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CHECK AGAINST DELIVERY 
 
 
Introduction 
 
We are at a decisive point in our economic development.   
 
We have had an enviable record over more than twenty years.  However, developments over the 
past decade mean that we now need to examine our economic direction and the challenges we 
confront if we are to build on our successes and ensure we deliver further increases in living 
standards for the next and subsequent generations.  
 
Today I want in particular to look at the ramifications for our development path of the growth in 
emerging economies and the closely-related surges in our terms of trade, our currency and in the 
expansion of the capacity of our resources and energy sectors. 
 
All the while, like other developed countries and indeed like China among the emerging economies, 
we face the steady onset of pressures from the ageing of our population with all that entails.  
 
I want to look at these challenges and then I want to look at some of the things that we should be 
doing if we want to build an economy with a successful future. 
 
A strong record  
 
According to the way economists identify a recession - as two consecutive quarters of decline in 
output – Australia’s last recession spanned the March and June quarters of 1991.   
 
With the release last week by the ABS of positive economic growth for the last three months of 
2013, we are now in the middle of our 23rd year without a recession.  
 
That is a major achievement especially since it has occurred while we have seen the tech wreck, the 
Asian economic crisis, the terrorist attacks of 2001 and the GFC. Through all this Australia avoided 
the R word.  It has helped us get through this turmoil while delivering across a range of indicators: 
  

• In the middle of 1991 the unemployment rate was 9.8% whereas today it is 6%; 
• Over the past 22½ years, the workforce has grown from a bit shy of 8.5 million to almost 

12.1 million – an increase of about  44%; 
• The value of what we produce – our GDP - has increased by 110% in real terms; 
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• And, on average, an hour spent in the workforce is yielding about 50% more in output than 
in 1991. 
 

These are all important plusses both in themselves as for what they have helped to achieve in terms 
of the quality of our lives and the range of choices we face. 
 
In education attainment for example, there have seen considerable improvements: 
 

• As a snapshot we can compare the education attainment levels of people aged 25-35 with 
those aged 55-64.1   

o In 2011, 69.4% of Australians aged 25-34 had post-school qualifications 
o This compares with the 55.9% of Australians aged 55-64 with post-school 

qualifications  
o So in 2011 for every 1000 people aged 25-34, 135 more had post-school 

qualifications than was the case for their parent’s generation.   
 

• Travel overseas by Australians has skyrocketed2  
o Short-term departures by residents in the 1991-2 averaged around 182,500 per 

month 
o In the 2012-13 year it averaged over 700,000 per month 
o Even after we adjust for the increase in the population by about one third, we are 

now three times more likely to have a trip abroad.  
 

• And our health outcomes have continued to improve.  A common indicator is Infant 
mortality3 and while the big falls were in an earlier period, further improvements have 
continued and: 

o In 1991 the infant mortality rate was 7.1 per 1000 live births  
o But by 2012, had fallen further to 3.3 per 1000 live births.  

 
 
Challenges to a repeat performance  
 
There are substantial benefits to be had from continuing to improve our economic performance.  
Not the least of these is to raise our ability to further improve education attainment, health 
outcomes and the range of choices people have.  
 
I want to look quickly at two of the factors that will challenge our ability to generate the economic 
growth that will help deliver these sorts of benefits. 
 
Demography 
 
The first is demography.  The die has been well and truly cast on the directions of our demographic 
development for the next twenty years and more.   
 

• A rising proportion of the population will retire from the workforce and a falling proportion 
of the population will enter it.   

                                                 
1 From ABS 1301.0 - Year Book Australia, 2012. 
2 ABS 3401.0 - Overseas Arrivals and Departures, Australia, Jun 2013 
3 ABS 3302.0 - Deaths, Australia, 2012. 
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• Our birth rate fell to below replacement levels some time ago and at the same time life 
expectancies have continued to rise. 

• In the past few years the proportion of the population in the workforce has begun to fall.  
While part of this is due to the slow growth in employment opportunities, this has coincided 
with another proportion that is structural and reflects the movement of baby boomers into 
retirement. 

• More of this is to come: people born in 1945 turned 65 in 2010 and those born right at the 
end of the baby boom – say in 1960 - are now well into their 50s. 

 
There is only so much that anyone can do about this.  
 

• Governments can lift the age at which people become eligible for the age pension and they 
can raise the age at which people can access their superannuation; 

• We can increase child care places so that more working age women can spend more time in 
the workforce; and 

• We can maintain an immigration program where immigrants are younger on average than 
the resident population. 

 
All of these can take some of the pressures off and they are therefore important. But still they will 
only slow the pace of the ageing of the population rather than alter the basic direction: the size of 
our workforce relative to our population is going to fall from now on.  
 
Apart from the sorts of policy directions I just mentioned, the other answer is to lift productivity. If, 
as a population, we are going to be working less, we can make up ground by working smarter and 
more productively. 
 
The resources boom 
 
The second challenge stems ultimately from the changes over the decade to the structure of our 
economy as a result of the mining boom.   
 
The central global development over the past decade or so has been the very strong growth of the 
emerging economies and in particular China.  This has eased a bit in the past couple of years but 
further gains look likely – particularly as India and Indonesia move along their development paths. 
 
Together these three countries make up about 40% of global population.  They are industrialising 
and urbanising and they will use a lot of steel which means they will need a lot of iron ore and coal. 
 
We have already seen major changes to the structure of our economy.   
 

• In 2006 the share of mining in the total economy was 7.8%.   
• Last December it was 10.1%.   
• Over this period mining grew 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 mining expansions are just 
beginning to ramp up and many of the new gas projects – including the big ones - have yet to come 
on line at all.  
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The phenomenal investment boom that is lifting mining and energy capacity so dramatically was 
fuelled by a very large increase in the prices we received for our resource exports as additional 
Chinese demand outran available supplies.  
 
And both the surge in prices and the investment boom lifted the value of our currency to very high 
levels.   
 
In his recent comments before the Senate Economics Committee, the Governor of the Reserve Bank 
said this boom was as big a shock to the economy as the Gold Rushes of the 1850s. 
 
There is no question that the current mining boom has earned Australia considerable income. 
Largely by lifting the exchange rate, a proportion of the benefits were distributed to Australian 
households - by making our consumption of imported consumer goods and holidays abroad 
considerably cheaper in Australian dollars. 
 
At the same time however, and also largely because of the exchange rate - it has weakened other 
parts of the economy.   
 
The periods of very high exchange rates either side of the GFC knocked the stuffing out of many 
other trade-exposed industries such as manufacturing.   
 

• It closed off export markets and undermined their competitiveness against imports in the 
domestic market. 

• It reduced their revenues, slashed their margins and ate away their reserves. 
• In many cases parts of their supply chains have succumbed and there are areas of capability 

that we just don’t have any more.  
 
These pressures also made energy intensive producers much more vulnerable to the very strong rise 
we have seen in energy costs.  These are now more than double what they were at the turn of the 
century.  It also made them more vulnerable to the unwelcome strength of Australian unit labour 
costs4 which have risen much faster than those in other developed countries.  
 
So the mining boom has brought a surge in income and purchasing power but it has also weakened 
other parts of the economy.   
 
Even now that the exchange rate has fallen by about 15% in the past year, at around $US0.90 it is 
still about 20% higher than the post float average.  This means that, to compete internationally, 
industries that are exposed to global competition need to substantially lift their competitiveness.    
 
We are now paying a price for this.  The investment boom in mining is now easing off and is unlikely 
to contribute directly to further GDP growth.  We need to find other sources of growth.  A further lift 
in mining output will help and I will come back to this in a minute.  But we are currently looking 
around for new sources of growth.  But those sectors that have been adversely affected by the 
mining boom are in no fit state to fill the void.  They have been drained and they have not been 
investing. 
 
And that is what we currently have: a void.  That is why employment growth has been very sluggish 
and why unemployment is on the rise.  
                                                 
4 Unit labour costs as measured in domestic currencies to keep exchange rate movements out of the 
comparison. 
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And before I leave this and turn to the points I would like to make about building the economy of the 
future, I want to touch on another impact of the mining boom that is also relevant to how we think 
about our economic direction.  
 
I mentioned the increase in mining exports as a share of GDP and that this still has some way to run.  
This has also increased - and is set to further increase - our exposure to notoriously volatile 
commodity prices.  From now on we will face much higher risks from this source.   
 
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. 
 
Building the economy of the future   
 
So these increased risks bring me to the future. 
 
What can we do to make sure we address our weaknesses, accentuate our strengths and, indeed 
build new strengths?  
 
I have already mentioned the importance of lifting the pace of productivity growth in the context of 
the ageing of our population. If we can make more with less, we can offset the fact that we are going 
to have relatively fewer people in the workforce.  
 
Productivity is also a large part of the answer to the challenges faced by the trade-exposed 
industries that have been stifled by the rise in the dollar associated with the mining boom.   
 

• Industries such as manufacturing are going to have to compete at a significantly higher 
exchange rate than they enjoyed over most of the period since the last recession.    

 
• If the performance of industries such as manufacturing can be lifted, they will be in a strong 

position to diversify the economy and reduce the additional exposures to commodity price 
fluctuations and to demand conditions in a handful of countries.   

 
“Productivity” is easy to say but I have just given it three very big jobs to do: 

• Compensate for the declining share of the population in the workforce; 
• Help overcome the impacts of a higher Australian dollar; and  
• Help diversify our economy.  

 
Last week, Ai Group released a 10 point plan for a stronger and more diversified economy.  Being a 
former media advisor to a Minister, I can get close to summarising the plan in ten three-word 
slogans:5 
 

• Fix our budgets; 
• Invest in infrastructure; 
• Allow workplace flexibility; 
• Lift workforce skills; 
• Become more innovative; 

                                                 
5 Note the poetic licence means that there is no mention of auto sector with innovation and business 
capabilities split into two points.  
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• Build business capabilities; 
• Boost manufacturing investment; 
• Reduce energy costs; 
• Cut red tape; and 
• Reduce the cost of carbon constraints. 

   
I am not going to go into the detail of the plan which is of course available on our website. But I 
would like to touch on the flavour of some of them and what it means for building the economy of 
the future.    
 
Removing obstacles: red tape and workplace relations  
 
Part of what needs to be done lies in removing obstacles that stand in the way of business’s own 
ability to build for the future.  This is the case in removing red tape for example and it is also the 
case in workplace relations reform.  
 
Ai Group has been leading the business case on the need to fix key elements of our workplace 
relations arrangements for a long time.  Our organisation is a hands-on workplace relations advisor 
to many thousands of businesses and we see first-hand the difficulties they have with the current 
arrangements.  
 
Their issues are less about nominal wages growth than they are about the ability of managers to 
manage effectively.  Businesses need to be able to make decisions in areas like the employment of 
casual workers and they need to be able to propose modifications to enterprise bargaining 
agreements for the consideration of employees when business conditions take a turn for the worse.  
 
These are just some of the many workplace relations obstacles confronted by businesses that need 
to make changes and adapt to new and changing circumstances. 
 
Of course we support giving the Productivity Commission a brief across the broad range of 
workplace relations arrangements and we recognise that it will need adequate time to do the 
thorough and high quality job with which it is associated.  
 
However, we continue to put to the Government in the strongest terms possible the need to make 
some key changes as soon as possible.  We also seek the support of other parties and independents.  
Particularly for businesses in sectors such as manufacturing, we simply cannot afford to wait until 
the next term of parliament before changes to the current workplace relations arrangements are 
contemplated.  
 
Building the future: workplace skills, business capabilities and innovation  
 
Another part of what needs to be done goes to the topical area of “industry policy”.  Let me be clear 
that the Australian Industry Group is not seeking special favours for particular businesses.  But nor 
are we backing the totally hands-off position of let-market-forces-take-us where-they-will.  Rather, 
we think that Governments do have a role in the active building of the economy of the future.  
 
This is most clearly evident in the case of the need to lift workforce skills.  The role of government is 
widely acknowledged in general education and training prior to entry into the workforce.  But we 
also think that governments have important roles in encouraging and facilitating education and 
training for the current workforce.  
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• This is particularly the case at a time such as this when there is so much restructuring going 
on across the economy.  Jobs are being made obsolete and new opportunities are being 
created.   

• Part of the need is an after-the-event reaction.   
• But there is a strong case to say that our major emphasis should be on a more proactive 

strategy of ongoing up-skilling of existing employees.   
• This can help lift productivity in their existing workplaces and it can make them less 

vulnerable in the face of industrial changes. 
 
A particular and very important dimension of this is in the area of foundation skills.  While it is 
possible, as I did a little earlier, to refer to the improvements we have made over time in general 
levels of education attainment, there is still a frightening incidence of employees with very low 
language, literacy and numeracy skills.   
 
These people are particularly vulnerable to losing their jobs and extended periods of joblessness.  
More positively, all the evidence suggests that very large productivity gains are available at relatively 
low cost through programs to improve the foundation skills of the existing workforce.  Ai Group is a 
very keen supporter of workplace-based training targeting language, literacy and numeracy and we 
are keen to see existing programs at least maintained and preferably extended.  
 
This is one area where there is considerable concern that the Government, in its enthusiasm to cut 
spending to meet its budgetary objectives, might pursue the false economy of cutting high yielding 
programs whose benefits may not be highly visible.  
 
A second policy area which attracts our strong support is in the area of business capabilities.  One 
program in particular is worth emphasising – Enterprise Connect.  Enterprise Connect is a program 
through which independent business advisors are made available to audit the performance of small 
or medium-sized businesses and to provide tailored advice on ways to lift that performance.  
 
It is another example of a very successful program whose benefits are way out of proportion to the 
small amount of money that it costs to deliver.   
 
There is a strong case that this program should be expanded in the current circumstances where 
businesses are facing so much change and need to adapt.  If we can strengthen the performance of 
our SME sector, we can go a long way to lifting the overall productivity of the economy.  
 
The final area that I want to mention before closing is innovation.  Again the primary responsibility 
for innovation lies with individual businesses.  However, there is much that Governments can do to 
facilitate and encourage business efforts.  
 
The research and development tax incentive is a case in point and it is critical that this important 
instrument is maintained as a feature of the Australian innovation system.  
 
There is another dimension of business innovation and that is the need to address the very low 
levels of collaboration between Australian businesses and the excellent capabilities in our publically-
funded research organisations.   If we look around the world: at the US, at Germany and at a range 
of mainly northern-European countries we see much more close-knit and mutually beneficial 
relationships between the business community and research organisations.  
 
In these countries, research organisations are more at home dealing with businesses and their 
researchers are recognised and rewarded for their efforts in this area.  In contrast, Australian 
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businesses often get the impression that they are a second or third order priority for researchers 
and that little effort is made to bridge the cultural divide between the two sectors.  
 
Yet Australia has such tremendous potential from forging much closer and more substantial links 
between our research and business communities.  
 
Concluding comments  
 
So by way of a quick wind up: we do live in challenging times. How we respond now will have major 
impacts on whether we build a diversified economy less exposed to our ageing population, 
commodity price volatility and to fluctuations in demand from the emerging economies.    
 
To respond effectively and to build a successful economy we need to take action across a range of 
fronts. In particular we need to remove obstacles to business growth including in workplace 
relations and we need to take proactive measures to build productivity by lifting workforce skills, 
business capabilities and innovation.  
 
And in the end these are not ends in themselves.  They are the means by which we can improve the 
quality of life and the range of choices available for the next and successive generations. 


