate their sales revenue will 
increase in 2015, compared to 27% who are expecting a decline (with the remainder expecting no change). 
With the Australian dollar looking likely to stay lower in 2015, almost half (49%) of CEOs are also expecting 
their export income to rise in 2015, compared to 11% that are anticipating a decline.  

On average, capital expenditure is expected to remain broadly stable in 2015. With regard to employment,  
34% of CEOs are looking to increase their employment in 2015 while 22% are planning to cut job numbers. 

The majority of Australian CEOs are expecting general business conditions to be the same or slightly 
worse in 2015 compared to 2014 (which was a disappointing year for many businesses). 38% of CEOs 
expect general business conditions to be unchanged in 2015, while the same proportion (38%) expect 
general business conditions to deteriorate in 2015, relative to 2014 (based on each industryʼs real value-
added output). Just under a quarter (24%) of CEOs are optimistic that general business conditions will 
improve in 2015, relative to 2014. 

This expectation for general business conditions in 2015 appears to be less optimistic than the views 
expressed by CEOs one year earlier. Business expectations for 2015 have been strongly influenced by the 
actual conditions experienced in 2014, which were worse than anticipated for many Australian businesses, for 
a variety of reasons (including the strength of the Australian dollar, the sporadic nature of the housing 
recovery and ongoing weakness in local consumer demand. In comparison, at the end of 2013, less than one 
third of all CEOs surveyed (31%) had expected general business conditions to deteriorate in 2014 relative to 
2013, compared to 38% who are now expecting worse conditions in 2015. Furthermore, in 2013, 42% of 
CEOs had expected an improvement in conditions in 2014, but only 24% are now expecting better general 
business conditions in 2015. 

Across the four major industry groups included in Ai Groupʼs CEO Business Prospects Survey this year 
(manufacturing, service sectors, construction and mining services), construction businesses are more 
optimistic about business conditions in 2015 than  CEOs in other industries, with one third of 
construction CEOs expecting general industry conditions to improve in 2015. A net balance (that is, the 
difference between those expecting an improvement and those anticipating a deterioration) of 5% of 
construction CEOs are expecting general industry conditions to improve in 2015, relative to 2014. In contrast, 
a net balance of one fifth of manufacturers, 14% of services and 14% of mining services businesses expect 
general conditions in their respective industries to deteriorate in 2015, relative to 2014. 

In the other three major industry groups, slightly under a third of mining services CEOs (32%), just under a 
quarter of manufacturers (24%) and 22% of services businesses expect better business conditions over the 
coming year. Deteriorating conditions are expected in 2015 by 45% of mining services CEOs, 44% of 
manufacturers and just over a third (36%) of CEOs in the services sectors. 

Across all industries (aggregate weighted results), Australian CEOs told us that in 2015 they expect: 

• Higher sales revenue (weighted by ABS industry nominal sales revenue) 
o Sales revenue (annual turnover) is expected to improve for 49% of businesses in 2015 relative 

to 2014, but to decline for 27% of businesses. The remaining 24% of CEOs expect no sales 
revenue growth, relative to last year. 

• Mildly higher employment (weighted by ABS industry employment numbers) 
o 34% of CEOs plan to increase their employee numbers in 2015 but 22% plan to reduce 

employment. The remainder (44%) do not plan to change their employment numbers. In 
aggregate, expectations of stronger employment in the very large services sectors could tilt the 
balance of expectations towards one of a small gain in total employment in 2015, although 
CEOS in all industries outside the services sectors (that is, manufacturing, construction and 
mining services) are expecting to reduce their net employment. 



Ai Group National CEO Survey Business prospects in 2015  7	  

• Stable capital investment (weighted by ABS industry nominal capital expenditure) 
o Capital investment expenditure is expected to rise for 30% of businesses, but decline for 27% of 

businesses. It will remain unchanged for 43% of businesses. 
• Stable or slightly higher spending on research and development (R&D) (weighted by ABS nominal 

industry R&D expenditure) 
o R&D spending is expected to increase for 22% of businesses and decline for 13%. The majority 

(66%) of CEOs expect their R&D expenditure will remain the same for 2015. These 
expectations – and particularly the relatively low proportion of businesses planning to cut R&D 
spending in 2015 – suggest most Australian CEOs place a high priority on product development 
and innovation, despite trying to rein in costs and spending elsewhere in their business in 
response to tough conditions. 

• Stable or higher spending on new technology 
o Investment in new technology is expected to increase for 34% of businesses and stay the same 

for 52% in 2015. 14% of businesses expect to cut their spending on new technology. These 
results indicate CEOs (across all industries) value the role that new technologies can play in 
improving efficiency and productivity, in response to challenging general business conditions. 

• Stable or higher export income (weighted by ABS industry nominal export income) 
o Export income is expected to rise for 49% of businesses, decline for 11% and remain the same 

for 41% of businesses in 2015. This likely reflects the combination of expected growth in export 
volumes, as well as the rise in the value of sales in Australian dollars, due the stronger 
depreciation in the Australian dollar in 2014 and the potential for further drops in 2015. 

• Increase in the use of imported inputs 
o Despite the further depreciation of the Australian dollar in 2014, the use of imported inputs is 

anticipated to increase further for 39% of businesses and to fall in 10% of businesses. Half of 
CEOs do not expect to change the value of the inputs they import in 2015, compared to 2014. 

• Increase in input prices 
o Input costs are expected to rise for 54% of all businesses and remain stable for 39% of the 

respondents. Only 7% are expecting their input prices to fall. This expectation may have 
reflected the further depreciation of the Australian dollar in 2014, which will increase prices for 
imported inputs and components. 

• Increase in energy prices, but a reduction in business spending on energy efficiency measures 
o 42% of Australian CEOs expect the prices they pay for energy will rise in 2015 and 14% expect 

them to decline. Despite the removal of the carbon tax from 1 July 2014, ongoing increases in 
network and distribution charges, as well as the flow-on effects from liquefied natural gas (LNG) 
exports on the east coast, are expected by many CEOs to elevate energy prices in 2015. 

o In response to changes in legislation and other factors (e.g. general cost cutting), 41% of CEOs 
expect to reduce their investment in energy efficiency in 2015 relative to 2014, while a quarter 
are looking to increase such spending, leaving a net balance of 16% expecting to reduce this 
type of investment. One third of respondents plan to maintain their current level of investment 
on energy efficiency. This ʻnet balanceʼ reduction might reflect the large amounts spent on 
energy efficiency by these businesses over the past few years, as energy costs have risen. 

• Stable or higher selling prices 
o 34% of CEOs expect to be able to increase their selling prices in 2015, while 49% anticipate 

they will maintain current prices. Although a lower Australian dollar will increase prices for 
imported inputs and components, locally made products and services are expected to become 
more competitive against imports and in export markets. Accordingly, businesses are looking for 
a partial recovery in margins, which have tightened across almost all industries in recent years. 

• A faster pace of productivity improvement 
o 39% of CEOs expect an improvement in labour productivity in 2015, but 9% expect it to fall in 

their own business. 

This less optimistic outlook comes after yet another challenging year for most businesses in 2014. 
After weighting the aggregate data (based on each industryʼs value-added output), 57% of all CEOs reported 
that general business conditions were worse in 2014 compared to 2013, and 15% experienced an 
improvement. This left a net balance of 42% of businesses reporting worse business conditions in 2014, 
relative to 2013. 27% of all CEOs reported no change in overall conditions in 2014, but this was below 
expectations for many of these businesses, as the expected recovery in business conditions failed to 
materialise. 

These modest expectations appear to be broadly in line with the latest official forecasts for the Australian 
economy for 2015. In its latest quarterly Statement on Monetary Policy published in November 2014, the 
RBA expects Australian GDP growth to remain below 3.0% p.a. (i.e. below trend) in 2014-15, before 
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improving to 3.0% in 2015-16 and a bit above 3.0% by the end of 2016. Despite a downward revision to 
Australiaʼs terms of trade due to falling commodity prices (particularly iron ore) during the second half of 2014, 
strong growth in Australiaʼs commodity export volumes, the further depreciation of the Australian dollar and 
lower oil prices, are all expected to provide a small boost to GDP in the near term. However, the RBA has 
revised down its growth forecast for 2015, with further falls in business investment (especially non-residential 
construction) expected to offset some of the net benefits flowing from stronger exports, the lower dollar and 
lower oil prices.  

On inflation, the RBA has revised down its expectations for 2014-15. The headline Consumer Price Index 
(CPI) is expected to be lower due to: lower wage growth and lower wage expectations; cheaper local petrol 
costs due to falling global oil prices; and the repeal of the carbon price, which has helped to lower energy 
prices for consumers in Q3 2014. These factors are expected to help keep inflation in check through 2015. As 
always, the RBA expects underlying inflation to remain consistent with its inflation target of 2% to 3% p.a. 
over the forecast period. 

With regard to the labour market, in its latest 2014-15 Mid-Year Economic and Fiscal Outlook, the 
Commonwealth Treasury expects national employment to grow by just 1.0% in 2014-15 (i.e. below the 
current population growth rate of around 1.6% p.a.) before improving after 2015-16 (see Table 1). According 
to The Treasury, such weak employment growth will see the national unemployment rate rise to 6.5% in 
2014-15 and 2015-16, before very slowly improving to below 6.0% again by 2017-18. Some private sector 
economists believe the peak unemployment rate could rise higher – to around 6.75% or more in 2015. 

These rather dismal forecasts for unemployment reflect the fact that workforce participation (that is, the 
proportion of the adult population who are in work or actively looking for work) has declined sharply since late 
2010, due to structural (ageing population) and cyclical (reduced labour demand) factors. This dip in 
participation means that even if employment growth were to improve more rapidly, and to a greater degree 
than anticipated, the return of these ʻdiscouraged workersʼ to active job-seeking could quickly push the 
unemployment rate higher. The currently high rate of underemployed workers (that is, people who are 
currently employed but are willing and able to work more hours) also suggests there is significant spare 
capacity within the existing workforce (in addition to the unemployed), which can absorb any improvements in 
labour demand without adding to net employment. As of November 2014, 8.5% of the workforce were 
underemployed (the highest rate on record), implying a total workforce underutilisation rate of 14.8%, the 
highest such rate since 1998 (ABS, Labour Force Australia, Detailed Quarterly, trend data). 

Table 1: Australian Treasury forecasts for the Australian economy 
Real % growth p.a. 2013-14a 2014-15f 2015-16f 
Household consumption 2.2 2.5 3.0 
Dwelling investment 5.1 8.0 5.5 
   Non-dwelling construction -2.0 -10.0 -12.0 
   Machinery & equipment -12.6 3.5 8.5 
Total business investment -5.0 -4.5 -3.0 
Public final demand (public sector) 1.5 1.5 1.0 
Exports 5.8 5.5 6.5 
Imports -2.1 -0.5 0.5 
GDP 2.5 2.5 3.0 
Terms of trade -3.7 -13.5 -3.75 
Consumer price index (CPI) 3.0 2.5 2.5 
Wages price index (WPI) 2.6 2.5 3.0 
Employment growth 0.8 1.0 1.75 
Unemployment rate, end of year % 6.0 6.5 6.5 
Participation rate, end of year % 64.7 64.5 64.5 

A = actual. f = forecast. 
Sources: Commonwealth Treasury, 2014-15 Mid-Year Economic and Fiscal Outlook, Dec 2014. 



Ai Group National CEO Survey Business prospects in 2015  9	  

Industry prospects in 2015 
This yearʼs Ai Group CEO Survey of Business Prospects included CEOs from four major industries: 
manufacturing; the services sectors; construction and mining services. Headline results for each of these 
industries are summarised below, with detailed findings presented in the ʻIndustry Resultsʼ sections below. 

Chart 1: CEOʼs expectations for 2015, by major industry group 

  

  

Manufacturing CEOs are more likely than CEOs in other major industry groups to expect general business 
conditions to deteriorate in 2015 compared to 2014 (a ʻnet balanceʼ of 20% expect conditions to worsen). This 
expectation reflects a mixed outlook across the various segments of manufacturing, parts of which are 
already dealing with the progressive closure of automotive assembly in Australia. Lower sentiment among 
manufacturers is only partially reflected in their sales revenue expectations, with a ʻnet balanceʼ of 15% 
anticipating higher sales income in 2015. On balance, 13% of manufacturing CEOs are planning to reduce 
their workforces. More positively, manufacturers are expecting broadly stable capital investment for 2015, 
with a net balance of 4% looking to increase expenditure and 46% planning to maintain their current level of 
investment spending. The top five growth concerns among manufacturing CEOs for 2015 are: lack of 
customer demand (25%), wage pressures (14%), import competition (14%), the exchange rate (13%) and 
skills shortages (8%).  

Services CEOs remain very concerned about business conditions in 2015, with a net balance of 14% 
expecting a deterioration in general business conditions. As for manufacturers, services CEOs appear to be 
more optimistic about their own sales in 2015 than about general conditions, with a net balance of 28% 
anticipating higher sales revenue in 2015, relative to 2014. Reflecting this positive outlook for in their own 
sales, a net balance of 26% of services sector CEOs are planning to hire more employees in 2015, while a 
net balance of 10% of services businesses plan to increase capital expenditure in 2015, the highest 
proportion among the four major industry groups. The top five growth concerns among services sector CEOs 
for 2015 are: lack of customer demand (26%), wage pressures (14%), the exchange rate (12%), regulatory 
burden (10%) and import competition (10%).  

Construction CEOs generally see their sector as improving in 2015, despite the ongoing rapid decline in 
demand for construction work from the mining industry. This likely reflects the upturn in residential 
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construction over the past year, which is expected to support non-mining building activity in 2015. A net 
balance of 5% of construction CEOs expect a lift in business conditions in 2015 while a net balance of 21% 
anticipate higher sales revenue for their own business. On balance, 7% of respondents are looking to 
increase their capital investment in 2015. However, such optimism has not transpired into stronger hiring 
intentions, with a net balance of 2% of construction CEOs expecting to reduce headcount and 36% planning 
no changes to their employment numbers. The top five growth concerns among construction CEOs for 2015 
are: lack of customer demand (24%), wage pressures (24%), inflexibility of industrial relations (13%), skill 
shortages (12%) and regulatory burden (11%). 

Mining services CEOs are expecting general business conditions in their industry to deteriorate in 2015 
compared to 2014;  a net balance of 14% anticipate conditions to worsen. This expectation is unsurprising 
considering the rapid decline in mining investment from its recent boom-period levels. This decline from boom 
conditions in the mining industry has been exacerbated in 2014 by the sharp drop in key commodity prices 
(particularly iron ore and oil), prompting many miners to significantly reduce or delay investment and 
exploration, and to reduce their spending on related mining services. Despite this weak sentiment about 
general industry conditions, a net balance of 21% of mining services businesses think their own sales 
revenue will increase in 2015. Nevertheless, a net balance of 4% of CEOs plan to reduce their workforces 
further in 2015 and the same proportion are looking to reduce their capital investment. The top five growth 
concerns among mining services CEOs for 2015 are: lack of customer demand (27%), wage pressures 
(18%), inflexibility of industrial relations (15%), the exchange rate (11%) and import competition (11%). 

Industry issues in 2015 
Looking at the key concerns that Australiaʼs CEOs hold for 2015, a quarter (25%) of CEOs say that a lack of 
customer demand is the largest inhibitor of growth for their business, followed by wage pressures or high 
wage costs (15%) and competition from imports and online sellers (12%) (see Chart 2). These results for 
2015 are similar but not identical to the key impediments identified by CEOs in 2014 and 2013. 

Chart 2: Expected impediments to business growth, percentage of 
respondents, 2015, 2014 and 2013* 

  

* Percentage of businesses who nominated each factor as one of their top 3 impediments to growth. 

Across the four major industry groups in the Business Prospects Survey for 2015: 

• Mining services CEOs were the most likely to expect their growth to be inhibited by a lack of customer 
demand, with 27% listing this is as their top inhibitor, followed by services businesses (26%), 
manufacturers (25%) and construction CEOs (24%). 

• There was a significant difference between sectors regarding expectations of problems with wage 
pressures or high wage costs. Almost one quarter (24%) of construction CEOs said wage costs would 
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inhibit their growth in 2015, well ahead of mining services (18%), manufacturing (14%) and services 
sectorsʼ (14%) CEOs. 

• Competition from imports and/or internet sellers and the relatively high / variable exchange rate for the 
Australian dollar are a concern for 14% and 13% of manufacturing CEOs respectively, but are of less 
concern to CEOs in other industries. 

• 15% of mining services CEOs said that flexibility of industrial relations remains one of their top three 
inhibitors in 2015. 

• For construction CEOs, industrial relations (13%), skill shortages (12%) and government regulation 
(11%) are identified as significant barriers to growth. 

• Government regulatory burden and the flexibility of industrial relations appear to have become less 
problematic as growth inhibitors in 2015, compared to 2014, with a smaller proportion of CEOs 
identifying these areas as one of their top three inhibitors to growth. 

• Skills shortages have remained a consistent problem over the past three years, with around 9% of CEOs 
identifying it as one of the top three inhibitors to growth in 2015, a similar proportion to 2014 and 2013. 

Impact of the Australian dollar 
After averaging around US$1.04 between February 2011 and April 2013, the Australian dollar traded at 
around US92¢ over the next 16 months before depreciating again from September 2014, to around US82¢ by 
early 2015 (see Chart 3). The dollarʼs ride towards US80¢ is a clear positive for domestic producers 
competing against imports or selling into export markets, particularly for dollar-exposed industries such as 
manufacturing, education and tourism. For commodities exporters, the lower dollar will help raise the $A 
value of exports, partially offsetting lower global commodity prices. 

Despite this additional drop in the Australian dollarʼs trading range in 2014, the Governor of the RBA, Glenn 
Stevens, noted in December 2014 that further declines in key commodity prices (notably iron ore and black 
coal) in late 2014 meant that “probably US75¢ is better than US85¢” for the Australian dollar1. Such a drop 
would bring the dollar closer to the post 1983 float average of US76¢ and put more Australian dollar-exposed 
businesses on a firmer competitive footing. 

On the other hand, although the Australian dollar depreciated against the US dollar by a further 8.3% in 2014 
(following the sizable depreciation in 2013), the Trade Weighted Index (TWI) pointed to an average 
depreciation of only 3.5% in 2014, which is clearly less advantageous to competitiveness. The main reason 
for this difference is that while the Australian dollar depreciated against the US dollar it appreciated against 
the Euro and the Yen in 2014; as both the Eurozone and Japan embarked on the next stage of expansionary 
monetary policies in response to ongoing problems with domestic economic weakness. It also reflected the 
appreciation of the US dollar against all other major currencies in 2014, as the US economy began to recover 
to more substantial growth rates. 

The depreciation of the Australian dollar has been a recent development, mainly occurring since September 
2014. As such, it may not yet be fully factored into business expectations for this yearʼs survey respondents. 
If sustained into 2015, this will improve Australian businessesʼ competitiveness over the coming year. Indeed, 
the further decline in the Australian dollar has already begun to materialise in better exports and in increased 
import competiveness (e.g. in local suppliers recovering contracts from their overseas competitors), but it will 
take some time before the recent fall is reflected more generally in business conditions and data. It is also 
likely to take time for businesses to unwind defensive strategies put in place to shield against the higher dollar 
(e.g. firms that extended their currency hedging and/or who offshored parts of their production), as well as re-
establish their domestic supply chains, to the extent that it is possible to do so. 

Dollar movements however, can be a two-edged sword for businesses. A further, sustained decline in the 
Australian dollar would also translate into higher prices for imported goods and services for Australian 
businesses (just as they will for consumers), as well as higher costs for businesses that have increased their 
use of imported inputs. For those who use imported commodity inputs and especially petroleum-based inputs, 
this is being offset to some extent by the sharp fall in global oil and commodity prices. 

  

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	   	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  
1	  Michael Stutchbury and Allan Mitchell, Glenn	  Stevens	  on	  the	  $A,	  rates	  and	  growth, AFR, 13 Dec 2014.	  
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Chart 3: Australian Trade Weighted Index (TWI) and the Australian 
Performance of Manufacturing Index (Australian PMI®) 

  

Sources: RBA, AUD end of month values, Table F11; Australian Industry Group Australian Performance of Manufacturing 
Index (Australian PMI®). 

The effect of an elevated  Australian dollar can be seen in the weakness of the Australian Industry Group 
Australian Performance of Manufacturing Index (Australian PMI®) over the past few years. For example, the 
periods in which the Australian PMI® recorded values below 50 points (50 points marks the separation 
between expansion and contraction) have tended to coincide with Trade Weighted Index (TWI) values of 70 
points or more (see Chart 3). 

Export volumes for services have recovered some ground since April 2013 (when the Australian dollar first 
started its recent depreciation), but manufactured goods export volumes failed to improve in 2014 and have 
been broadly tracking sideways over the past five years (see Chart 4). This extended period of subdued 
manufactured goods exports, despite the lower Australian dollar, reflects a raft of interacting factors including: 

• the slow and patchy recovery in the global economy, which has weighed heavily on Australiaʼs non-
mining exports;  

• widespread restructuring, rationalisation and repositioning within manufacturing globally, with more 
activity shifting to Asia and, to a lesser extent, back to the US and the Americas; 

• global corporations with manufacturing operations in Australia reducing or removing facilities from 
Australia in favour of consolidation elsewhere; 

• the appreciation of the Australian dollar against the Euro and Yen in 2014, as well as ongoing 
malaise in the Japanese and European economies, such that Australian manufactured export 
volumes to these regions has failed to recover; 

• the phasing out of Australian automotive passenger car assembly operations, including reductions in 
exports of Australian-made cars to the Middle East and other markets. These exports were once 
significant but are shrinking rapidly. This trend will continue until automotive assembly and exporting 
ceases completely by 2017. 

With the Australian dollar remaining at a relatively high level despite the sharp drop in commodity prices in 
the second half of 2014, there remains significant pressures on all Australian exporters and import-competing 
businesses. 

In this yearʼs CEO Business Prospects Survey, 46% of manufacturing sector CEOs reported export earnings 
in 2014. Of these, almost half (48%) had experienced no change in exports relative to 2013. 28% managed to 
grow their export earnings in 2014 relative to 2013, while 24% experienced a decline in their export income.  

For 2015, the survey signalled the prospect of a much-needed improvement in manufactured exports. Of the 
manufacturers who were already exporting in 2014, just over half (51%) expect their export earnings will go 
up, while 16% expect it to decline. One third expect no change in their export earnings, giving a net balance 
of 35% of exporting manufacturing businesses expecting growth in their export earnings in 2015. Such 
optimism probably reflects the recent depreciation of the Australian dollar, but as noted above, the lower 
currency may not yet be fully incorporated into businessesʼ expectations. 
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Chart 4: Manufactured goods and services, export volumes, vs AUD 

 

* Manufactured goods volumes include machinery, transport equipment, sugar, beverages and all other manufactured 
goods. Sources: ABS, Balance of Payments, cat. no. 5302 (tables 6 and 18); RBA, exchange rates, Table F11. 

In the services sectors, the majority of businesses participating in this yearʼs Business Prospects Survey did 
not have any export income in 2014. Of those that did, one third reported that they had achieved growth in 
their export earnings in 2014 while 22% reported a decline. In 2015, 22% of services CEOs that export expect 
their export earnings will grow, while no CEOs expect it to decline. 

In this yearʼs Business Prospects Survey and in our CEO Surveys in 2014 and 20112, we asked CEOs to 
identify the AUD/USD exchange rates at which their own exported goods and services, and those competing 
against imports, become uncompetitive. The majority of non-manufacturing businesses did not report any 
exports over each of these years, reflecting their stronger focus on domestic markets. 

This yearʼs survey results indicate that in 2015, 94% of manufacturing exporters are able to be competitive in 
export markets at exchange rates of US80¢ or below, per Australian dollar (see Table 2). This outcome is 
similar to those for 2014 and 2011, when 95% and 93% of manufacturers reported that their exports can 
compete when the Australian dollar is at or below US80¢. If the Australian dollar trades in a range of 81-90 
US cents however (as it did through much of 2014), then only 63% of manufacturing businesses would 
remain competitive against exports in 2015 (around the same proportion as in 2011), and 66% would be able 
to compete with imports (up from 45% in 2011). With the further depreciation of the Australian dollar since 
September 2014, prospects have improved for a pickup in competitiveness among manufacturing exporters. 

In other responses to the Australian dollar, this yearʼs annual CEO survey indicates that manufacturers have 
continued to increase reliance on imported components (sourced offshore). Manufacturing CEOs estimated 
that on average, 30% of their inputs were imported in 2014, compared to 27% in 2013 and 15% in 2009-10 
(Ai Group and RBA data). In 2014, 27% of manufacturers increased their use of imported inputs and the 
value of imported components rose by an average of 4.6% across manufacturing businesses, despite the 
newly lower Australian dollar. 

In 2015, 44% of manufacturing CEOs expect the value of their imported inputs to increase further and only 
8% anticipate a decline. These expectations indicate that as of late 2014 (when this yearʼs survey was 
conducted), businesses had not yet have fully incorporated the most recent falls in the dollar into their 
business planning for 2015. It is also possible that some businesses expect the Australian dollar value of their 
imported inputs to go up even if their volume of imported inputs is stable, precisely because the dollar is 
dropping. This would suggest that these businesses canʼt or wonʼt be replacing these imported inputs with 
local materials, despite the dollar dropping. 

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	   	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  
2 Ai Group Feb 2014, National CEO Survey: Business Prospects in 2014; Feb 2011, National CEO Survey: Business 
Prospects in 2011. Source: Ai Group CEO Survey: Business Prospects 2011, 2014 and 2015. 
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Table 2: Manufacturing businesses that can remain competitive at each 
AUD/USD trading range, (cumulative per cent of businesses) 

Level 
AUD/USD: 

Competitive in export markets Competitive against imports 
2015 2014 2011 2015 2014 2011 

0.50-0.60 100 100 100 100 100 100 
0.61-0.70 98 97 95 98 94 91 
0.71-0.80 94 95 93 94 92 74 
0.81-0.90 63 76 67 66 75 45 
0.91- 1.00 29 37 35 24 43 19 

 

Trends in industry productivity 
Productivity improvement has become a major concern for economic policy in Australia in recent years, as it 
has in many other developed economies. This is because productivity growth is a key driver of improvements 
in national incomes and living standards, but it has failed to improve across the developed economies over 
many years and may even be declining (see Chart 5). Even within the context of these disturbing international 
trends, Australiaʼs annual productivity growth has lagged behind its peers. This indicates a fairly widespread 
loss of competitiveness for Australian businesses in the global context. 

The reasons for this global trend towards decelerating productivity growth are complex, as are the reasons for 
Australiaʼs particularly poor performance over the past decade. Factors thought to be contributing to the 
global deceleration (and even deterioration) in productivity growth may include, for example, technology 
saturation, economic cycles, the mining investment boom, changing demographics, rising security costs, 
rising pollution and waste disposal costs and even adverse weather events. 

Chart 5: National multi-factor productivity growth, annual averages 

 

Source: Productivity Commission calculations derived from the Conference Board Total Economy Database, PC 2014. 

The latest ABS estimates (for 2013-14) indicate that multi-factor productivity (MFP) for all market-sector 
industries in Australia (that is the ratio of all outputs to all labour and capital inputs for private sector industries 
with measurable inputs and outputs) declined by a further 0.1% in 2013-14 on a quality adjusted, hours 
worked basis. 
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Eight of 16 industries for which MFP has been estimated recorded a decline in MFP in 2013-14, including 
utilities (-5.1% p.a.), manufacturing (-0.5%), transport (-3.3%) and professional services (-2.8%). On the other 
hand, rental and real estate services (+4.7%), financial services (+3.1%), telecommunications (+3.1%) and 
administrative services (+4.4%) recorded improvements in their MFP in 2013-14. These results reflect 
changes within each industry in their labour and capital inputs, as well as in the value of their outputs. In the 
case of mining and utilities for example, large capital investment projects have weighed heavily on their 
industry MFP growth rates in recent years (and therefore on national data for Australia), due to considerable 
time lags between these large-scale investments in new capacity and the actual increases in output that 
result from those investments. In some cases, expensive investments have been made for purposes other 
than increased capacity (for example, to improve the security of energy supply in peak periods or to reduce 
pollution and carbon emissions) and will not necessarily result in greater output volumes and therefore in 
greater measurable productivity. These investment cycle and ʻregulatory investmentʼ considerations may be 
at play in other industries also, albeit to a lesser extent. 

MFP can be broadly disaggregated into labour productivity (measured as the volume of output per hour 
worked) and capital productivity (the volume of output per unit of capital invested or deployed). Looking 
specifically at labour productivity in Australia, this has improved at a very moderate pace across all market-
sector industries over the past decade or more, although the rate of improvement has varied significantly 
across industries (see Chart 6). Labour productivity in the mining sector has recovered since late 2012 after a 
decade of rapid decline, as various large-scale mining construction projects are finally completed and start to 
raise mining output significantly. On the other hand, labour productivity in the manufacturing sector has been 
stagnant since mid-2012, as the industry continues to battle falling demand and declines in value added 
output. Labour productivity in the construction industry has also recovered over the past year following a 
decline in 2013, while that for the services sectors (as a group) has been broadly in line with the national 
growth rate over recent years. 

Chart 6: Labour productivity index, by major industry groups* 

 

* Selected services includes retail trade, wholesale trade, hospitality, transport, IT & telecommuncations, financial services, 
real estate services, professional services, administrative services, education, healthcare, recreational and other services. 
Source: calculated from ABS, National Accounts, Cat. No. 5206.0 and ABS, Labour Force Australia, Detailed Quarterly, 
Cat. No. 6291.0.55.003 (original data). 

In this yearʼs CEO Business Prospects Survey, labour productivity improved for a net balance of 8% of all 
businesses in 2014 (see Chart 7). This result was below what had been initially expected for 2014, as of the 
end of 2013, when a net balance of around 20% of CEOs had anticipated an improvement in their own 
businessʼ labour productivity in 2014. 

Across the four major industry groups included in this yearʼs Survey, labour productivity improvement was 
achieved by a higher proportion of businesses in mining services in 2014 than in other industries, with a net 
balance of 29% of mining services CEOs indicating an improvement in 2014. CEOs in the services sectors 
were the next most successful group in achieving labour productivity improvements, with a net balance of 
15% of respondents recording an improvement in in 2014. On balance, only 6% of manufacturing CEOs 
reported labour productivity improvements in 2014, while 5% of construction CEOs did so. 



Ai Group National CEO Survey Business prospects in 2015 16 

Two fifths of businesses that reported an improvement in labour productivity in 2014 attributed their 
improvement to a change in business processes that helped increase their output using the same amount of 
labour (see Chart 8). Restructuring was listed by 16% of the CEOs who reported an improvement as the key 
reason for labour productivity improvement. 13% of CEOs (most of them in manufacturing) made additional 
capital investment during 2014, which helped increase their output per hour of work. Higher demand (11%) 
and increased staff skills and capabilities (9%) were also cited as the main factor behind better labour 
productivity in 2014 by CEOs across all industries. 

Chart 7: Changes in labour productivity, 2014 (actual) and 2015 (expected) 

  

Chart 8: Reasons for changes in labour productivity in 2014 

 
Among businesses that experienced a decline in labour productivity in 2014, around half (51%) identified a 
fall in demand as the key reason behind the deterioration. This indicates that their output fell by more than 
their labour inputs did, such that their lower output increased their average labour content per unit of goods or 
services produced.  

Rather intriguingly, 11% of CEOs nominated ʻunmotivated workersʼ as a factor eroding their labour 
productivity in 2014. While there can be many factors contributing to an apparent lack of employee 
motivation, the very weak national labour market and subdued private sector wage growth over the past two 
years could be contributing to this outcome (for example, if employees would like to change jobs but cannot 
due to lack of opportunities elsewhere).  

8% of CEOs listed regulatory compliance as the number one factor causing lower labour productivity in 2014. 
This partly reflected the ongoing challenges faced by Australian businesses with regards to industrial 
relations, but also touches on other areas of regulatory compliance costs. 7% of respondents attributed the 
deterioration in their labour productivity in 2014 to a lack of skilled workers. 

Looking ahead, 39% of all CEOs expect their businessʼ labour productivity to improve in 2015, while 9% 
expect it to decline, leaving a net balance of 30% of businesses having a positive outlook for their own labour 
productivity in 2015. This optimism is particularly evident in the mining services industry, with a net balance of 
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42% expecting higher labour productivity in 2015. This is followed by the services sectors (31%), 
manufacturing (30%) and construction (23%) industries. 

Business planning and strategy 
Growth strategies for 2014 
Australian businesses faced another challenging and changeable year in 2014. When asked whether they 
had changed their business plans or models during 2014 in response to changing circumstances, 55% of the 
CEOs said that they had, while 34% said that they had not. Around 11% of CEOs reported that they didnʼt 
have a formal business plan or strategy in place at all, up very slightly from 10% of CEOs participating in the 
Business Prospects Survey for 2013. The construction sector had the highest proportion of businesses 
changing plans in 2014, at 62%, compared to manufacturing (54%), services sectors (52%) and mining 
services (50%). This probably reflects the changing nature of demand for construction in 2014, as residential 
construction took over from mining investment as the main source of new business activity. 

While the rate of changes to business plans were similar for the past two years for the construction sector, 
there was a large decline in 2014 compared to 2013 for mining services (77% in 2013), manufacturing (67% 
in 2013) and services (59% in 2013), suggesting that the business plans put in place for these industries 
faced much less disruption in 2014 than they had in the previous year.  

Chart 9: Change in business growth strategies* 

 
 

Among those businesses that changed their growth strategies in 2014 due to changing business conditions 
(55% of those participating in this yearʼs Survey) (see Chart 9):  

• 23% downsized their operations, workforce or markets and focused on reducing their operating costs 
• 20% put more resources into increasing sales of current products and services, 
• 18% of CEOs focused on introducing new products and services, 
• around 6% of CEOs did each of diversifying products and services, introducing a strategy or plan to the 

business when it didnʼt have one, or streamlining their processes. 

Growth strategies for 2015 
CEOs expect to face a number of challenges in growing their businesses in 2015. To foster improvement, a 
quarter of CEOs said they plan to focus their attention on their existing products and services, and 22% said 
they will develop new ones (see Table 3). For 2015: 

• Around one quarter of CEOs in each of the manufacturing, services sectors, construction and mining 
services industries plan to focus on improving sales of their current range of products. This was the most 
popular strategy for business growth for the third year in a row.  

• 22% of CEOs  plan to grow their business by introducing new products or services, with more 
manufacturing and services CEOs (23%) nominating this plan compared mining services (21%)  and 
16% construction CEOs (16%). 

• 22% of construction firms will focus on developing new domestic markets, while for manufacturing, 
services and mining services the proportion focussing on this strategy is around 17%. 

• Reducing operational costs and downsizing was the fourth most favoured strategy for 2015 with around 
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12% of businesses listing it in their top three. It was slightly more popular with the construction sector 
(15%) than with mining services (13%) and manufacturing (12%). 

• Developing new overseas markets (5%), investing in new technologies (5%) and partnering with other 
organisations (3%) were favoured strategies for a relatively small number of businesses. There was a 
notable decrease in the proportion of businesses looking to develop overseas markets in 2015 (5%) 
compared to 2014 and 2013. While around 10% of mining services businesses plan to do this as part of 
their top three strategies, it was not a favoured strategy with other CEOs. This lack of interest in finding 
new international markets may change during the course of 2015, if the dollar moves lower over an 
extended period. 

• The least common type of growth strategies for 2015 were those involving increased investment. Very 
few of the CEOs responding to this yearʼs Survey plan to acquire new businesses as one their top three 
growth strategies, while investment in energy efficiency and increasing offshore sourcing of inputs were 
also less popular than other growth strategy options. 

These results suggest that the majority of businesses plan to focus on low risk, low cost, proven methods to 
grow their business in 2015. Although some CEOs were willing to increase spending on advertising and 
marketing (6%) as one of their top three growth strategies, generally their approaches are about methods that 
are low cost, low risk and have proven successful in the past.  

Table 3: Proportion of businesses planning to use each type of growth 
strategy in 2015* 

% of businesses planning to utilise each strategy Construction  Manufacturing Mining 
services  

Services 
sectors  Total 

Improve sales of current products/services 25 23 23 25 24 
Introduce new products/services 16 23 21 23 22 
Develop new domestic markets 22 17 16 16 17 
Downsize / reduce operational costs 15 12 13 10 12 
Increase advertising/marketing 8 5 6 9 6 
Develop new overseas markets 2 6 10 1 5 
Invest in new technologies 4 5 6 6 5 
Partner with another organisation 6 3 3 4 3 
Increase offshore sourcing of inputs 1 2 2 1 2 
Invest in energy supply or energy efficiency 1 2 0 1 1 
Acquire a new business 0 1 0 2 1 
  100 100 100 100 100 

* Proportion of businesses in each industry group who nominated each type of strategy in their top 3 ranking. 
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Industry survey results 
Manufacturing 

Australian manufacturing activities include large sectors such as food and beverages, machinery 
and equipment, metal products, and petroleum, rubber and chemical products. Manufacturing 
also includes smaller sectors such as non-metallic mineral products (mainly bulk building 
materials), wood and paper products, textiles, clothing, furniture, printing and recorded media. 

Manufacturing general business conditions 
The majority of manufacturing CEOs in this yearʼs Business 
Prospects Survey said business conditions had deteriorated 
notably in 2014. On average, their experience of 2014 was 
significantly below their expectations for the year, when 
compared to the expectations for 2014 put forward in 2013. 

60% of manufacturing CEOs reported business conditions in 
2014 as being worse than 2013, while only 18% reported an 
improvement. This gives a ʻnet balanceʼ of 42% indicating a net 
decline in conditions in 2014. It was, however, an improvement 
from 2013, when 73% of CEOs reported a decline, with a ʻnet 
balanceʼ of 60% of manufacturers reporting a decline. 

With regard to 2015, 44% of manufacturers expect business 
conditions to worsen in 2015 compared to 2014 versus 24% 
who expect an improvement and 20% who expect no change in 
conditions. This leaves a ʻnet balanceʼ of one-fifth of 
respondents anticipating general conditions to deteriorate 
further in 2015.  

This improvement in the proportion of manufacturers expecting 
a better year in 2015 (relative to recent previous experience) 
suggests the worst may be over for some businesses, as the 
dollar falls and demand factors improve. The ongoing 
pessimism of a significant proportion (44%) reflects factors 
including the closure of Australian automotive assembly 
facilities which is now under way, with wide-ranging implications 
on the manufacturing industry. 

Manufacturing real output growth, by 
sector (index) 

 
ABS, National Accounts, Australia, Cat. No. 5206.0 (seasonally adjusted data). 
Manufacturing change in general business 

conditions: expected and actual 

 

 



Ai Group National CEO Survey Business prospects in 2015 20 

Manufacturing inhibitors to growth in 2015 
Manufacturing CEOs expect the following factors will continue 
to inhibit business growth in 2015:  

• An ongoing lack of customer demand remains the number 
one growth impediment, with 25% of manufacturers naming it 
as one of their top three factors for 2015. This compared to 
24% for 2014 and 26% for 2013 respectively. 

• An increasing proportion of manufacturers also expect wage 
pressures or high wage costs (14%) to hinder growth in 
2015, up from 11% for 2014 and 9% in 2013. This might 
have reflected the decline in relative importance of other 
concerns by manufacturing CEOs rather than an increased 
trepidation about wage escalation, given that manufacturing 
wage pressure have eased over the past two years. 

• Competition from imports and internet sellers (14%) and the 
high and/or variable exchange rate (13%) were also named 
as the key growth inhibitors for manufacturers in 2015, 
although by a smaller percentage of respondents than 2014. 

• Other factors identified as growth inhibitors in 2015 by 
smaller numbers of manufacturing CEOs included skill 
shortages (8%) and inflexibility of industrial relations (7%). 

• Factors that seem to have become less problematic in 2015 
are government regulatory burden (7%) and higher energy 
costs (4%). 

Manufacturing inhibitors to growth 

	  

Manufacturing growth strategies for 2015 
In response to this outlook, manufacturing CEOs expect to 
pursue the following growth strategies in 2015: 

• 23% of respondents plan to introduce new products and 
services. This represented an increase from 2014 and 2013 
when 20% and 19% of manufacturing CEOs expected to 
adopt this strategy.  

• A similar proportion of respondents (23%) indicated sales of 
current products and services will be a high priority for 2015. 

• 17% of manufacturers are also looking to develop new 
domestic markets over the coming year. 

• Just over 12% of the manufacturers are planning to 
downsize or reduce operational costs 2015 as an effort to 
foster growth. This compared to 2014 when 16% of 
respondents chose this as their top growth strategy and 
10% in 2013. This may indicate that there is less scope for 
further cost cutting by manufacturing businesses given the 
heavy focus on this area over the past few years. It may 
also signal that the relative reward for expansionary 
strategies has become larger for manufacturing businesses. 

• Other strategies planned in 2015 by smaller numbers of 
manufacturing CEOs include developing new overseas 
markets (6%), increase advertising/marketing (5%) and 
investing in new technologies (5%). 

• On the other hand, only 1% of manufacturing CEOs plan to 
achieve growth by acquiring a new business, while only 2% 
plan to invest in energy supply or energy efficiency or 
increase offshore sourcing of inputs in 2015. 

Manufacturing growth strategies 
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Manufacturing sales (annual turnover) 
ABS data suggests that manufacturing sales volume (that is, 
real or inflation-adjusted sales volumes) has been declining in 
year-ended terms since late 2011 and had grown in only two 
quarters since the GFC (ABS data). As a result, manufacturing 
sales volume fell by almost one-fifth (19.2%) between its peak 
in June 2008 and September 2014 (latest ABS data available). 

In nominal terms however (that is, not adjusted for inflation), 
annual manufacturing sales revenue has returned to growth 
since September 2013, after falling between June 2012 and 
June 2013. This period of growth coincided with the 
depreciation of the Australian dollar since April 2013 although 
manufacturing nominal sales revenue remains 11.4% below its 
peak in September 2008. 

This pattern of weak manufacturing annual turnover is also 
reflected in Ai Groupʼs annual CEO surveys. 45% of 
manufacturing CEOs reported their annual turnover declined in 
2014 relative to 2013 (compared to 54% in 2013). 39% of 
manufacturers reported an increase in revenue in 2014, an 
increase from 2013 (30%). Nevertheless, a net balance of 6% 
of respondents experienced a fall in sales revenue in 2014, 
below their expectations for the year. 

Manufacturing CEOs reported that annual sales revenue fell by 
an average of 3.4% in 2014, compared to a fall of 5.5% in 2013. 

Looking ahead, around half (49%) of manufacturing CEOs 
expect their turnover will go up in 2015, while 34% expect it to 
decline, giving a net balance of 15% expecting sales to rise. 
This is very similar to the expectations put forward for 2014, as 
of late 2013. It is also stronger than the original expectations for 
2013. Manufacturers may stand a better chance of achieving 
this goal in 2015 than they did in 2014 and 2013 (when actual 
sales came in below expectations in both years) because the 
dollar is now lower and local construction activity is now 
stronger, notwithstanding the negative influence on 
manufacturing of the auto sectorʼs progressive closure.	  

Manufacturing annual sales growth, 
volume and value 

 

ABS, Business Indicators, Australia, Cat. No. 5676.0 (seasonally adjusted data). 

Manufacturing change in sales revenue: 
expected and actual 
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Manufacturing export income 
Despite the depreciation of the Australian dollar since mid-2013, 
manufacturing export income remains weak since its large falls 
in 2009, with both the value of earnings and the volume of 
goods being exported failing to regain their previous peaks 
(ABS data).  

In this yearʼs Business Prospects Survey, 46% of manufacturing 
sector CEOs reported export earnings in 2014. For this group, 
their export earnings remained generally stable in 2014, with 
almost half (48%) experiencing no change. 28% of those who 
exported had managed to grow their export earnings in 2014 
relative to 2013, while 24% experienced a decline in their export 
income. This relatively static performance was well below their 
initial expectations for export earnings growth in 2014 (39% had 
expected their export earnings to grow), but it represented an 
improvement from 2013 when a net of 9% of manufacturers 
reported an actual decline in export earnings. 

More positively, export income represented an average of 15% 
of manufacturing respondentsʼ total sales turnover in 2014, up 
from 8% in 2013. In addition, manufacturing CEOs in this yearʼs 
survey reported that their export earnings rose by an average of 
9.5% in 2014, compared to a decline of 4.6% in 2013. This is in 
nominal terms so it may reflect the mild depreciation of the 
dollar over this period. 

Looking ahead to 2015, manufacturing CEOs expect a far more 
robust improvement in manufacturing export earnings in 2015. 
Of those who were already exporting in 2014, 51% of 
manufacturing CEOs expect their export earnings will go up, 
while 16% expect it to decline in 2015. One third expect no 
change in their export earnings, giving a net balance of 35% of 
manufacturing businesses expecting growth in their export 
earnings in 2015. Such optimism may have reflected the further 
depreciation of the Australian dollar since September 2014, as 
well as more widespread (and widely reported) forecasts of a 
lower Australian dollar from here. 

Major manufactured goods exports, 
volumes 

 
ABS, Balance of Payments, Cat. No. 5302.0 (seasonally adjusted data). 

Manufacturing change in export income: 
expected and actual 
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Manufacturing employment 
Manufacturing employment continued to decline in 2014, a 
trend that has been evident since 2008. Across all 
manufacturing sectors, total employment fell by a further 20,900 
in the year to November 2014, or 2.2% p.a. This took the total 
fall in manufacturing employment since the latest peak in 
February 2008 to 147,700 employees or 13.9% (ABS data). 
Total hours worked in manufacturing shows a similar pattern, 
falling by 19.9% over the same period.  

As of the end of 2014, total employment in manufacturing was 
at a modern low of 915,000 but it remains the sixth largest 
employing industry, behind construction and the biggest 
services industries. 

This decline in employment since 2008 has been concentrated 
in transport equipment (including automotive and other 
transport), fabricated metals, polymer and rubber products, 
printing textiles, clothing and footwear. The largest falls in 
manufacturing employment in 2014 occurred in fabricated 
metals and transport equipment manufacturing (ABS data). 

More positively, employment in food, beverages, chemicals, 
petroleum products, wood products (mainly building materials) 
and furniture has increased or recovered slightly over the same 
period, although not by enough to offset the job losses seen 
elsewhere. Food product manufacturing employed an additional 
8,000 people in 2014. It is now the single largest sector of 
manufacturing employment, with 192,000 workers (21% of all 
manufacturing jobs) in November 2014 (Four-quarter average, 
ABS data).  

In line with these long-term trends in employment (evident in the 
ABS data and in Ai Groupʼs monthly Australian Performance of 
Manufacturing Index), 42% of manufacturing businesses 
reduced their employee numbers in 2014, while 40% held their 
headcount steady. The remaining 18% of businesses increased 
their employment numbers, leaving a net balance of 24% of 
manufacturers reporting a decline in employment levels in 2014. 

In terms of magnitude, manufacturing CEOs reported an 
average headcount fall of 4.1% in 2014, which was the same 
size as the average decline in employment in 2013. 

In 2015, 36% of manufacturing CEOs expect to cut their 
employee numbers, 24% will increase employment and 40% 
will not change their employment numbers. This gives a net 
balance of 13% of manufacturing businesses planning to cut 
employment further in 2015. Although this result still equates to 
a net negative balance, it indicates a more positive outlook than 
the industry had reported in 2014 and 2013, with almost a 
quarter of manufacturing businesses now expecting to increase 
their employment numbers and a smaller – though still sizeable 
– proportion expecting to cut employment. 

Manufacturing employment, trend 

 
	  Manufacturing employment, by sector 

 

ABS, Labour Force Australia, Detailed Quarterly, Cat. No. 6291.0.55.003 (original data). 

Manufacturing change in employment: 
actual and expected 
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Manufacturing capital investment 
ABS estimates that the nominal value of capital expenditure 
(CAPEX) by manufacturing businesses declined by 2.5% in 
2013-14. This followed a fall in manufacturing CAPEX of 28.4% 
in 2012-13 and represented the lowest level of nominal capital 
investment by this industry since 2003 and 34.2% below its all-
time peak in 2005-06. 

Based on the latest ABS CAPEX survey (estimate four, in 
November 2014), national manufacturing CAPEX is expected to 
decline by another 13.8% in 2014-15 when applying the 5-year 
average realisation ratios.  

These national trends in CAPEX decisions are mirrored in the 
responses of manufacturing CEOs in Ai Group surveys over 
recent years. Almost a quarter of manufacturing CEOs (24%) 
reported that their spending on physical capital decreased in 
2014, while 25% said their spending was higher in 2014 and 
around half reported no change in their investment spending. 
This followed a very weak year in 2013 when a net of 12% of 
manufacturers reduced their CAPEX. Manufacturersʼ CAPEX 
declined by an average of 4.2% in 2014, after an average drop 
of 11.4% in 2013. 

For 2015, manufacturing CEOs appear to be more positive with 
regard to their spending on physical capital than in 2014 and 
2013. 29% expect to increase their CAPEX while a quarter 
expect to reduce it, leaving 46% planning no change in the year 
ahead. Although a lower Australian dollar is expected to 
increase competitiveness of local manufacturing businesses, it 
also means higher costs of imported capital equipment, which 
may dampen manufacturersʼ capacity for additional physical 
investment. 

 

 

 

 

 

Manufacturing capital expenditure, current 
prices 

 
ABS, Private New Capital Expenditure, Cat. No. 5625.0 (seasonally adjusted data). 

Manufacturing change in investment: 
expected and actual 

 

Manufacturing research and development 
Most manufacturing CEOs reported that their spending on 
research and development (R&D) remained steady in 2014, 
with 58% experiencing no change. 29% increased their R&D 
spending in 2014 and 13% reduced their R&D spending, 
leaving a net balance of 16% who had increased this specific 
category of investment. This was very slightly below their 
(collective) R&D spending expectations for 2014, as indicated a 
year earlier. 

In terms of magnitude, manufacturersʼ increased their spending 
on R&D by an average of 1.2% in 2014. This represented a 
slower pace of growth compared to 2013, when manufacturing 
R&D expenditure rose by an average of 2.3%. 

Looking at 2015, levels of R&D investment are expected to 
remain steady for 59% of manufacturing CEOs. A quarter of 
manufacturing CEOs expect their spending on R&D will go up 
and 16% expect it to decline in 2015, leaving a net positive 
balance of 9% planning to increase their R&D spending. 
Although still broadly positive, this result suggests a smaller 
increase in nominal R&D spending in 2015 than what was 
possible in 2014. 

Manufacturing change in R&D spending: 
expected and actual 

 



Ai Group National CEO Survey Business prospects in 2015  25	  

 

Manufacturing input and energy costs 
ABS producer price index data (PPI) shows that in the year to 
September 2014, average prices for all manufacturersʼ inputs 
declined marginally by 0.4% from a year earlier. This included 
declines in some key commodity prices and lower electricity and 
gas prices for the manufacturing industry from Q3 2014, 
coinciding with the removal of the carbon tax from 1 July. ABS 
data for example, shows that electricity prices for manufacturers 
decreased by 4.9% p.a. and gas prices fell by 7.6% p.a. in 
September 2014, following the repeal of the carbon tax from 1 
July 2014. These price falls for energy were countered to some 
extent by rising prices for many imported inputs, as the 
Australian dollar depreciated through 2014. 

In terms of the distribution of price changes, just over half of 
manufacturing CEOs (52%) indicated that their input prices had 
increased in 2014, while 40% reported no change in their input 
prices and 8% reported a fall in total input prices in 2014. On 
average, CEOs reported that their input prices increased by 
4.4% in 2014. 

Rather curiously (and at odds with the ABS pricing data to 
September 2014 above), the CEO survey indicated that the 
average energy price paid by manufacturers increased by 6.5% 
in 2014, compared to an increase of 14.5% in 2013. This might 
reflect a difference in timing for energy contracts between the 
two data sources and/or variations in energy contract pricing 
across different types of businesses (e.g. small versus large 
companies or different locations). 

Looking ahead, 58% of manufacturing CEOs are expecting their 
input prices to rise in 2015, while 37% expect stable input prices 
in 2015. 

With regard to energy prices in 2015, a net balance of 28% of 
manufacturing CEOs are expecting an increase, while 40% 
expect their energy prices will remain stable. 

The role of the Australian dollar in determining input price 
variations for manufacturers is increasing, due to a greater 
reliance on imported components by manufacturers. 
Manufacturing CEOs estimated that on average, 30% of their 
inputs were imported (sourced offshore) in 2014, up from 27% 
in 2013 (Ai Group CEO Survey data) and an estimated an 
average of 15% in 2009-10 (RBA data). 

In 2014, 27% of manufacturers reported that they increased 
their use of imported inputs, with the value of imported 
components rising by an average of 4.6% across manufacturing 
businesses. 

In 2015, 44% of manufacturing CEOs expect the value of their 
imported inputs to increase and almost half (48%) expect it to 
stay the same. Only 8% anticipate a decline in their use of 
imported inputs in 2015, leaving a net balance of 36% expecting 
an increase over the coming year. This result may be partly 
driven by the further depreciation of the Australian dollar since 
September 2014 and anticipation that it may decline further in 
2015, pushing up the Australian dollar value of imported inputs 
that cannot be substituted with (now cheaper) locally produced 
materials. 

Change in manufacturing input prices 

 
ABS,Producer Price Index, Cat. No. 6427.0 (seasonally adjusted data). 

Manufacturing change in input and energy 
prices: expected for 2015 

	    

Manufacturing change in imported inputs: 
expected and actual 
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Manufacturing selling prices 
The latest ABS PPI data shows that output (selling) prices for all 
manufacturing businesses increased by an average of 2.4% 
p.a. in the year to September 2014. This followed a period of 
decline between June 2012 and June 2013. The increase in 
manufacturing selling prices since September 2013 may have 
partly reflected the depreciation of the Australian dollar (which 
would have pushed up import prices and therefore enabled local 
producers to raise the prices of some classes of import-
competing products) but were offset by price falls for oil, metals 
and some other commodities. Selling price changes over the 
year to September 2014 ranged from +4.4% p.a. in food 
manufacturing, +4.2% in primary metals, to -0.1% p.a. in 
machinery and equipment and -5.8% p.a. in petroleum and coal 
derived products. 

The wide range of selling price changes across different 
manufacturing sectors was also reflected in this yearʼs Ai Group 
CEO Survey. 28% of manufacturing CEOs increased their 
selling prices in 2014, while 21% reduced their prices. On 
average, selling prices declined by 0.3% across all 
manufacturing businesses in 2014. As for input prices, this may 
reflect differences in timing for the two data sources (ABS and 
Ai Group CEO Survey) or, more likely, variance in the selling 
price experiences of different types of manufacturing 
businesses (e.g. food manufacturers versus chemicals and 
petroleum-based products). 

For 2015, 47% of manufacturers do not expect to change their 
selling prices, while 37% plan to put prices up and 16% expect 
to lower their selling prices. This leaves a net balance of 21% of 
manufacturers expecting to be able to raise their prices in 2015 
and represents an increase for the previous year when a net 
balance of 14% manufacturing CEOs had expected higher 
selling prices in 2014. 

 

 

 

Manufacturing output price rises 

 

ABS,Producer Price Index, Cat. No. 6427.0 (seasonally adjusted data). 

Manufacturing output price rises : actual 
and expected 

 

Manufacturing unit labour costs 
44% of manufacturing CEOs reported their unit labour costs 
(nominal labour input cost per unit of output produced) went up 
in 2014 and only 13% of manufacturing businesses had been 
able to lower them, in nominal terms. The remaining 43% of 
manufacturing CEOs reported that their unit labour costs did not 
change in 2014. 

On average, unit labour costs increased by 1.2% in 2014 across 
all manufacturers in this yearʼs CEO Survey. This represented 
an improvement from 2013, when average unit labour costs 
grew by 1.8% across all manufacturers. This may reflect the 
more general moderation in wages and background inflation 
evident in Australia in 2014. 

For 2015, 40% of manufacturing CEOs expect their unit labour 
costs to increase again (in nominal terms), while 39% expect no 
change and 21% expect their unit labour costs to decline. This 
suggests that more businesses expect to see an improvement 
in their own nominal unit labour costs in 2015 than was the case 
in 2014. 

Manufacturing change in unit labour cost: 
expected and actual 

 



Ai Group National CEO Survey Business prospects in 2015  27	  

Manufacturing labour productivity 
After improving for a decade from 2002 to 2012, aggregate 
labour productivity in manufacturing (as measured by the ABS 
as the volume of output per hour worked) hit a peak in 2012 but 
has since declined and then stabilised. This failure to improve 
(or recover) productivity over the past two years reflects a 
number of simultaneous trends including: declines in output; 
declines in employment and work hours (which is likely to be 
ʻlaggingʼ the decline in output); changes in technology; and 
changes in capital investment per worker. Despite all the 
challenges faced by the manufacturing industry, the sectorʼs 
labour productivity has generally performed better against the 
national average over the longer-term (since 2002). In the past 
two years however, this gap has been closing. 

These trends are also evident in Ai Groupʼs CEO surveys. In 
2014, 27% of manufacturers reported an actual improvement in 
labour productivity, while 51% were able to maintain their labour 
productivity. However, a sizeable 21% of manufacturing CEOs 
saw their labour productivity worsen in 2014. On average, 
labour productivity has been unchanged (i.e. zero growth) 
across all manufacturers over the past two years. 

In 2015, two-fifths of manufacturing CEOs expect their labour 
productivity will improve, while only 10% expect it to decline and 
half expect no change at all. This is less optimistic than their 
initial expectations for 2014 and more in line with the 
productivity improvements that were actually achieved in 2014, 
which came in below expectations.  

Labour productivity index, manufacturing 
vs all industries 

  

Calculated from ABS, National Accounts, Cat. No. 5206.0 and ABS, Labour Force Australia, 

Detailed Quarterly, Cat. No. 6291.0.55.003 (original data). 

Manufacturing change in labour 
productivity: expected and actual 
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Manufacturing labour productivity: 
contributors and inhibitors  
In this yearʼs survey, manufacturing CEOs who said their labour 
productivity had improved in 2014 (27%) listed the following 4 
factors as contributing to that improvement : 

• Process improvements (43%), 

• Additional capital investment (15%), 

• Restructuring (13%) and higher demand (11%). 

Manufacturing CEOs who said their labour productivity had 
declined in 2014 (21%) listed the following 3 factors as 
contributing to that decline:  

• A decrease in customer demand and/or output (52%), 
presumably to a greater degree than the decrease in labour 
(such that output per worker hour decreases) 

• Unmotivated workers (14%), and 

• A lack of skilled workers (10%). 

 
 
 
 
Manufacturing multi-factor productivity 
(MFP): trends and contributors 
Another timely indicator of factors contributing to the recent 
productivity performance of Australian manufacturing comes 
from the Ai Groupʼs monthly Performance of Manufacturing 
Index (the Australian PMI®). This shows a clear relationship 
between multi-factor productivity (MFP) performance in 
manufacturing (measured as the ratio of labour and capital 
inputs to the volume of output on an annual basis by the ABS) 
and industry-wide capacity utilisation. 

Both of these key measures peaked in 2003-04 and have since 
been declining or stable. This close relationship suggests that 
the long-term decline in output has resulted in increased spare 
capacity remaining in the industry, due to the time lags between 
reduced output and (later) reduced labour and capital inputs. To 
the extent that spare capacity can be removed from the 
industry, this trend decline could stabilise or even improve in 
2015 and beyond. As discussed above, expected investment in 
new capital is extremely low for 2015, confirming that 
businesses generally see few reasons to add or replace 
capacity in the current business environment. 

Manufacturing labour productivity: 
contributors and inhibitors 

 

 

 

 

 

 

 

 

Manufacturing multi-factor productivity 
and capacity utilisation	  

 

Calculated from ABS 5260.0.55.002 Estimates of Industry Multifactor Productivity, Australia 

2013-14 and Ai Group Australiam Performance of Manufacturing Index 
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Services Sectors 
Australian services industries are comprised of market services sectors including wholesale 
trade, retail trade, hospitality, transport, information technology and telecommunications, 
financial services, professional services (e.g. legal, accounting and engineering services), 
administrative services, real estate services, arts and recreation, and personal services (e.g. 
hairdressing, laundry and auto repairs). In addition, healthcare, welfare, social services and 
education services make up a very large part of the Australian services sectors. 
 
Services sectors, general business 
conditions 
Collectively, the services sectors (excluding public 
administration and safety services, which add another 5% to 
GDP) make up around 70% of Australian economic output and 
employment, so their health is highly indicative of general 
economic conditions. 

This year CEOs from the services sectors reported a significant 
deterioration in their business conditions in 2014. This outcome 
was notably below their initially positive expectations for the 
year and followed very weak business conditions in 2013. 

Relative to 2013, 56% of services CEOs said business 
conditions in their sector deteriorated in 2014, while just under a 
third (31%) reported no change. Only 13% said 2014 was better 
year for them than 2013. 

Looking ahead, services CEOs remain cautious for 2015, with 
over a third (36%) expecting general business conditions to 
worsen in 2015. Two fifths (42%) of services CEOs expect no 
change in general business conditions in 2015, while just over 
one fifth (22%) think conditions will improve over the coming 
year. 

Services sectors, value added output  
latest quarter (Sep Qtr 2014) 

 
ABS, National Accounts, Australia, Cat. No. 5206.0 (seasonally adjusted data). 

Services change in general business 
conditions: expected and actual 
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Services inhibitors to growth 
Services CEOs expect the following factors will inhibit their 
business growth in 2015.  

• A lack of customer demand has re-emerged as the most 
common inhibitor to growth for services firms in 2015. It is 
expected to inhibit growth by one quarter (26%) of services 
CEOs, up from 17% in 2014 and 22% in 2013. 

• Wage cost pressures were the second most commonly cited 
growth inhibitor, expected by 14% of CEOs in 2015, 
although this had fallen as a factor compared to 2014 (19%) 
and 2013 (15%).  This probably reflected the deceleration in 
economy-wide wage inflation over the past two years. 

• The exchange rate is expected to inhibit growth by 12% of 
services CEOs, up from 5% in 2014 and 7% in 2013. While 
the lower dollar should benefit export-oriented services 
sectors such as tourism and education, other sectors such 
as retailing rely on a high degree of imported inputs and 
product. Among these latter businesses, the lower dollar 
may be viewed negatively. Alternatively, the increased 
concern about the exchange rate may also reflect a lack of 
confidence in the outlook for the dollar, about how low the 
dollar might go or for how long. 

• 10% of services CEOs expect government regulatory 
burden to pose a challenge to their business growth in 2015, 
significantly fewer than in 2014 (16%) and 2013 (14%). This 
signals some improvement in this area of concern, relative 
to the past two years, either due to an actual reduction in 
regulatory burden or a reduction in concern about this issue, 
relative to other issues of concern. 

Services inhibitors to growth 

 

Services growth strategies 
In response to the weak outlook for 2015, services CEOs 
expect to pursue the following growth strategies in 2015.  

• 25% of CEOs will focus on improving sales of current 
products and services over the coming year, a slight 
increase from 2014 (24%) and 2013 (23%). 

• Almost a quarter (23%) of CEOs plan to introduce new 
products and services in 2015. This represented a large 
increase from 2014 when just under one fifth (19%) of 
services CEOs chose this growth strategy. 

• About 16% of services CEOs plan to develop new domestic 
markets. 

• A somewhat smaller percentage (10%) of services 
businesses are looking to downsize their operations and 
reduce costs in 2015, compared to 12% in 2014. 

• Other strategies being planned in 2015 by a smaller 
proportion of services CEOs include increasing 
advertising/marketing (9%), investing in new technologies 
(6%), and partnering with another organisation (4%). 

Services growth strategies in 2015 
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Services sales (annual turnover) 
Services sales have been rising at a faster pace in nominal 
(value) terms than they have in volume terms since 2010 (ABS 
data). This reflects a greater degree of price inflation in certain 
services sectors (e.g. in health, childcare and education), 
relative to other sectors of the economy.  

Over the past decade (2004-14), services sales have grown by 
an average of 5.2% p.a. in nominal terms, but around 3.0% in 
volume terms (very close to trend GDP growth). 

Reflecting the trends evident in the ABS aggregate data, sales 
performance for services businesses was generally positive in 
2014 and slightly better than 2013. Half of services CEOs 
reported their turnover increased in 2014 compared to the 
previous year, but 28% reported a decline. For 22% of services 
businesses, turnover remained steady in 2014. This outcome 
was notably worse than that initially expected by services CEOs 
for 2014, with three quarters (74%) originally anticipating a rise 
in sales revenue. 

For 2015, almost half (48%) of services CEOs expect their 
turnover will grow, but one fifth expect their sales to decline. 
Around a third (32%) expect to see no growth in 2015. This is 
weaker than the expectations they initially put forward for 2014, 
but is in line with their actual outcomes for 2014. 

 

 

 

 

 

 

Services export income 
Services export income has been under pressure since the 
Global Financial Crisis (GFC) due to subdued global demand 
and the high Australian dollar. Key services exports from 
Australia include travel and tourism, education and professional 
services. 

Services export volumes started increasing again from late 
2012 and grew by 4.1% over the year to September 2014, 
mainly driven by a surge in tourism exports and renewed growth 
in education exports. The value of export earnings has also 
been increasing at a faster period over this period, to be 6.8% 
higher over the 12 months to September 2014. These positive 
developments likely reflected the more substantial depreciation 
of the Australian dollar during 2014.  

The majority (82%) of services CEOs reported no export 
income in 2014, due to their primary focus on local customers 
and the personal nature of many services. Of the services 
businesses who exported, 44% said their export growth was flat 
in 2014. One third reported an increase in export earnings and 
22% reported a decrease.  

In 2015, 78% of the services sector CEOs who exported in 
2014 expect to see no change in their export earnings. 22% 
expect their export earnings will grow, while no services CEOs 
who export are expecting their exports to decline. This likely 
reflects the recently lower Australian dollar, which will provide 
better support for export growth in 2015.  

Selected services annual growth, volume 
and value 

  

ABS, Business Indicators, Australia, Cat. No. 5676.0 (seasonally adjusted data). 

Services change in sales revenue: 
expected and actual 

 

Major services exports, nominal value 

 
ABS, International Trade in Goods & Services, Cat. No. 5368.0. 
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Services employment 
Services (not including public administration services) account 
for around 71% of total employment, with health and welfare 
services (12%) and education services (7.9%) accounting for 
one-fifth of the entire workforce (ABS data). Market services 
sectors, such as retail trade (11%), professional services (8%), 
hospitality (7%) and transport (5%), make up just over half 
(51%) of the total workforce. 

Services employment (excluding public administration) 
increased by 2.7% p.a. in 2014 to reach around 8.2 million 
workers. Growth in actual hours worked in the services 
industries was much weaker, at only 1.1% p.a. in 2014, since 
much of the increase in employment in 2014 was driven by part-
time work (defined by the ABS as 35 hours per week or less). 

Over the decade to 2014, employment in health and welfare 
services has grown more strongly than any other major industry 
in Australia, adding an average of 43,300 workers each year 
(3.8% p.a. on average). Other services sectors with strong 
growth over the past decade include: professional services, 
which has added an average of 30,100 new employees each 
year (4.1% p.a.); education, which has added an average 
20,800 new employees per year (2.7% p.a.); and transport, 
which has added an average of 11,300 new employees each 
year (2.2% p.a.). Employee numbers in retail trade and 
wholesale trade are also large, but they have grown more 
slowly, averaging 1.3% p.a. and 0.4% p.a. over the past 
decade. 

In line with these trends in the ABS data, 31% of services CEOs 
reported that their employee numbers went up in 2014, while 
the same percentage needed to cut staff numbers in 2014. 38% 
of services businesses reported that their employment levels 
were stable in 2014.  

In aggregate, services CEOs reported that their employment 
increased by an average of 0.9% p.a. in 2014. This compared 
to an average growth rate of 7.8% p.a. in 2013, although this 
strong increase in 2013 was concentrated in a small handful of 
businesses and was not representative of all respondents. 

In 2015, 40% of services CEOs expect their employee numbers 
will go up and 46% expect stable employment. Only 14% 
expect their staff numbers to decline in 2015, giving a net 
balance of around a quarter (26%) of services businesses who 
plan to increase their employment. 

Services employment and hours worked 

  

ABS, Labour Force Australia, Detailed Quarterly, Cat. No. 6291.0.55.003 (trend data, 

excluding public administration and safety services). 

Services employment, by sector 

 
ABS, Labour Force Australia, Detailed Quarterly, Cat. No. 6291.0.55.003 (trend data, 
excluding public administration and safety services). 
Services change in employment: expected 

and actual 
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Services capital investment 
The latest ABS capital expenditure (CAPEX) data indicate total 
CAPEX by businesses in the services sector increased by 4.4% 
p.a. in 2013-14, following a 7.5% p.a. drop in 2012-13. Despite 
this increase, services CAPEX has been subdued since the 
GFC and remains 10% below its all-time peak in 2008-09, in 
nominal terms. Subdued economic conditions and weak local 
retail spending, as well rapid technological developments, have 
been weighing on the amount of CAPEX services firms are 
willing to commit. 

Across the services sector, the latest ABS CAPEX estimate (the 
fourth estimate) of spending in 2014-15 suggests a moderate 
decline of 1.2% p.a. in nominal, unadjusted spending, relative to 
the previous year.  

This yearʼs CEO Survey indicates actual CAPEX growth in 2014 
is in line with these CAPEX trends and with services CEOsʼ own 
initial expectation for the year. 38% of services CEOs reported 
their spending on physical capital increased in 2014, relative to 
2013. Around a fifth (21%) had decreased their spending in 
2014 while 42% did not change the level of their CAPEX in 
2014. 

Looking at 2015, one third of services CEOs expect their 
spending on physical capital will go up in 2015, while 22% 
expect it to decline. The remaining 45% expect stable 
investment spending over the coming year. This suggests total 
CAPEX by services businesses is likely to be stable or to 
expand very slightly in 2015, compared to 2014. 

 

 

 

 

Services research and development 
After reaching an all-time peak of $8.4 billion in 2012 (+7.8% 
p.a. ABS, 2013), growth in research and experimental 
development spending in the services sectors appears to have 
slowed down over the past two years. 

Services sector CEOs reported their spending on R&D 
remained largely stable in 2014 with 90% reporting no change 
in investment levels. Only 6% of businesses had increased their 
R&D spending in 2014 while 4% decreased their spending. This 
was significantly below their expectation for the year: a year 
earlier, 28% had intended to increase their R&D spending in 
2014. As a result, R&D investment only increased by an 
average of 0.7% across all services businesses in 2014, down 
from 5.6% in 2013. This is in nominal terms, so with inflation 
running at around 2.5% in 2014, this implies a drop in real R&D 
spending in 2014. 

In 2015, services businessesʼ R&D budgets are likely to remain 
constrained, with 84% of services CEOs planning no change in 
their spending. Only 12% are expecting to spend more and 4% 
expect to spend less, leaving a net balance of 8% of services 
CEOs anticipating an increase in R&D expenditure in 2015. 
This implies that aggregate R&D spending across the services 
sectors is likely to remain flat or to increase only marginally in 
nominal terms in 2015. 

Services* capital expenditure (nominal) 

 
* Selected services sectors in the CAPEX survey include private sector utilities, construction, 

wholesale and retail trade, transport, IT, telecomms, finance, real estate, professional and 

other services. 

ABS, Private New Capital Expenditure, Cat. No. 5625.0 (seasonally adjusted data). 

Services change in investment: expected 
and actual 

 

Services change in R&D spending: 
expected and actual 

 

  



Ai Group National CEO Survey Business prospects in 2015 34 

Services input and energy costs 
In 2014, 20% of services businesses increased their use of 
imported inputs, while only 11% decreased their imported 
components. This leaves a net balance of 9% of services 
businesses who increased their use of imports in 2014. 

Reflecting this increase, services sector CEOs estimated that 
on average, 36% of their inputs were imported (sourced 
offshore) in 2014, up from 19% in 2013.  

With regard to total input costs, the majority of services CEOs 
(71%) reported no change in their input prices in 2014. 22% 
faced increases in their input prices, while 7% were able to 
decrease their input prices. On average, input prices increased 
by 1.2% across all services businesses, in part reflecting the 
lower Australian dollar and higher use of imported inputs by 
services businesses in 2014. 

For 2015, 47% of services CEOs expect their input prices to 
rise, while only 7% are expecting a reduction.  

Energy prices were reported to have risen for just over half 
(51%) of services businesses in 2014. Only 4% said their 
energy prices declined. The remaining 45% of services CEOs 
reported stable energy prices. Energy prices increased by an 
average of 3.9% across all services businesses in 2014, 
compared to 11.3% in 2013. This deceleration in energy prices 
may have reflected the removal of the carbon tax from 1 July 
2014 and a range of other factors. 

For 2015, services CEOs are mainly expecting their energy 
prices to stay flat or to increase. 57% expect stable pricing, 
while just over a third (34%) expect higher energy prices in 
2015. Only 9% of services CEOs think their energy prices will 
decline. 

Services change in input and energy 
costs: expected for 2015 
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Services selling prices 
The latest ABS CPI data show that retail selling prices for 
services continue to outstrip those for goods by a large margin. 
In 2014, retail selling prices for services typically increased by 
between 2.8% and 3.3% p.a., while those for goods ranged 
between 1.9% and 2.7% p.a.. This largely reflects the high local 
labour content (and labour costs) for services, relative to goods.  

Relative to 2013, retail price growth for services slowed down in 
2014, largely due to slower wage growth in key services sectors 
(most notably health, education, housing, professional services 
and retail). 

Pricing experiences varied widely in 2014. 42% of services 
CEOs reported no change in their selling prices, but 31% 
reported their selling prices went up by an average of 3.5% p.a. 
in 2014, while 27% of services CEOs reported they had 
reduced their selling prices in 2014, by an average of 8.2% p.a.. 

In 2015, about the same proportion as in 2014 plan to leave 
their selling prices unchanged (46%), but a larger group than in 
2014 (38%) expect to increase their selling prices. 16% expect 
to lower their prices. This reluctance to increase prices among 
the majority of businesses suggests they remain cautious about 
the outlook for business conditions, but it also reflects a benign 
inflation environment more generally. 

Services output price rises 

 

Services output price rises: selected 
service categories 

 
ABS,Consumer Price Index, Cat. No. 6401.0 (seasonally adjusted data). 

Services unit labour costs 
Growth in unit labour costs remains a key issue for services 
businesses. 38% of services businesses reported no change in 
their unit labour costs in 2014, but 44% reported an increase. 
Only 18% managed to reduce their unit labour costs in 2014. 

On average, unit labour costs increased by 0.6% p.a. across all 
services businesses in 2014. This represented a slight 
improvement from 2013, when they rose by 1.4% p.a. across 
services businesses (reported in nominal terms). 

Looking at 2015, the majority (56%) of services businesses 
think their unit labour costs will remain unchanged in 2015. A 
quarter of services CEOs expect their unit labour costs to go up 
again in 2015, while 19% expect them to decline. This leaves a 
net balance of 6% of services CEOs expecting unit labour costs 
to rise in 2015. This is an improvement from the actual and 
expected experience of 2014 (a net balance of 27% 
experiencing an actual rise in unit labour costs) but it still 
indicates a further deterioration in this key measure of business 
competitiveness across the services sectors. 

Services change in unit labour costs: 
expected and actual 
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Services labour productivity 
Labour productivity growth (volume of output per hour worked) 
for the services sector as a whole* has been broadly in line with 
the Australian all-industries average since 2002 (ABS data). 
However, there is significant divergence in productivity growth 
among services sectors.  

The largest gains in labour productivity over recent years have 
generally been in sectors with greater ability to adopt and 
benefit from new technologies, such as finance, wholesaling 
and retailing. The large, labour-intensive sectors such as health, 
education and professional services have achieved below-
average labour productivity growth, compared to the all-
industries national average (ABS data). 

In line with these trends, 55% of services sector CEOs said 
their labour productivity was unchanged in 2014. 30% said their 
labour productivity improved, and 15% reported a decline in 
2014. 

On average, labour productivity improved by 0.8% in 2014 for 
services businesses. This compared to an improvement of 1.4% 
in 2013. 

In 2015, 60% of services CEOs expect no change in their 
labour productivity, but 35% expect it to improve. Only 4% 
expect a decline, a big improvement from 15% experiencing an 
actual decline in 2014 and 13% in 2013. This gives a net 
balance of 31% of services CEOs anticipating a productivity 
improvement over the coming year. Better labour productivity 
should assist services businesses improve their 
competitiveness amid the fragile outlook for 2015. 

Services labour productivity: contributors 
and inhibitors  
In this yearʼs survey, services CEOs who said their labour 
productivity had improved in 2014 listed the following 3 factors 
as contributing to that improvement: 

• 36% of respondents listed process improvements as one of 
the top three factors; 

• 29% attributed an increase in productivity to restructuring 
their business, and 

• 21% reported an increase in demand as a factor in 
improving labour productivity (presumably because their 
volume of output increased per employee). 

Services CEOs who said their labour productivity had declined 
in 2014 listed the following 3 factors as contributing to that 
decline:  

• 80% said their productivity declined due to a decrease in 
customer demand (which presumably decreased to a 
greater degree than their labour inputs); 

• 10% said it was due to the need to comply with government 
regulations; and 

• 10% said it was due to a lack of skilled management. 

Labour productivity index, selected 
services* and all industries 

 

* Selected services includes all services industries except public administration and utilities. 

Calculated from ABS, National Accounts, Cat. No. 5206.0 and ABS, Labour Force Australia, 

Detailed Quarterly, Cat. No. 6291.0.55.003 (original data).  

Services change in labour productivity: 
expected and actual 

 

Services labour productivity: contributors 
and inhibitors 
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Construction 

Australian construction activities include engineering construction (mining and transport 
infrastructure projects including roads, bridges and ports); commercial construction (offices, 
shopping centres, schools, hospitals and other public buildings); industrial construction (factories 
and warehouses); houses and residences other than houses (flats, units and apartments). 

Construction general business conditions 
The construction industry has experienced a wide variety of 
conditions in recent years. The engineering sector has been 
coming off the mining investment boom that peaked in 2013, 
while housing construction has been subdued due to a long-
term cyclical lull in demand for new housing.  

Meanwhile, commercial and industrial construction have been 
relatively flat due to a lack of expansion in manufacturing, 
industrial and business services activity. In 2014, this pattern 
began to shift, with housing activity finally picking up nationwide 
and engineering activity contracting further, as the record-high 
mining investment pipeline dwindles to more normal levels. 

In 2015, this switch from engineering to housing construction 
activity is set to become more pronounced, with hot spots for 
new housing development emerging in and around most (but 
not all) mainland cities, supported by pent-up demand for new 
housing and ongoing solid population growth, of around 1.6% 
p.a. nationally.  

This much-anticipated recovery in the housing construction 
cycle does, however, face some key risks in 2015, including 
weak employment and incomes growth, which mainly affect 
demand from first home buyers. Ongoing risk aversion among 
investors (which is a negative for most of the economy) seems 
to be working in its favour, as more people are investing in 
housing over other asset classes. 

These mixed conditions were reflected in CEO survey 
responses for 2014: 57% of construction CEOs said business 
conditions in their sector deteriorated in 2014 compared to 
2013, while 19% said 2014 was a better year for them than 
2013. This was at odds with their initial expectations for 2014, in 
that only 20% had initially expected 2014 to be worse than 
2013. 

In 2015, a third of respondents expect business conditions in 
the construction sector to improve compared to 2014, while 
28% expect it to worsen. This suggests that on balance, 
construction CEOs expect industry conditions to be broadly 
unchanged in 2015 from 2014. 

Construction activity by sector 

 
ABS, National Accounts, Australia, Cat. No. 5206.0 (seasonally adjusted data). 
Construction change in general business 

conditions: expected and actual 
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Construction inhibitors to growth 
Construction CEOs expect the following factors will inhibit their 
business growth in 2015.  

• 24% expect a lack of customer demand to be one of the top 
three factors to inhibit growth in 2015. Weak demand has 
been the most common growth inhibitors for construction 
businesses over the past three years. 

• 24% of respondents also listed wage pressures among the 
top three growth inhibitors for 2015. This represented a 
significant increase from 2014 and 2013 when 18% and 
15% of construction CEOs believed this was a key factor. 
This could indicate either increasing demands for higher 
wages (despite the moderate wage and inflation 
environment more generally) and/or increasing pressure on 
buildersʼ margins due to intense competition, which 
therefore increases the pressure to find cost savings. 

• 13% expect inflexibility of industrial relations to inhibit growth 
in 2015. This has increased as an area of concern for 
construction CEOs since 2013. 

• 12% are concerned about skill shortages and 11% are 
concerned about government regulatory burden. 

 

 

 

 

 

 

 

 

 

Construction inhibitors to growth	  

	   	  

Construction growth strategies 
In response to this mixed outlook, construction CEOs expect to 
pursue the following growth-oriented growth strategies in their 
businesses in 2015.  

• 25% plan to improve sales of current products and services;   

• 22% plan to develop new domestic markets. Reflecting the 
rapid decline in mining-related construction work, builders 
appear to be more actively looking for alternative markets, in 
particular in residential and commercial construction. 

• 16% plan to introduce new products and services.  

• 15% are looking at downsizing/reducing operational costs as 
a growth strategy, up from 12% in 2014 and 10% in 2013. 

Construction growth strategies 
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Construction sales (annual turnover) 
After three years of soft growth between 2011 and 2013, both 
nominal (value) and real (volume) sales for the construction 
sector rose sharply in 2014, to be 10.4% p.a. and 8.8% p.a. 
higher over the year to September 2014 respectively (ABS 
data).  

This is mainly due to the pickup in residential building activity in 
2014. However, Ai Groupʼs monthly Performance of 
Construction Index (the Australian PCI®) suggests that activity 
outside housing is not so robust, with engineering construction 
activity contracting sharply over the course of 2014 and only 
sporadic or mild growth evident in commercial and industrial 
construction. 

Reflecting this divergence in conditions across the construction 
industry, 53% of construction sector CEOs reported revenue 
declines in 2014, while 30% reported an increase and 16% 
reported stable turnover.  

On average, sales revenue declined by 5.4% p.a. in 2014 
across all construction businesses, compared to a 6.0% decline 
in 2013.  

These outcomes for 2014 were significantly below the initial 
expectations held by construction CEOs for 2014, with 57% of 
CEOʼs anticipating growth in revenue for 2014, when asked in 
2013. 

For 2015, construction CEOs remain generally positive about 
their sales prospects but are on balance, less optimistic than 
they were a year ago. Half of construction CEOs expect their 
turnover to go up in 2015 (compared to 57% who expected 
growth for 2014) and 21% expect their sales to remain stable. 
29% expect their sales to decline in 2015, up from 14% who 
had expected a decline for 2014. 

 

 

 

 

 

 

Construction annual sales growth, value 
and volume 

 

ABS, Business Indicators, Australia, Cat. No. 5676.0 (seasonally adjusted data). 

Construction change in sales revenue: 
expected and actual 

 

Construction export income 
Construction sector export income is negligible compared with 
other exporting industries, although it has picked up sharply 
since December 2013, averaging around $33 million per quarter 
over the year to September 2014 (nominal value; ABS data). 
This nominal increase may have partly reflected a lower 
Australian dollar. The lower exchange rate is expected to assist 
construction export income in 2015. 

 

 

Construction services exports, nominal 
value 

 
ABS, International Trade in Goods & Services, Cat. No. 5368.0. 
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Construction employment 
Following a sharp decline in the second half of 2011, 
construction employment has been gradually recovering since 
mid-2012, to reach an all-time peak of 1.06 million by late 2014 
(up 4.7% p.a. to November; ABS data). 

This recovery and recent growth in total construction 
employment reflects the recovery in national residential 
construction over the past year, which is more labour intensive 
than the large mining-related engineering and infrastructure 
projects that it is replacing. Construction employment numbers 
tend to adjust faster to changing conditions than some other 
industries, due to the mobile nature of businesses and the 
workforce, as well as the independent contracting arrangements 
that are prevalent throughout the industry. Construction, for 
example, has the highest proportion of self-employed 
independent workers of any industry, with around 30% of 
construction workers operating as independent (self-employed) 
contractors, compared to 8.5% of all Australian workers (ABS 
data, as of Nov 2013). 

Reflecting the varying fortunes of construction businesses in 
different sectors, construction CEOs reported employment 
growth in only 24% of construction businesses in 2014. A 
greater proportion, 38%, reported a decline. The remaining 38% 
reported unchanged employment in 2014. 

As reported by construction CEOs, employment fell by an 
average of 6.2% p.a. in 2014 across construction businesses, 
compared to a decline of 2.3% p.a. in 2013. The difference 
between this result and the ABS data cited above for the same 
period (+4.7% p.a. for 2014) probably reflects differences in 
timing and sampling across the two data sources, with few of 
the smaller (and self-employed) house building workers being 
included in the annual Ai Group CEO surveys, compared to the 
(household survey based) ABS labour force surveys. 

For 2015, the outlook again indicates a decline in employment, 
with one third of construction CEOʼs expecting to reduce their 
workforce. This outweighs those expecting an increase (31%). 
The remaining 36% expect a stable headcount in 2015. 

This is broadly in line with construction CEOsʼ subdued outlook 
for general business conditions in the sector and sales revenue 
in 2015. 

Construction employment and hours 
worked 

  

ABS, Labour Force Australia, Detailed Quarterly, Cat. No. 6291.0.55.003 (trend data). 

Construction change in employment 
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Construction capital investment 
ABS capital expenditure data (CAPEX) shows CAPEX by the 
construction industry declined in 2013-14 following a brief and 
partial recovery in 2012-13. Construction CAPEX fell by 8% p.a. 
in 2013-14 to be 23% below its recent peak in 2009-10, in 
nominal terms. 

The latest CAPEX estimate for construction spending in 2014-
15 suggests a further fall in CAPEX in 2014-15 of 17% p.a., in 
nominal unadjusted terms. This outlook reflects lower capital 
expenditure by the engineering construction sub-sector, as the 
mining construction boom continues to unwind. Despite the 
recent recovery in residential building activity, residential 
construction tends to be less capital and more labour intensive, 
with fewer demands for new CAPEX. 

In line with these trends, 58% of construction CEOs reported no 
change in 2014, a quarter reported a decline and 18% reported 
an increase.  

On average, physical investment fell by 4.2% p.a. across all 
construction businesses in 2014. This compared to an average 
increase of 7.5% p.a. in physical investment by construction 
businesses in 2013. 

Construction CEOs appears to be more divided (that is, both 
more optimistic AND more pessimistic instead of neutral) about 
their physical investment for 2015 than they were in 2014. In 
2015, 31% of construction CEOs expect their spending on 
physical capital will go up (compared to 24% who expected an 
increase in 2014), while 24% expect it to decline (compared to 
10% who had planned a decrease in 2014). 45% expect their 
investment budget will remain unchanged in 2015, compared to 
67% who were initially neutral on their CAPEX intentions for 
2014. 

 

 

 

 

 

 

Construction capital expenditure, nominal 

  

ABS, Private New Capital Expenditure, Cat. No. 5625.0 (seasonally adjusted data). 

Construction change in investment: 
expected and actual 

 

Construction research and development 
Construction sector CEOs reported their spending on R&D was 
mostly stable, with 78% reporting no change in 2014. Only 7% 
of CEOs indicated an increase in R&D spending and 15% 
recorded a decline in 2014 compared to the previous year. 

On average, construction businessesʼ R&D spending increased 
by 0.2% p.a. in 2014, compared to an increase of 2.7% p.a. in 
2013. This followed a 19% drop in the value of R&D spending in 
the construction sector in 2012 (ABS data). 

In 2015, 63% of construction CEOs expect their spending on 
R&D will remain steady, 20% anticipate it will go up while 17% 
expect it to decline. With more businesses planning an increase 
in 2015 than was actually the case in 2014, this suggests 
another small rise in R&D spending may eventuate for 
construction businesses in 2015. 
 

Construction change in R&D spending: 
expected and actual 
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Construction input and energy costs 
Construction input costs are directly affected by changes in 
commodity pricing, particularly for steel and other metals, as 
well as for bulky materials such as cement and timber products. 
Prices for structural timber products increased from a recent 
trough in September 2012 to be up 6.1% p.a. to September 
2014 (due in part to rationalisation and downsizing in the local 
timber industry). Structural steel prices were 0.5% p.a. lower in 
September 2014 and have since fallen much further, reflecting 
the sharp drop in global iron ore prices in 2014. 

In 2014, construction sector CEOs estimated that on average, 
9% of their inputs were imported (sourced offshore), down from 
18% in 2013, although 2013ʼs outcome was affected by a 
handful of construction businesses that sourced all of their 
inputs offshore. The share of imports for individual businesses 
ranged from 0% to 99% in 2014. 

In 2014, 14% of CEOs indicated that they increased their use of 
imported inputs, while 9% reduced their reliance on imports.  

In 2015, 13% of construction CEOs expect to increase their use 
of imported components and 16% plan to decrease their 
imports. This trend toward less rather than more imports may 
reflect the stronger depreciation in the Australian dollar since 
September 2014, which has made imports more expensive and 
locally made inputs more price competitive once more. 

With regard to all inputs, 43% of construction CEOs reported a 
rise in input prices in 2014. Input prices increased by an 
average of 3% across all construction businesses in 2014. 

For 2015, half (51%) of construction CEOs expect no change in 
their input prices. Around a third of CEOs expect their input 
prices to rise further and 14% are expecting a decline in input 
prices. 

Energy intensity varies considerably across different types of 
construction work. Around half (53%) of construction CEOs 
reported that their energy prices increased in 2014. 42% saw no 
change in their energy prices and 5% reported a decline in 
2014.  

On average, energy prices increased by 3.8% p.a. across all 
construction businesses in 2014, compared to a 10.2% p.a. 
increase in 2013. 

For 2015, 57% of construction CEOs are expecting no further 
changes in their energy costs. 37% expect their energy prices 
to rise in 2015 and 6% are expecting a decline.  

Residential construction, input price rises 

 

ABS,Producer Price Index, Cat. No. 6427.0 (seasonally adjusted data). 

Construction change in input and energy 
costs: expected for 2015 
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Construction selling prices 
The latest ABS producer price index (PPI) data show selling 
prices across different segments of the construction market 
have generally accelerated over the course of 2014. This likely 
reflected the recovery in residential building activity over the 
past year, as well as the lower Australian dollar and higher 
costs for some inputs. 

Prices for the construction of non-residential buildings and for 
residences other than houses (i.e. flats, units and apartments) 
both increased by 2.1% p.a. to September 2014. Prices for 
house construction averaged around 3.3% p.a. (above CPI 
inflation) over the past two years, following weaker price growth 
in late 2011 and 2012. Price increases for the construction of 
roads and bridges have moderated since a recent spike in 
March 2012. 

These price increases have not however, been experienced 
evenly across the industry. Construction industry CEOs 
reported that 56% of businesses did not change their selling 
prices in 2014. One fifth of construction sector CEOs reported 
an increase in their selling prices (up by an average of 5.5% 
p.a.) in 2014, while 24% cut their prices in 2014 (down by an 
average of 11.7% p.a.). 

For 2015, two thirds of construction CEOs expect to maintain 
their selling prices unchanged from 2014. 23% plan to increase 
their selling prices and only 10% plan to lower them in 2015. 

 

 

 

 

 

 

 

 

 

Construction output price rises 

 

ABS,Producer Price Index, Cat. No. 6427.0 (seasonally adjusted data). 

Construction unit labour costs 
Just over half (53%) of construction sector CEOs reported that 
their unit labour costs (labour cost per unit produced) went up in 
2014 (by an average of 4.9% p.a.), while only 16% were able to 
reduce their unit labour costs in 2014 (by an average of 17% 
p.a.). This compared to 2013 when two thirds of respondents 
reported an increase in unit labour costs while only 11% were 
able to achieve a reduction. This slight improvement is partly 
reflected in a moderate improvement in construction labour 
productivity over 2014 (see below). 

For 2015, 38% of construction CEOs expect their unit labour 
costs will go up in 2015, while 15% expect these costs to 
decline. The remaining 46% expect no change in their unit 
labour costs in 2015. 

Construction change in unit labour costs: 
expected and actual 
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Construction labour productivity 
Following a sharp drop in 2013, labour productivity (volume of 
output per hour worked) in the construction sector partially 
recovered over the course of 2014 (ABS data). This likely 
reflects changes in capital use per employee, as the industry 
once again switches between (capital-intensive) engineering 
construction and (labour-intensive) housing construction. 

This trend is likely to continue in 2015 and beyond. A highly 
competitive economic environment, as well as technology 
advancements, is also expected to encourage construction 
businesses to find new innovations to improve the efficiency of 
their operations. 

With regard to the distribution of labour productivity 
improvements across the construction industry, a quarter of 
construction sector CEOs reported achieving labour productivity 
improvements in 2014, while one fifth reported a decline. Over 
half (55%) of respondents indicated their labour productivity 
remained steady in 2014. On average, labour productivity 
improved by 0.2% p.a. across all construction businesses in 
2014, compared a decline of 2.4% p.a. in 2013, which is line 
with the national trend data. 

Looking at 2015, 38% of construction CEOs expect their labour 
productivity will go up in 2015 (up from 26% who had expected 
it to improve in 2014), while 15% expect it to decline. 46% of 
respondents expect their labour productivity to be stable in 
2015. 

 

Labour productivity index, construction 
and all industries 

  

Calculated from ABS, National Accounts, Cat. No. 5206.0 and ABS, Labour Force Australia, 

Detailed Quarterly, Cat. No. 6291.0.55.003 (original data). 

Construction change in labour 
productivity: expected and actual 

 

Construction labour productivity: 
contributors and inhibitors 
Construction CEOs who said their labour productivity had 
improved in 2014 listed the following four factors as contributing 
to that improvement: 

• Half reported that increased staff skills and capabilities 
contributed to an increase in labour productivity; 

• A quarter noted process improvement as the key driver for 
their higher labour productivity over the past year; and 

• 13% said increased demand and 13% said restructuring 
were one of the three major contributing factors. 

Construction CEOs who said their labour productivity had 
declined in 2014 noted two major factors contributing to that 
decline: 

• 46% blamed it on a decrease in customer demand, and 

• 15% attributed their deterioration in labour productivity to 
industrial relations issues. 

Construction labour productivity: 
contributors and inhibitors 
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Mining services 

Australian mining services businesses include mining equipment providers (e.g. mining 
extraction equipment and specialised machinery and equipment for mining construction, 
extraction and production) and mining services providers (e.g. exploration, engineering and 
project management services). 

Mining services general business 
conditions 
The mining CEOs in this yearʼs CEO Business Prospects 
Survey were in mining services businesses rather than mining 
extraction. The rapid decline in mining investment activity, as 
well as the sharp drop in key commodity prices such as iron 
ore, has prompted mining businesses to curl back their 
expenditure across all areas, drastically reducing local demand 
for many specialist mining industry services. 

Reflecting this change in conditions, about 57% of mining 
services CEOs said business conditions in their sector were 
worse in 2014 than in the previous year, against a quarter 
(26%) who said 2014 was better. This gives a net balance of 
30% expressing a negative view of general business conditions 
in 2014.  

This result for 2014 was broadly in line with mining services 
CEOsʼ initial expectations for the year. It represented a 
somewhat more moderate contraction in demand, compared to 
that experienced by mining services in 2013.  

Looking ahead, mining services CEOs generally expect 
business conditions in 2015 to soften, compared to 2014. 45% 
of mining services CEOs expect worse business conditions in 
their sector in 2015, while 32% expect better conditions in 2015, 
giving a net balance of 14% of mining services CEOs 
anticipating a further deterioration in 2015. 

Mining industry value added output, by 
sector 

 
ABS, National Accounts, Cat. No. 5206.0 (seasonally adjusted data) 

Mining services change in general 
business conditions: expected and actual 
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Mining services inhibitors to growth in 2015 
Mining services CEOs expect the following factors will inhibit 
their business growth in 2015: 

• A lack of customer demand is listed as one of the top three 
growth inhibitors in 2015 by 27% mining services 
respondents, compared to 24% in 2014. This is to be 
expected given the rapid decline in mining investment 
activity and cutbacks in expenditure on mining services. 

• Despite an easing in mining sector wage growth over the 
past two years, high wage costs have become a key growth 
inhibitor for mining services businesses. Wage pressures 
were identified as an inhibitor to growth by 18% of 
respondents in 2015, compared to 14% in 2014 and 7% in 
2013. This reflects the high levels of wages in this sector, 
which must still be accommodated even as sales and new 
business is dropping. 

• Inflexibility of industrial relations (15%), the exchange rate 
(11%) and competition from imports (11%) were also among 
the more frequently mentioned growth impediments by 
mining services CEOs for 2015.  

• Skills shortages was a key concern for 8% of mining 
services CEOs in 2015, compared to 11% in 2014 and 17% 
in 2013. This reducing level of concern about skill shortages 
reflect the reduction in demand for skilled labour from the 
mining services sector, as its activity and revenue levels 
recede further from their recent boom conditions. 

• The burden of government regulations has declined as a 
key area of concern for mining services businesses over the 
past two years, with only 2% of CEOs listing this as a factor 
inhibiting their business in 2015, compared to 20% in 2013.  

 

 

 

 

 

 

 

Mining services inhibitors to growth 

	    

Mining services growth strategies in 2015 
In response to this outlook, mining services CEOs will continue 
to focus on sales-oriented strategies to grow their businesses in 
2015. Among the top three key growth strategies preferred by 
this sector: 

• 23% intend to focus on improving sales of their current 
products and services; 

• 21% plan to introduce new products and services; 
• 16% will focus on developing new domestic markets; 
• 10% will focus on developing new overseas markets; 
• 13% of mining services CEOs plan to downsize and reduce 

their operational costs in 2015. This represents a notable 
change in direction from 2014 and 2013, when only 8% of 
CEOs identified downsizing as part of their growth strategy. 

 

Mining services growth strategies 
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Mining services sales (annual turnover) 
After reaching a peak in March 2014, the nominal value of 
Australian mining industry sales dropped sharply in June and 
September 2014, due to large falls in bulk commodities prices 
(in AUD terms) over this period, particularly for iron ore. This 
has significantly reduced the amount of revenue received by 
miners (see ʻmining selling pricesʼ below). 

The volume of mining output sold continued to rise strongly 
however, as more production facilities came online. 

Reflecting the overall decline in sales revenue in the mining 
sector, the ongoing rapid decline in mining investment, and 
drastic expenditure cuts, 46% of mining services CEOs in this 
yearʼs survey reported that their annual sales turnover declined 
in 2014, by an average of 17.9% p.a.. These results were in line 
with what mining services CEOs had expected for 2014. 

Mining services seems to have had a bigger and more 
widespread decline in revenue in 2014 than in 2013. In 2013 
43% of mining services CEOs reported an increase in sales 
revenue (up by an average of 15.8% p.a.) and the net balance 
of gains was neutral.  

For 2015, 46% of mining services CEOs expect their turnover 
will go up from 2014, while one quarter expect it to decrease. 
This gives a net balance of 21% expecting their sales revenues 
to improve in 2015, which is far more optimistic than at the 
same time a year earlier. Mining services CEOsʼ outlook for 
their own business sales in 2015 appear to be more optimistic 
than their expectations for industry conditions more generally. 

 

 

All mining industry annual sales growth, 
volume and value 

 

ABS, Business Indicators, Australia, Cat. No. 5676.0 (seasonally adjusted data). 

Mining services change in sales revenue: 
expected and actual 

 

Mining services export income 
Mining sector export volumes have increased dramatically over 
the past decade, up by around 90% since 2004. This was 
mainly driven by a very large increase in iron ore exports and to 
a less extent, coal exports. Total resource export volumes rose 
by another 11% over the year to September 2014, with metal 
ores exports up 19.7% p.a. (ABS data). 

Resources export income has also been boosted dramatically 
since 2004 by large increases in commodity prices. However, 
many commodities prices dropped sharply in 2014 (although 
they still remain relatively high by historical standards), which 
weighed heavily on resources export income (see ʻmining 
selling pricesʼ below). 

In 2014, 38% of the mining services CEOs reported earning 
income from exports. Despite the drop in prices (but reflecting 
the increases in volumes), 44% of these CEOs reported their 
export earnings increased in 2014 relative, to 2013. One third 
reported stable export income while 22% indicated a decline in 
export earnings. Exports of mining services have benefitted 
from higher demand from other resource-rich countries that 
have been expanding their mining capacity. 

For 2015, 78% of the mining services CEOs who exported in 
2014 expect their export earnings will increase further, and 11% 
expect them to be steady. The lower Australian dollar will 
provide some solid assistance in achieving this growth. 

Major mining exports, volumes 

 
ABS, Balance of Payments, Cat. No. 5302.0 (seasonally adjusted data). 
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Mining services employment 
Direct employment in mining and mining services has more 
than doubled over the past decade, from around 100k at the 
end of 2004 to a peak of 272k in November 2013. Many more 
people are employed in related industries through contracting 
and supply chain links (e.g. in mining-related construction, 
finance and engineering services). 

All mining sectors are extremely capital-intensive rather than 
labour intensive. So, although mining is one of Australiaʼs 
largest industries in terms of its value-added output (worth 9% 
of GDP in 2014), it employs only 2% of the total workforce.  

Although relatively few in number, mining employees have the 
highest average wages of any major industry in Australia, 
earning an average of $2,493.20 per week in May 2014 (full-
time AWOTE, ABS data), compared to an average of $1,716.20 
in professional services (the next highest-paid industry) and an 
average of $1,454.10 for full-time workers across all industries. 

Around a third of all mining workers are employed in iron ore 
extraction (70,000 in November 2014), with slightly less in 
mining services (60,000), coal mining (50,000), other forms of 
mining (32,000) and oil and gas extraction (25,000). 

During 2014, mining sector employment dropped to 229k in 
November 2014, down 15.8% from its 2013 peak. This reflects 
a decline in mining start-up activity, as well as more recent job 
cuts by some large miners in response to the sharp falls in iron 
ore, black coal and other bulk commodity prices. 

Reflecting these trends in the wider mining industry, 39% of 
mining services CEOs in this survey told us their employee 
numbers declined (by an average of 13%) in 2014. A further 
43% had no change in employment levels over the past year 
and only 17% reported an increase. This result is worse than 
what mining services businesses had expected for the year and 
represented a similar scale of decline as experienced by 
respondents in 2013. 

In 2015, one quarter of mining services CEOs expect their 
employee numbers will go up while 29% expect it to decline. 
This gives a net balance of 4% of mining services businesses 
who expect their employment numbers to decrease further in 
2015. The remaining 46% expects stable employment levels 
over the coming year. 

All mining employment and hours worked 

 

ABS, Labour Force Australia, Detailed Quarterly, Cat. No. 6291.0.55.003 (trend data). 

Mining employment, by sector 

 
ABS, Labour Force Australia, Detailed Quarterly, Cat. No. 6291.0.55.003 (oringial data). 
Mining services change in employment: 

expected and actual 
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Mining services capital investment 
The latest ABS estimates of private sector capital expenditure 
(CAPEX) indicate the total value of CAPEX by the mining sector 
fell by 4.6% p.a. in 2013-14 (actual nominal spending). 

When applying a 5-year average realisation ratio (based on the 
actual amount of the previous yearʼs equivalent estimate that 
was later realised in practice), national mining businesses plan 
a further and sharper drop in their CAPEX of 15.8% p.a. in 
2014-15 (nominal value of the latest estimate of 2014-15 
CAPEX in September 2014). These estimates indicate that 
mining construction expenditure peaked in 2012-13 and will 
continue to fall over the coming years. 

The decline in total mining investment levels is also reflected in 
this yearʼs CEO survey with 30% of mining services CEOs 
reporting that their physical investment fell in 2014 and 48% 
leaving their CAPEX unchanged in 2014, compared to 2013. 
This outcome was well below their initial expectations for their 
own CAPEX in 2014. 

On average, mining services businesses reduced their 
investment spending by 6.7% p.a. in 2014, comparing to an 
average decline of 4.3% p.a. in 2013. 

Looking at 2015, 38% of mining services CEOs do not plan to 
change their investment spending in 2015 (relative to 2014). 
One third expect their spending on physical capital to fall 
further, while 29% expect their physical investment budget to go 
up in 2015. 

 

 

 

 

 

 

 

 

 

 

All mining industry capital expenditure, 
current prices 

 
ABS, Private New Capital Expenditure, Cat. No. 5625.0 (seasonally adjusted data). 

Mining services change in investment: 
expected and actual 

 

Mining services research and development 
In contrast to the overall decline in physical investment, 30% of 
mining services sector CEOs reported that their spending on 
research and development (R&D) increased in 2014 relative to 
2013, compared to 13% who reported a decline. The remaining 
57% stated there was no change relative to 2013. 

The value of R&D spending in the mining services sector 
however, in this current investment cycle, is likely to have 
peaked some time ago, in line with R&D spending by the mining 
industry as a whole (which peaked at around $4.3bn in 2008-09 
according to ABS data). 

For 2015, 58% of mining services CEOs expect their spending 
on R&D to remain stable. 21% of CEOs expect to increase their 
R&D spending and the same proportion (21%) plan to reduce 
their R&D budget. 

Mining services change in R&D spending: 
expected and actual 
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Mining services input and energy costs 
Input prices increased by an average of 1.0% p.a. in 2014 
according to mining services CEOs, with 57% reporting a rise. 
19% of this group of CEOs indicated a decline in input prices 
and 24% reported no change in 2014.  

Meanwhile, 57% of mining services CEOs estimated that the 
price of their energy inputs increased in 2014 and 39% reported 
no change. On average, energy prices increased by 5.9% for all 
mining services CEOs in 2014. 

For 2015, 59% of mining services CEOs are expecting a further 
rise in input prices and 45% are expecting their energy costs to 
increase further. 

With regard to imported inputs, mining services CEOs 
estimated that on average 28% of their inputs were imported 
(sourced offshore) in 2014, compared to 19% in 2013. 14% of 
CEOs reported they had increased their imported inputs in 2014 
while the same percentage had reduced their use of imports. 
72% did not change the value of their imported components in 
2014. 

 

 

 

Mining services change in input and 
energy costs: expected for 2015 

 

Mining services selling prices 
The latest RBA commodity price index shows that non-rural 
commodities prices (i.e. resources prices) as a group dropped 
by 29% p.a. in USD terms in 2014, to be 50% below their all-
time peak in July 2011. This large fall was mainly driven by the 
plunging prices of oil and iron ore. These RBA price indexes 
represent the average export prices per month, i.e. a weighted 
average of the spot and contract prices (which are mostly 
negotiated offshore and in USD). 

The decline in the RBA commodity price index in AUD terms 
was slightly less dramatic, because the AUD fell against the 
USD at the same time, taking the edge off these commodity 
price falls in AUD terms. Even so, in Australian dollars, the RBA 
resources commodity price index still fell by 22% p.a. in 2014 to 
be 43% below its all-time peak in October 2008. 

Reflecting this general trend of lower prices in the mining 
industry and dropping demand for mining services, half of 
mining services sector CEOs in this yearʼs survey reported that 
their selling prices declined in 2014, by an average of 9.3% p.a. 
and one third indicated no change in their prices in 2014. Only 
17% reported a price increase for their services in 2014, by an 
average of 7.5% p.a. 

Mining services CEOs remain pessimistic about their pricing 
ability in 2015. Half of the CEOs expect their selling prices will 
decline further in 2015, while another 37% expect steady selling 
prices. 13% of mining services CEOs are expecting to be able 
to increase their selling prices in 2015. 

RBA commodity price index, AUD and USD 

 

RBA, Index of Commodity Prices, Table G5. 
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Mining services unit labour costs 
Mining services sector CEOs reported that their unit labour 
costs (labour cost per unit produced) rose notably in 2014. 60% 
of CEOs reported an increase in 2014 and only 10% reported a 
decrease. 30% of respondents indicated stable unit labour costs 
in 2014. This gives a net balance of half of mining services 
CEOs reporting an increase in their unit labour costs in 2014. 
This result for 2014 was worse than the CEOs initial 
expectations for that year, with a net balance of 7% of mining 
services CEOs having initially expected to be able to lower their 
unit labour costs for 2014. 

On average, unit labour costs rose by 4.6% p.a. across all 
mining services businesses in 2014, compared to an average 
increase of 1.1% p.a. in 2013. 

For 2015, 45% of mining CEOs expect their unit labour costs to 
remain the same. 27% anticipate them to increase while the 
same proportion expect them to decline in 2015. 

 

 

 

 

 

Mining services change in unit labour 
costs: expected and actual 

 

Mining services labour productivity 
Official calculations of labour productivity (volume of output per 
hour worked) from the ABS show that labour productivity for the 
national mining industry has slowly picked up over the past two 
years, after reaching a recent trough in December 2012. 

This reflects the current stage in the mining investment cycle, 
which is now seeing the industryʼs earlier heavy investment in 
capital and labour starting to generate increased capacity and 
actual increases in output volumes. Large falls in key 
commodity prices in 2014 are also forcing the mining industry 
focus more on efficiency and cost control, including in the cost 
and utilization of labour. 

In line with this industry-wide cyclical trend, 48% of mining 
services sector CEOs reported that their labour productivity 
improved in 2014. 19% noted that it declined and one third said 
labour productivity had remained stable in 2014. These results 
for 2014 were broadly in line with mining services CEOs initial 
expectations for 2014. 

In 2014, labour productivity increased by 2.7% p.a. on average 
across all mining services CEOs in our survey this year. This 
compared to a 4.8% p.a. decline reported in 2013. 

For 2015, 46% of mining CEOs expect their labour productivity 
to go up (improve) while only 4% expect it to decline. Half of 
mining CEOs expect stable labour productivity in their business 
in 2015. 

 

 

 

 

 

Labour productivity index, all mining vs all 
industries  

  

Calculated from ABS, National Accounts, Cat. No. 5206.0 and ABS, Labour Force Australia, 

Detailed Quarterly, Cat. No. 6291.0.55.003 (original data). 

Mining services change in labour 
productivity: expected and actual 
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Mining services labour productivity: 
contributors and inhibitors  
In this yearʼs CEO survey, mining services CEOs who said their 
labour productivity had improved in 2014 listed the following 
four factors as contributing to that improvement: 

• Improvements to processes (30% of CEOs reporting an 
improvement in labour productivity), 

• restructuring (30%), 

• 10% of CEOs attributed labour productivity improvement to 
increased staff skills and capabilities and 

• 10% reported that additional capital investment was the 
main factor. 

Mining services CEOs who said their labour productivity had 
declined in 2014 listed the following four factors as the major 
inhibitors:  

• Complying with government regulations (43%), 

• Higher labour costs (14%),  

• issues on industrial relations (14%) and  

• a decrease in demand (14%). 

 

Mining services labour productivity 
contributors and inhibitors 
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Appendix	  
National CEO Survey Business 
Prospects in 2015: survey participants 
In order to identify the prospects for businesses in 2015, the Australian Industry Group undertook a 
comprehensive survey of Australian business CEOs in October and November 2014. Responses were 
received from the CEOs of 352 businesses across Australia. Together, these businesses employed around 
152,400 people (440 people each on average) and had a collective annual turnover of $48 billion in 2014. 

All Australian States (except for Tasmania) and major non-farm private-sector industries are represented in 
this yearʼs CEO survey (see tables below). The manufacturing sector contributed the highest proportion of 
respondents (67%). Manufacturingʼs share of this sample is far higher than its share of national production 
(around 6.3%). Victoria was somewhat over-represented in the sample, relative to other states.  

The data presented for all CEOs in the summary sections of this report were weighted as appropriate to 
adjust for these characteristics of the sample. The analysis of the results for each of the four broad industry 
groups was not affected. 

CEO Survey: Business Prospects 2015 ABS data (2013-14) 
Industry Number of respondents % of respondents % of all industry output 

Mining services 24 6.8 8.4 

Manufacturing 235 66.8 6.3 

Construction 43 12.2 8.1 

Services * 50 14.2 52.1 

Total 352 100.0  74.9 

    CEO Survey: Business Prospects 2015 ABS data (2013-14) 

State Number of respondents % of respondents GSP as % of GDP 
NSW 99 28.1 31.3 
Vic 154 43.8 22.0 
Qld 52 14.8 18.9 
WA 2 0.6 16.4 
SA 44 12.5 6.1 
ACT 1 0.3 2.3 
NT - - 1.4 
Tas - - 1.6 
Total 352 100 100 

* the services sectors represented in this sample include: utilities (electricity, gas and water); IT, 
communications and media services; transport, post and storage services; wholesale trade; retail trade; 
finance and insurance; real estate and property services; professional services; administrative services; 
health and welfare services; education; hospitality (food and accommodation services); arts and recreation 
services; and personal and other services. Excludes public administration and safety (about 5% of output). 
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National CEO Survey Business 
Prospects in 2015: questionnaire 

1. In which industry does your business mainly operate? Please tick one box only, for your main activity  

  Mining and/or mining services (e.g. exploration, mining 
engineering or mining processing) 

  Construction (e.g. engineering, infrastructure, 
commercial, residential construction or contracting) 

  Manufacturing (e.g. making food, beverages, chemicals, 
equipment, building materials, metals, textiles, furniture) 

  Services (e.g. retail, wholesale, transport, post, IT, 
media, health, education, cafes, hotels, entertainment) 

  Other industry (please specify):   ______________________________________________________ 
The following questions are about your business experiences in 2014 
2. What was your approximate annual turnover in 2014?      $_____________ 
3. How many people did you employ in 2014?       ________ people 
4. If exporting, what was the total value of exports for your business in 2014?  $___________ 
5. Approximately what percentage of all your inputs (by value) were sourced offshore in 2014? ________% 

6. By what percentage did the following factors change in your business in 2014, compared to 2013? 

Please complete one box only for each: Down (write in %) No change (tick if applicable) Up (write in %) 

Annual turnover ____________ %  ___________ % 

Number of employees ____________ %  ___________ % 

Spending on physical capital ____________ %  ___________ % 

Spending on research & development ____________ %  ___________ % 

Spending on new technology ____________ %  ___________ % 

Spending on energy efficiency ____________ %  ___________ % 

Export income ____________ %  ___________ % 

Imported inputs (by value) ____________ %  ___________ % 

Input prices ____________ %  ___________ % 

Energy prices (inputs) ____________ %  ___________ % 

Selling prices ____________ %  ___________ % 

Labour productivity (output per hour worked) ____________ %  ___________ % 

Unit labour costs (cost per unit produced) ____________ %  ___________ % 

General business conditions in your sector  Worse  No change  Better 

7. If your labour productivity changed in 2014 (up or down), what were the main factors? Please list factors 

 _______________________________________________________________________________________ 

8. Did you change any parts of your business model, plan or strategies in 2014 due to business conditions? 

 Yes   No    we don’t have a formal business model, plan or strategy 

If yes, what did you change in 2014? _______________________________________________________________ 

9. IF your business was EXPORTING in 2014 or is planning to export in 2015, at what AUD/USD exchange rate 
do your exports become uncompetitive with products from other countries?   _________US cents 

10. IF your business was competing with IMPORTS in the Australian market in 2014, at what AUD/USD 
exchange rate do your products become uncompetitive with imported products from other countries? _____US cents 
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The following questions are about your expectations for your business in 2015 

11. Do you expect the following factors to change in your business in 2015, compared to 2014? 

Please tick one box only for each factor: Down No change Up 

Annual turnover    

Number of employees    

Spending on physical capital    

Spending on research & development    

Spending on new technology    

Spending on energy efficiency    

Export income    

Imported inputs (by value)    

Input prices    

Energy prices (inputs)    

Selling prices    

Labour productivity (output per hour worked)    

Unit labour costs (cost per unit produced)    

General business conditions in your sector    

12. What key growth strategies do you plan to implement in your business during 2015? 
Please rank all relevant strategies, starting with 1 as your most important strategy 

Introduce new products/services    ______ Invest in energy supply or energy efficiency ______ 

Improve sales of current products/services   ______ Invest in new technologies                           ______ 

Develop new domestic markets    ______ Partner with another organisation  ______ 

Develop new overseas markets                ______ Acquire a new business    ______ 

Increase advertising  / marketing    ______ Increase offshore sourcing of inputs    ______ 

Downsize / reduce operational costs   ______ Other (please specify):__________________ ______ 

13. What factors do you expect will inhibit your business growth in 2015?  
Please rank all relevant inhibiting factors, starting with 1 as your most important inhibiting factor 

Lack of customer demand     ______ Government regulatory burden     ______ 

High and/or variable exchange rate    ______ Access to affordable new technology  ______ 

Access to affordable finance/credit  ______ Competition from imports / internet sellers ______ 

Flexibility of industrial relations    ______ Higher energy costs     ______ 

Skills shortages     ______ Insecure access to energy supplies    ______ 

Wage pressures or high wage costs  ______ Other (please specify):  ________________    ______ 
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