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Advancing Australian Manufacturing 

 

Many thanks for inviting me to speak to what is a very well-timed and themed conference. 

"Advanced manufacturing" – or some of its other iterations - has entered the lexicon over the 
past 18 months as the great white hope for the industry. 

Unfortunately, it seems to sweep away great swathes of Australia’s manufacturing sector as 
being of the past not the future. That which we have built up is seen as belonging in the 
dustbin of history, as if manufacturing can start again in some sort of Year Zero construct. 

Today, I wanted to talk about advanced manufacturing in a broader context and view the 
challenge of advancing Australian manufacturing. 

In our view all manufacturers can be advanced. Not all will choose to be either by choice or 
by circumstance. But advancing manufacturing means creating the circumstances by which 
industry has the possibility to change, adapt and compete against the best in the world – or 
in fact be the best in the world - in areas or niches of distinct competitive or innovative 
advantage. 

This means giving existing industries or sectors the scope to grow.  It also means giving new 
industries the scope to emerge.  We don’t have to choose between them.  We just have to 
choose to develop them. 

 

Challenges and resilience 

Challenges facing manufacturing in Australia and other developed countries are well known.  

• They include disruption to established patterns of global production wrought by the 
phenomenal rise of China as an industrial superpower and of course continuing fallout 
from the global financial crisis.   

• There is a more specific set of factors with which Australian manufacturers have had 
to contend. These include the high and volatile Australian dollar, the sharp rise in 
energy prices, and un-competitively high unit labour costs driven by the combination 
of higher nominal wage growth and lower productivity growth than our competitors.   

Despite these challenges, the manufacturing sector remains important to the Australian 
economy as an employer, an exporter, and a focus of demand for goods and services along 
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domestic and international supply chains.  Importantly, in the context of the current 
rebalancing of the Australian economy, manufacturing is also an important diversifier.   

Beyond the high profile closures and undoubted structural challenges, many manufacturing 
sub-sectors and individual businesses have demonstrated remarkable resilience – and some 
are growing remarkably.  I will highlight a few of the numerous examples of business 
success today.  To chart the future direction of Australian manufacturing, we need to 
consider the factors that have contributed to these successes. 

A focus on advanced manufacturing is often seen as the pathway to improving the security 
and prosperity of Australian industry.  But what exactly does ‘advanced manufacturing’ 
mean?  And what is needed to make Australian manufacturers more advanced? 

 

Defining advanced manufacturing 

At Ai Group we have given these questions a lot of thought and I’d like to discuss some of 
our conclusions with you today.  Please keep in mind that we have recently formed the 
Australian Advanced Manufacturing Council – a ceo-led group with a short lifespan but long 
term ambitions – to help encourage the development of policies to strengthen Australia’s 
manufacturing competitiveness through developing the technologies, skills and infrastructure 
to allow Australian manufacturers to advance, compete and become more resilient. This is 
particularly appropriate at a time of major economic change and upheaval across the 
Australian economy. This group’s work will complement that of the broader Australian 
Industry Group to get our key policy settings right for the future. We believe that by 
advancing Australian manufacturing, opportunities will be generated across sectors, product 
categories and in associated services.  

Let me explain why I think this is important.   

Globally the manufacturing industry is going through profound structural adjustment.  There 
is fundamental change in how products are designed, produced, distributed and marketed in 
global supply chains. New business structures are emerging, along with new ways for 
business to acquire and use information, knowledge and resources.   

Successful adaptation to this transformation is what we mean by advanced manufacturing.  
And any manufacturer can adapt to try to capture a share of the associated opportunities.  
This is about much more than a narrow set of high-tech industries and products – a 
notionally ‘advanced’ set. It’s about the approach to creating value around manufactured 
products in general. 

There are two dangers in stereotyping some sectors as traditional and others as advanced.   

One: you may well back the wrong horses. Today’s hot opportunity could be superseded, or 
seized first in other countries.   

Two: you automatically dismiss large and important sectors of the economy and, in doing so 
restrict opportunities for change and prosperity.   

We can probably all think of Australian businesses that are highly successful despite being 
in sectors that would normally be written off.  Take Textor Technologies, a thriving 
Melbourne company in the textiles sector.  Textor’s Chief Executive, Phil Butler, explains 
that  

“labour costs are high, but we can compete by automating and running the machines 
faster and by ensuring we run a seamless operation with no double handling.  In 
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addition, by developing and making higher value textiles, and by adding complexity 
and uniqueness we have moved up the value chain.” 

Although the same 29 production staff still run Textor’s plant across three daily shifts, the 
factory changed beyond recognition as Butler seized the opportunity to invest in new 
equipment made cheaper by Australia’s historically high dollar. 

It is these investments in productivity and innovation that have seen Textor Technologies not 
only double in size, but open up a multi-national value-chain.   

By partnering across all aspects of the business, from marketing to R&D, the business 
continues to access people with increasingly higher skill levels to support its innovation 
effort. As Phil explains,  

“we link supplier equipment and skills together in a unique way.  In addition, 
partnerships with customers and scientists at CSIRO have really taught us the value 
of investing in science.” 

While there are a number of possible pathways to success in manufacturing, as the Textor 
case study illustrates it is critical that we encourage investment in the sector.   

For this government action has important roles.  This will mean investment in supporting 
infrastructure.  Most often it will mean providing a competitive, workable, predictable and 
efficient business operating environment, from tax to workplace relations, to planning, to 
OH&S and more.  

But governments can only do so much.  Businesses must also continue the tough but 
necessary task of planning and investing in their own global competitiveness.  We need all 
sectors to be able to contribute to growth, not just preconceived ‘winners’.  

The transformation needed to advance manufacturing isn’t limited to particular kinds of 
product, or even to production.  Nor is it a tick the box exercise.  It’s a smarter approach to 
manufacturing that needs constant review.   

 

Economic strategy 

None of this detracts from the need for economic strategy. We need to recognise our 
strengths and build on them; we need to define our problems and manage them.  All of this 
involves opportunity.  

The Federal Government’s recent Industry Investment and Competitiveness Agenda 
recognises the need for new sources of growth in sectors outside of mining, including 
manufacturing and services.  It will introduce a range of measures aimed at stimulating 
investment in new ideas, processes and business models that are fundamental to 
improvements in productivity and competitiveness. 

That includes a welcome commitment to establish and fund five Industry Growth Centres. 
These centres should seek to capture opportunities in the broader economy.  They need to 
be industry-driven, not research-driven, with a clear rationale focused on improving 
approaches to doing business.   

The Agenda is one effort to proactively address two problems: the need to rebalance 
Australia’s economy, and the revitalisation of a competitive manufacturing industry in 
Australia.   

So, what is needed to advance Australian manufacturing? 
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Again, we should think broadly.  Sound government policies that effectively and efficiently 
promote investment and productivity growth are essential.   

A restrictive labour market has topped the list of business impediments in Australia in each 
Global Competitiveness Report since 2008-09.  And the problem is getting worse, with more 
businesses citing it more intensely.  

Another key area where Australia is going backwards is regulatory costs and taxation.  
Australia’s ranking for our “burden of government regulation” has fallen to a rather startling 
124th place out of 144 countries1.  This is particularly disappointing when you consider that 
Australia was ranked at 60th place as recently as 2010-11. 

Australia’s effective tax rate (as a percentage of profits) is also considered uncompetitive 
and has been getting worse over time.    We are now ranked at 74th place for the “effect of 
taxation on incentives to INVEST” and at 80th place for the “effect of taxation on incentives 
to WORK” - down from 59th place last year2. 

Ai Group’s own policy work indicates that many manufacturing businesses are also 
frustrated by the lack of government investment in infrastructure.  Regional businesses are 
most affected.  Most of the investment in digital and telecommunications, transport and 
energy infrastructure has been in metropolitan areas, but manufacturing businesses are 
increasingly being squeezed out to areas where a lack of infrastructure is a barrier to 
competitiveness. 

Innovation, technology, taxation settings, regulatory reform, infrastructure investment, 
procurement and energy policies all play their part in creating an environment that supports 
industry through the necessary transformation. Governments at all levels need to lift their 
game.  

There are positive measures in the Government’s Industry Investment and Competitiveness 
Agenda to lift productivity, encourage innovation and reduce red tape.  But there is much 
more work to be done to implement these measures and build on them. 

And we need to look beyond government. There is an enormous amount that industry can 
do to facilitate change.  Boosting the performance of Australian manufacturing needs 
industry leadership and ownership.   

Ai Group also believes that ultimately it is people that create the competitive edge. People 
create the processes, technologies and other innovations that drive transformation. People 
identify innovation opportunities and invest in them. And people determine how effectively 
labour and capital are utilised.  I will focus on the ‘human element’ for the remainder of my 
presentation.  

 

The human element 

Globally, the most successful manufacturing sectors have access to a sophisticated mix of 
skills and capabilities, and a high diversity of embedded knowledge.  In other words, they 
areable to do many things well.  That includes recombining their intellectual capital to 
introduce new and significantly improved goods, services and approaches to doing 
business.   

1
 2014-15 Global Competitiveness Report, World Economic Forum 

2
 2014-15 Global Competitiveness Report, World Economic Forum 
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Continued growth and competitive advantage will require higher skill levels and genuine 
interaction across a range of disciplines and specialisations – both within and between 
businesses. 

Australia faces trouble here.  

Australian manufacturing employees perform poorly on technical, non-technical and 
foundation skills relative to employees in other Australian sectors and the top OECD 
performers.  In fact, our skills performance is deteriorating relative to many other OECD and 
Asian economies.  Meanwhile, the 2011 Australian Innovation Systems report found that 
networking and collaboration remain the most significant flaws in Australia’s innovation 
system.  

I would like to talk about these two things: skills and knowledge and the level of networking 
and collaboration in Australian manufacturing. 

 

Skills 

The skills and knowledge of those working in manufacturing are important to the creation 
and commercialisation of new innovations.  

Technical skills or skills in science, technology, engineering and mathematics – the so-called 
STEM skills – are critical to innovation and Australia’s ability to operate higher up the value 
chain.  As technological developments transform the workforce the demand for STEM skills 
is rising.   

Non-technical skills are also important. The extension of the value chain and enhanced 
customer focus are changing manufacturing from a step-by-step process to one of 
concurrency, where design, manufacturing and market development occur simultaneously.  
Employees need to interpret and use information from outside their immediate disciplines.  
They need adaptability and skills in leadership, management, entrepreneurship, networking, 
communication and negotiation. 

We also need pathways to higher-skill employment.  While ‘hands on’ skills remain hugely 
important to the manufacturing sector, these roles are increasingly in the form of skilled 
trade roles rather than low skill professions.  There is both a need and an opportunity to 
boost foundation skills, including basic numeracy and literacy, to enable transitions to 
higher-skill employment.   

Policies to both boost foundational skills and promote skills excellence in STEM skills would 
help ensure a seamless transition towards the higher skill levels required for Australian 
manufacturing to be globally competitive.  Graduates need to be work ready, equipped with 
the skills and experience businesses need.  And businesses need to recognise the 
importance of investing in their staff. 

The facts are grim. 

• Manufacturing employees are more likely than employees in other sectors of Australia 
to have no tertiary qualifications and are less likely to have higher level tertiary 
qualifications3.   

3
Australian Government (2013), Manufacturing Workforce Issues Paper, October 2013, Australian Workforce 

and Productivity Agency, p26. 

5 

                                                 



• Levels of numeracy, literacy and problem solving skills for a technology rich 
environment are lower in the manufacturing sector than in virtually every other 
sector3. 

• 22 per cent of manufacturing employers report that graduates with higher level 
qualifications in STEM subjects have a lack of workplace experience and difficulties 
applying their skills4. 

• The leadership and management skills of employees in the Australian manufacturing 
industry fall short of the leading advanced economies5 and have been identified by 
Manufacturing Skills Australia as a priority area for skills development. 

  

This is starting to bite.  Manufacturing firms were 5 per cent more likely than firms in the 
services sector to report IT skills shortages6.  They were also more likely than any other 
sector to report lack of skills as a barrier to innovation7. 

There is an urgent need both to attract more skilled workers to the manufacturing sector and 
boost the skills and knowledge of current workers.   

Keech Australia is an excellent example of a business that recognises the importance of 
professional development, upskilling, and a work environment that rewards and stimulates 
workers.   

Keech is a Bendigo-based foundry business that manufactures high quality steel castings for 
industrial use.  Melting metals is one of the oldest businesses in the world.  But Keech has 
turned itself into an engineering and solutions specialist that has recently begun using 3D 
printing in metals and been named one of the 50 most innovative companies in Australia . 

A central part of Keech’s story has been investing to transform its workforce’s qualification 
mix.  

Five years ago none of its staff had Certificate 3 or 4 qualifications or doctorates. Now two 
staff have doctorates, 12 have a masters and at least half are qualified to Certificate 3 or 4.  

These changes have taken time. Herbert Hermens, Keech’s CEO says  

“We changed our organisational culture and invested heavily in our workforce and 
gradually this has flowed through to changes in staff attitudes towards education and 
training.” 

Keech provided financial incentives to upskill and acquire new skills; recruited new workers 
with fresh insights and motivation for work; provided onsite training; and placed a greater 
focus on procedure.  

Hermens reports that staff are now significantly more engaged in their work:  

4
 Ai Group, 2013: Lifting our STEM Skills Report 

5
 Bloom, N.; Genakos, C.; Sadun, R. & Van Reenen, J. (2012), Management Practices Across Firms and 

Countries, NBER Working Papers 17850, National Bureau of Economic Research, Inc. 
6

 Ai Group Report, February 2012: High Performance Firms: Maximising Workforce Potential  
7

 ABS 2010-11: Selected characteristics of Australian Businesses 
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“Any of them can tell you exactly what they are doing and why, and the benefits of 
this for the company are enormous.” 

Hermens’ focus isn’t limited to Keech.  He is a strong advocate of the need for upskilling in 
the manufacturing industry more broadly and works closely with the tertiary sector, CSIRO 
and industry to pursue this goal.   

As he acknowledges, taking this sort of transformation national will require the combined 
efforts of government, industry and academia.  Working together will help address barriers to 
attracting and retaining skilled workers in manufacturing; ensure graduates are work ready; 
and boost the STEM, non-technical and foundational skills of the manufacturing workforce.   

 

Collaboration 

Collective effort provides a nice segue to my final point today – the importance of networking 
and collaboration to advancing manufacturing.    

Australia has much room for improvement 

• Compared to the OECD average, nearly 40% fewer Australian R&D-active 
businesses collaborate on innovation. 

• Australian businesses were 65% less likely to collaborate with overseas partners than 
the OECD average 

• On average 24% of all firms and 34% of large firms in the OECD were collaborating 
with public sector research organisations on innovation. In Australia the figures were 
3.8% of all firms and 3.5% of large firms. This is despite significant investment in 
Australia’s public sector research organisations and many attempts to increase 
collaboration with industry.   

• Compared to the all business average for Australia, manufacturing businesses are 
approximately 15% less likely to collaborate on innovation, and nearly 40% less likely 
to collaborate with a public research institution. 

These facts are particularly concerning when you consider that only 30% of Australia’s 
research personnel work in industry, approximately half the OECD average. 

If we want our manufacturing sector to be advanced this needs to be addressed. 

The production, diffusion and use of knowledge are critical to innovation.  But it is 
increasingly difficult for individual businesses to acquire the level of skills and knowledge 
required to be competitive.  Accordingly, a business’s ability to collaborate and network is 
crucial to its ability to be innovative.  And without innovation Australian manufacturing will not 
advance.  

Of course there are many other facets to innovation, and all of them are critical to get right.  
However, I particularly wanted to talk about collaboration because it helps a business 
access ideas, information and capabilities well beyond what it could develop internally.  
Through collaboration a business can utilise tacit knowledge and ‘learning by doing’ to 
embed unique advantages that cannot be traded and are difficult to replicate.  

The 2012 Australian Innovation System Report demonstrates the higher performance of 
businesses that collaborate with other companies and public sector organisations when 
compared to less connected peers.   
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Collaborative innovation with research organisations triples the likelihood of business 
productivity growth.  

Collaborative innovation is also significantly correlated with the introduction of innovations 
that are new-to-Australia or world-firsts. PwC’s recently released Proven Paths to Innovation 
Success also highlights the importance of external networking to gain better insights into 
customers’ stated and unstated needs. 

Landis and Gyr is a good example of a company that is using collaboration to realise 
commercial success from its investments.  The company is a global leader in metering 
solutions for electricity and gas.  Its Sydney R&D centre is an important innovation hub.  
Staff at this centre have seized opportunities in Asia by identifying and partnering with best-
in-class companies across their value chain.  They have also invested in R&D capabilities to 
provide customized products for customers across the region.  More recently, the company 
partnered with utility companies in China and India to install smart metering solutions that 
will enable businesses and consumers to manage energy better.   

Case studies like this illustrate opportunity to increase innovation and realise commercial 
success through greater collaboration.   

The Government’s Industry Investment and Competitiveness Agenda aims to build greater 
collaboration between research and business.  That is welcome, but it must do better than 
previous efforts.  Investigating the barriers to greater collaboration will be crucial to success.  
In this respect the Government's discussion paper Boosting the commercial returns from 
research is a welcome initiative that will help build broader and deeper links between 
businesses and our researchers and research organisations. 

Greater action is also needed by Australian manufacturers to connect with local and global 
knowledge flows.  The priority here is increasing collaboration beyond their immediate 
supply chain, which is currently limited.   

In addition, Australia still relies heavily on the US and Europe for ideas, investment, 
innovation and technology. These connections should continue, but Australia also needs to 
embrace new opportunities in Asian markets. 

 

Conclusion 

In summary, I firmly believe there is tremendous potential for Australian manufacturers of 
every size and sector, whatever they produce to adapt by being smarter, more innovative 
and more agile.  However, rather than narrowing down to something called “advanced 
manufacturing” we prefer to see the broader challenge of advancing Australian 
manufacturing.  

Governments can help by encouraging and facilitating this broader transformation, rather 
than by concentrating efforts on a basket of notionally ‘advanced’ activities.  But it is 
industry, and indeed individual manufacturers, that can do the most to drive and direct these 
changes.   

Advancing manufacturing has the potential to neutralise current disadvantages and level the 
international playing field for Australian firms. But there will remain many players on that field 
and the competition will be fierce.  Business as usual will not deliver continued prosperity, 
and success will rely not on a silver bullet, but on concerted and sustained effort across 
many dimensions by both the public and private sectors.   
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While there is no doubting the size of the challenges facing business, there are many 
examples of world class Australian manufacturing businesses that are adapting and are 
well-placed to prosper in the future.  I have mentioned just a few of them today.  It is the 
success and resilience of these businesses that gives me confidence.  These businesses 
have been investing, innovating and attending to managerial and workforce skills at a time 
when the broader sector was sailing against fierce headwinds.   

The challenge is to determine how to replicate these success stories, to accelerate 
innovation across the sector and build competitiveness.  The human element will be central, 
including building greater skills and knowledge among the employees of today and 
tomorrow, and getting them to work together in new ways across old boundaries.  It won’t be 
easy, but it can be done. 

Thank you. 
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