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Introduction 
 
Thank you for the invitation to be with you at the Geelong Manufacturing Council Dinner.  It is a great 
honour to be here. 
 
Given the tough reality of what is happening on the ground here in Geelong "advancing Australian 
manufacturing" may well be the furthest thing from many peoples’ minds. 
 
Nevertheless, it is in all our best interests to find a way to secure a positive future for manufacturing in 
Geelong and in Australia. 
 
My main purpose tonight is to look ahead at the ingredients required to advance Australian 
manufacturing and at what we all need to do - from business, from employees and from governments - 
to source these ingredients and bring them together. 
 
I want firstly to reflect on the current situation: what has happened and why. To some, this will be going 
over well-trodden ground but I think it is worth our while to reflect on how we got into the situation we are 
in as we look for ways to work our way out of it.  
 
I also want to look briefly at why I think it is important that we do advance Australian manufacturing. 
 
I also want to hear from you and there will be an opportunity for questions and comments later. 
 
State of Australian Manufacturing 
 
No one in this room needs me to point out at it has been an incredibly difficult period for Australian 
manufacturing.  
 
Over the five years since the GFC, Australian manufacturing has experienced a deep contraction: 
 

• output volumes of Australian manufacturing declined by 8.1% over the five years to Sep 2013 
(ABS);   
 

• employment in Australian manufacturing declined by 13% (140,000 people) over the five years to 
Aug 2013 (ABS); 
 

• aggregate corporate profits in manufacturing dropped by 43% over the five years to June 2013.  
 

• Imported inputs have increased steadily in response to the high Australian dollar, with around 24% 
of manufacturing inputs (by value) sourced offshore in 2012, rising to 27% in 2013. 40% of 
manufacturing businesses planning to increase their imported inputs further in 2014 (Ai Group 
Business Prospects 2013 and 2014).  
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These changes have not ended and as we know there will be further reductions in key sectors such as 
automotive and metals expected in 2014 and beyond. 
 
The causes are pretty clear but it is worth revisiting the main points. 
 
China et al 
 
Firstly, Australian manufacturers, like their counterparts around the world have found themselves 
competing with the rapid industrialisation of China.  China now rivals the US as the world's largest 
manufacturing country.   
 

• As an extreme example, China now accounts for half of the world's steel production and half of its 
aluminium production.   

 
• And of course China's industrialisation is not confined to the metals sector and it is increasingly 

visible in a wide range of high-technology and high value added areas.  
 
And it goes much further than China - both because other countries are pushing ahead with their own 
industrialisations and because they are bound up in regional and global supply chains that link them with 
developments in the major industrial centres.  
 
For Australia, the impacts on domestic manufacturing are multifaceted. Like others around the world, 
Australian manufacturers have been hit by the intense competition from Asian production which has 
seen prices fall and quantities rise.   
 
 
The dollar 
 
Generally in response to this sort of shift in relative competitiveness, we could expect a currency 
depreciation to provide at least temporary shielding and give businesses an opportunity to re-group and 
restructure. 
 
But of course this is not what happened in Australia: as a commodity exporter, the rapid industrialisation 
and urbanisation of China also lifted our terms of trade and attracted an investment boom focused on 
lifting the capacity of our resource and energy sectors.  
 
Both of these – the terms of trade and the investment boom – lifted the value of the Australian dollar 
which, for periods before and after the GFC, was above parity with the $US.  
 

• It has fallen substantially over the past year – by about 15% - which has made many more 
businesses competitive. 

 
• But at around $US90 cents, the Australian dollar is still around 20% above its post-float average. 

 
While the dollar has been the major factor exacerbating the competitive challenge for Australian 
manufacturers it has not been the only factor. 
 
Energy prices  
 
Energy prices have attracted a fair bit of attention recently and it is not surprising. 
 
Since the turn of the century energy prices faced by manufacturers have increased very substantially. 
 

• By 115% for electricity and by 107% for gas (ABS). 
 

• These rates of increase are close to three times faster than the general rate of inflation. 
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• While the carbon tax has been one cause, and it's eventual removal can be expected to provide 
some relief, it is far from the only factor that has pushed up energy prices which will still be about 
twice the level they were in 2000 when and if it is removed. 

 
• These price rises have very substantially eroded what, for a long time, had been a source of 

competitive advantage for Australia’s more energy-intensive manufacturers.  And of course 
aluminium smelting is a prime example.  

 
• This includes many areas in which our manufacturing sector has been concentrated: in metals 

manufacturing; in upstream food processing and in plastics and chemicals.  
 
Unit labour costs 
 
The final factor I would like to mention is the legacy of a long period of low productivity or, more to the 
point, the combination of productivity and nominal wages as reflected in unit labour costs.  
 
The US Conference Board periodically publishes comparisons of unit labour costs in the manufacturing 
sector.  They compare unit labour costs across 19 OECD economies. 
 

• Between 2000 and 2012 (the latest year for which comparative data is available), Australia’s unit 
labour costs in manufacturing grew fastest of the 19 developed countries compared. 

 
• On a constant currency basis – that is not taking account the appreciation of the domestic 

currency – Australia’s unit labour costs have increased by 34%.  The average increase over this 
period was 2.6%.1 

 
• We have done some work decomposing this data and it shows that our productivity improvements 

in manufacturing over the decade to 2012 were the fourth slowest and our wage increases were 
the sixth highest of the developed countries that are compared in this series. Only Italy had a rate 
of unit labour cost increase that was anywhere near our own. 

 
So, in short, manufacturers have seen the China syndrome; the strong dollar; high energy price hikes; 
and uncompetitive rises in unit labour costs. It’s a nuclear meltdown scenario for some if not many. 
 
Manufacturing stunned but far from dying 
 
Considering the array of forces at work, we might be forgiven for wondering why the manufacturing 
workforce is only 14 percent smaller than it was when the GFC hit.  I think some useful insights can 
come if we see the cup as 86% full rather than 14% empty. 
  
And it is worth pointing out that, even after the body blows I have just sketched, manufacturing remains a 
major force in the Australian economy and in our trade flows.  
 
Manufacturing is: 
 

• our fourth largest industry, in terms of its contribution to GDP and to employment (it accounted for 
around 8% of both in 2012-13); 
 

• a key source of export revenue, producing 35% of our merchandise exports worth $86.5bn in 
2012-13 (54% came from mining, with that share rising rapidly); 

  

                                                 
1

 To reinforce the impacts of the appreciation of the Australian dollar, it is useful to look at these international comparisons of unit labour costs 
in terms of $US.  Again the increase in Australia was the steepest – at 138%, compared with an average increase of 49%. 
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• a key source of investment, contributing 5% of all private capital expenditure in 2012-13 (the 
height of the mining investment boom, with mining at 60% of all investment); and 
 

• a key player in local R&D, contributing 24% of private R&D spending in 2011-12 
 
Many of our manufacturers are adapting to create “smarter” industries. And there is an increasing 
understanding that long term growth rests on a deeper and broader engagement with overseas markets. 

 
And we should not overlook the successful Australian-based multinational manufacturers.  I am thinking 
not just of the likes of Amcor, James Hardie and Resmed whose overseas assets are a very substantial 
proportion of total operations but also of the many manufacturers with relatively smaller overseas 
operations including companies like Bluescope and Boral and many lesser-known businesses with a 
presence abroad. 
 
Why is advancing Australian manufacturing important? 
 
Before getting to some thoughts on how we can advance Australian manufacturing, I want to briefly 
touch on why I think it is important. 
 
When the history of the first half of the 21st century is written, it's a fair bet the industrialisation of China, 
India and Indonesia will feature very prominently. 
 
Together these three countries make up about 40% of global population and their development is truly 
momentous. For Australia this means both risk and opportunity. 
 
Managing risks 
 
These countries - and others around them - are industrialising and urbanising and they will use a lot of 
steel which means they will need a lot of iron ore and coal. 
 
Although our production volumes have only just begun to ramp up, we have already seen major changes 
to the structure of our economy.   
 

• Between 2006 and 2013 the share of mining in the total output of the economy rose from 7.8% to 
10.1%.  

  
• Over this period mining production grew at more than 2½ times faster than the economy as a 

whole.  
 

• And iron ore output increased at close to 6½ times faster than economy-wide output.  
 
And we have more to come over the next few years: many of the new mines and mining expansions will 
come on stream and the same can be said for the very big gas export projects.  Some estimates are 
suggesting that resource and energy exports will reach 20% of GDP in coming years. 
 
There are of course very positive sides to this: for the companies themselves and their shareholders, for 
the additional jobs created, for the extra demand it puts into the domestic economy and for the 
Australian taxation revenue these companies and their domestic shareholders pay.   
 
But there are also other impacts.  From now on we will face much higher exposures to notoriously 
volatile commodity prices and we also face higher exposures to the handful of countries to which we sell 
our resource and energy commodities.  We are now more at risk of downturns in demand from these 
countries.  And the emerging economies in particular are themselves going through major industrial 
transformations which, historically, come in fits and starts and also bring their share of social and political 
disruption. 
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A strong manufacturing sector can be an important diversifier in our industrial mix.  It can help balance 
the economy and it can assist in the management of these very real risks. 
 
Opportunities 
 
Another reason for us to advance Australian manufacturing is the sheer scale of the opportunities before 
us.  
 
The biggest source of growth of these opportunities is on our doorstep. As they industrialise and 
urbanise, they are rapidly becoming richer.  We have seen, and we will see more and more of, the 
growth of the "Asian Middle Class".   
 
One popular projection2 is that the global middle class will increase from 2 billion now to 5 billion by 
2030.  Asia's middle class is set to grow from 600 million people to 3¼ billion people.  
 
There are tremendous opportunities for Australia to capitalise on our skills and expertise across a range 
of areas that are well worth pursuing.  These include our manufacturing skills and expertise. 
 
We will be poorer if we do not nurture and take advantage of these opportunities.  
 
Regional importance  
 
A further reason manufacturing is important is its particular significance in particular regions.  This is of 
course especially relevant to Geelong which has a proud tradition in manufacturing and is being 
particularly affected by the upheavals that are going on in the sector. 
 
Ingredients for advancing Australian manufacturing  
 
So what are the ingredients that we need to advance Australian manufacturing? 
 
Can I first say that we should not write off further gains in areas in which we have had traditional 
advantages - large scale, upstream and often energy intensive manufacturing.  I am thinking of areas 
like upstream food processing, forestry products, plastics and chemicals and metals.   
 
There is scope for solid gains in these areas and this would particularly be the case if we could 
somehow regain our energy cost advantage.   
 
Nevertheless, I doubt very much that we are going to find the major sources of potential growth in these 
areas.  Not the least reason for this is that our energy markets have become, and are set to become 
even more closely linked to global markets and global prices. We are seeing this with gas and we are 
seeing it in coal.  
 
Increasingly, we will need to extend and create new comparative advantages in value-adding at the 
upstream production stage rather than through the energy cost side of things.  One such area is the 
promising developments in carbon fibre for industrial and aerospace applications.   
 
By and large, however, there are very formidable competitors around the world in many of these areas 
and good margins are increasingly difficult to sustain.  
 
More promising sources of advantage lie further along the production chain: in higher value-added, more 
specialised, more knowledge intensive areas of production.  In areas like more specialised food, 
cosmetics and health products; in machinery and equipment - where we have very considerable talents 
and a good deal of experience such as in medical and scientific equipment among others; and in areas 
like specialised textiles, building products and packaging. 
 
                                                 
2

 http://www.reuters.com/middle-class-infographic 

http://www.reuters.com/middle-class-infographic
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The ingredients of success in these areas are a highly skilled workforce; nimble and innovative 
management; investment in state-of-the-art capital equipment; close links with scientific research and 
leading-edge design; a switched on and adroit SME sector; a focus on meeting the changing needs of 
customers around the world; and close integration into global supply chains. 
 
What is needed to transform Australian manufacturing? 
 
These are the ingredients of our future success in manufacturing and while in many businesses we have 
made a great start, there remains a good deal of work to do.   
 
Ai Group last week put out a 10 Point Plan for a strong and diversified economy called Growing and 
Rebalancing the Australian Economy.  It included a number of elements that are relevant for the 
economy as a whole and a number that have particular relevance for the manufacturing sector.   
 
The more general areas are in restoring our public finances; investing in infrastructure; removing the 
widespread inflexibilities in our workplace arrangements; reducing regulatory burdens; making our 
energy markets more efficient and competitive; and lifting our workforce skills. 
 
These are also relevant to the success of manufacturing of course but in my final comments this evening 
I would like to focus on the major areas that we think need attention to secure the future advance of 
Australian manufacturing. 
 
Modernising the capital stock in manufacturing  
  
In view of the extended period of under-investment and the impacts on revenues, margins and reserves 
of the long phase of very high exchange rates, Ai Group proposes the selective introduction of a period 
of rapid depreciation for manufacturers making new investments in plant and equipment.  
 
We recognise that a similar case can be also made for investments in plant and equipment in other 
trade-exposed industries that have been similarly disrupted over the past decade. 
   
A well-targeted period of accelerated depreciation would support a rapid and much-needed 
modernisation of the capital stock in manufacturing and provide essential support for manufacturers 
moving from one sector to another. 
 
Building business capabilities    
 
There is considerable scope to boost the productivity of Australian industry over both the long and 
shorter-terms by lifting business capabilities among our small and medium-sized manufacturers. 
 

• The very successful Enterprise Connect program through which Business Advisors provide 
tailored advice to guide SME self-improvement should be expanded and backed by initiatives that 
encourage businesses to work actively to lift capabilities in their networks and along their supply 
chains.  

 
• The considerable opportunities available through greater international trade and investment can 

be lifted by enhancing the Export Market Development Grants (EMDG) program; by extending, 
broadening and better co-ordinating our trade and investment support networks and by facilitating 
SME engagement in global supply chains.  

 
• Further, the competitive performance of Australian businesses can be raised through greater 

business awareness of and engagement with, the commercial opportunities presented by the 
"digital revolution" and by the large investments underway in telecommunications infrastructure. 
The Digital Kits program is a promising start and can be used as a basis of greater efforts.  

 
• An important avenue for business improvement lies in raising the capacity of management to 

improve workplace performance and better orientate employee engagement towards business 
improvement and innovation. Ai Group recommends the development of information and tailored 
programs to lift these important management capabilities.  
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Innovation 
 
The development of successful new products and services and investing in process and design-led 
innovation are fundamental to improving the contributions Australian businesses make to the dynamism 
and strength of the Australian economy.  While primarily the responsibility of business, governments also 
have critical roles to play in encouraging and facilitating business innovation. 
  
A well-designed Research and Development tax incentive is a key part of the innovation policy mix and 
there are important refinements that should be made to ensure Australia maintains the considerable 
momentum it has displayed in raising business expenditure on research and development.  
 
Notwithstanding the gains that have been made in business R&D, Australia still has comparatively low 
levels of collaboration between business and the very strong capabilities in our publicly-funded research 
organisations. There are exceptions of course and I think Deakin University is a leader in this regard.  
Nevertheless, building the depth and breadth of engagement should be a core priority.  
 

• A fundamental emphasis should be given to ensuring that incentives within research organisations 
for business collaboration are improved so that researchers are encouraged to search for and 
develop close and productive relationships with innovative businesses.  

 
• The Commonwealth Government's emphasis on targeted centres of excellence dedicated to 

improving business innovation by linking research, capability development and business expertise 
is a promising direction that should be built on in close collaboration with the broader business 
community.  

 
• Ai Group is also a strong supporter of the Cooperative Research Corporation (CRC) program and 

there is strong scope to refine the program by encouraging CRCs to engage more actively with the 
business community.  

 
• The successful Researchers in Business program linked with Enterprise Connect is also an 

important initiative and should be maintained and expanded.  
 
Australia’s early-stage capital markets should be strengthened and deepened to the point where they 
are self-sustaining and provide adequate private capital to the development and commercialisation of 
new businesses.   
 
Defence opportunities  
 
There is very strong potential in taking a number of defence-related initiatives to develop domestic 
capabilities to meet security objectives.  These include the Land 400 armoured vehicles – through which 
considerable opportunities could flow along supply chains to businesses in and around Geelong.  
 
Procurement opportunities  
 
Governments can also play a role in ensuring that Australian manufacturers get a fair shot at 
procurement opportunities.  
 

• For example by ensuring that domestic businesses are given full and fair opportunities to supply 
major projects including through streamlined but nevertheless effective Australian Industry 
Participation Plans. 

 
• Another example is to ensure that networks are maintained and developed to help source 

procurement opportunities for local businesses. I understand that the ICN is very active in helping 
Geelong businesses access work in the reconstruction of Christchurch. 
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Successful transition of automotive manufacturing 
 
Governments are committed to assisting the transition of employees, regions and businesses in the face 
of the end of automotive assembly in Australia.  Ai Group supports the commitments that have been 
made to date to assist the transition.  
 
We have proposed a number of initiatives.   
 
Imaginative regional economic strategies are essential for the areas hardest hit by closures in Victoria 
and South Australia.  This is particularly relevant for Geelong of course and the most should be made of 
the opportunity to take advantage of the considerable pool of workforce skills and the business expertise 
that resides in Geelong and other centres.  
 
For employees, targeted skills and training initiatives are required and should be developed in close 
collaboration both with restructuring businesses in automotive supply chains and with potential 
employers in other industries.     
 
The transition of businesses can be assisted by an additional and focused extension of Enterprise 
Connect to help assess capabilities and opportunities for restructuring. Restructuring opportunities could 
be greatly assisted by government-funded market assessments of opportunities.   
 
Working closely with the businesses in automotive supply chains would assist in informing a successful 
“soft loans” program where finance is made available to businesses with good prospects for successful 
transition. A loans program would have a number of advantages over a grants program and would 
address the weaknesses in financial markets that denies capital to businesses in areas of industry 
perceived to be high risk.  
 
Concluding Comments  
 
I have covered quite a lot of ground in my comments.  I hope these help to elicit a range of questions 
and contributions.  
 
I do not for a moment underestimate the size of the challenges faced by our manufacturers.  
 
But nor do I underestimate the opportunities that we face or the potential that we have to meet these 
challenges and find new avenues for growth.   
 


