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CHECK AGAINST DELIVERY 

Thank you for the opportunity to talk today and welcome to Sydney. 

After just a few days in Australia you have no doubt aware of the major changes underway in the 

structure of our economy. Last week, the GDP data confirmed that Australia notched up 22 years of 

consecutive growth in 2013, but finished the year running below trend.  

As we have entered 2014 we have heard companies around the country announce a series of high 

profile job cuts We have also heard from the last of the carmakers, Toyota, that it will no assembly cars 

here beyond 2017. This has been unsettling news and led many to speculate on whether key sectors 

like manufacturing can continue to exist into the future.  

At the same time as this important juncture in our economy, Australia also has a new federal 

government. Prime Minister Abbott and his Coalition Government have been in government for six 

months now and are reconsidering the policy settings left in place by the previous Labor Government, 

who were in power for six years.  

So it somewhat of understatement when I say it is an interesting time to be at Australian Industry Group 

advocating for the interests of Australian businesses. But with the right approach by industry and 

governments, we are confident of a bright future for our members across the diverse industries they 

represent. 

Ai Group, is a broad organisation representing around 60,000 business who together employ around one 

million workers across the country. We have members in construction, ICT, defence, logistics, mining 

and a range of business services sectors. We also continue to have a very strong manufacturing 

membership. 

Today I would like to touch on three broad themes affecting our members and indeed the Australian 

economy as whole, though I will pay particular attention to the manufacturing sector given that where a 

lot of the interest currently lies.  
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Firstly, I would like to lay out why Ai Group dismisses doomsday scenarios of wholesale industrial 

decline. In fact Australia’s current experience highlights the vital need for a diverse range of industries in 

the Australian economy including manufacturing.  

Secondly, I would like to touch on what can be done to improve competitiveness of industry and boost 

productivity. Ai Group does not ask governments to pick winners, or subsidise industries. But we do see 

governments playing an important role in ensuring policy settings encourage innovation and investment 

by companies.  

Finally, I would like to leave you with a few examples of Australia companies who are thriving, producing 

high value goods desired by customers in our booming region of Asia.  

 

1. Need for a diverse economy  

As I just mentioned, last week Australia’s GDP figures for the December quarter showed the economy grew 

by 2.8% last year, below trend estimates of around 3%.  

The details were also concerning, highlighting that the resources sector, which has been the engine of the 

economy for several years, is now dragging on growth. The investment boom of the mining sector as miners 

move to the production phase, and this slowdown is engineering construction is having a significant effect 

on growth.  

At the same time, other industries have yet to fill the void left by the mining sector and if they don’t in the 

coming years, our economy will become increasing vulnerable. This is not to say there is widescale 

weakness across the economy, but growth that could be stronger with a little effort.  

This rebalancing is critical both for the strength of the economy and its resilience. Australia’s exposure to 

volatile commodity prices has already increased and is set to rise further as mineral and energy exports rise.  

Similarly, our exposure to conditions in a handful of commodity purchasing countries has climbed and is on 

a path to climb further. 

Put simply, investment, employment and production need to lift in other parts of our economy if we are to 

improve incomes and living standards across the community.  

As our fourth largest industry, the manufacturing sector is central to this national project of diversity and, 

with some changes to government policy settings, can become a source of strength for Australia.  

Manufacturing, and other trade-exposed industries like tourism and education, has faced a tough time in 

recent years and output has fallen in recent years.  
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While you are probably aware of the causes, it is worth quickly reinforcing the main points. Australian 

manufacturers, like their counterparts around the world, have found themselves competing with the rapid 

industrialisation of China. Other countries in Asia of course are industralising too compounding this 

effect.  

One example on how this has affected Australia is the steel and aluminum industry. China now accounts 

for half of the world's steel production and half of its aluminum production. Local aluminum producers 

like Alcoa found they just couldn’t compete with China, and consequently announced the closure of Port 

Henry smelter in Victoria earlier this year.  

Standard economic theory would suggest that such a major shift in relative competitiveness would lead 

to the currency to depreciate in a country like Australia. This would provide at least temporary shielding 

and give businesses an opportunity to re-group and restructure. 

But as you all know this has not happened in here in Australia.  

As a commodity exporter, the rapid industrialization and urbanization 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 rocketed above parity with the $US.  

Fortunately, for manufacturers, the dollar has fallen substantially over the past year – by about 15% 

which has made many more businesses competitive. But at $US90 cents, the Australian dollar is still 

around 20% its post-float average. 

Looking ahead, as commodity prices continue to ease and the resource sector demand for imported 

capital goods for major resource projects wanes, we would expect the currency to further depreciate. 

And of course we welcome that.  But working against this will be rising export volumes that will provide 

support the dollar as well as the resumption of interest rate tightening by the Reserve Bank. 

While the dollar has been a major factor exacerbating the competitive challenge for Australian 

manufacturers it has not been the only factor.  

Wage growth in Australia has been relatively contained in recent years. However, our lacklustre 

productivity growth has led unit labor costs to rise, and especially so when compared to other countries. 

That labour costs have slipped ahead of many other advanced economies has been to the detriment of 

local competitiveness. Not only must Australia improve competitiveness, companies must be able to 

operate in a more flexible industrial relations environment where they can bargain with employees over 

wages and conditions to link wages to productivity.  
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Another area where Australia has traditionally had a competitive advantage has been energy costs. In 

recent years, however, energy costs have risen and this is no longer the case. Gas prices, in particular, 

have more than doubled since the turn of the century eroding any competitive advantage we once have.  

The cost of gas is set to rise even further even though we are seeing major LNG projects going ahead in 

Australia, as local prices will begin to reflect export prices. On top of this, barriers over local production 

exist in our most populated states, NSW and Victoria, have added to cost pressure given potential 

sources of domestic supply have been untapped.  

This has been a major problem for energy-intensive producers and for manufacturers that use gas in 

their product such as plastics and chemicals producers. The federal government has recognized the 

energy market needs reforming and we are currently involved in consultation with them. We have 

suggested some reforms as well as introducing a national interest test in relation to new developments 

for exports – similar to ones that operate in the US and Canada.  

Another reform to energy markets will be creating certainty and stability around climate policy. Attempts 

to price carbon in Australia in recent years have been fraught, not only for political stability but for 

businesses as well. The current scheme was introduced by the previous government as a fixed-price on 

carbon emissions, or a “carbon tax”, which was set at a level well above international prices. The 

previous Government compensated the most emissions intensive industries, but those industries that 

are quite emissions intensive were not compensated.  

However, almost all businesses were affected by the impact on energy prices and while these increases 

were dwarfed by other prices increases, they still had a material impact. Looking ahead, there has been 

a lot of uncertainty over the future of carbon pricing. The current legislation in place has the carbon tax 

increasing again on 1 July and a conversion to an internationally-linked emissions trading scheme on 1 

July 2015.  

The current Coalition Government, however, were elected last year on a mandate to repeal the carbon 

tax. The legislation has passed through Australia’s lower house and is now stalled in the Senate. The 

government is likely to have the numbers to remove it when the Senate changes on 1 July 2014. But 

significant uncertainty exists around their climate policy to replace the carbon tax, called the “direct 

action plan”. At this stage, we are unsure of its impact on industry and how, or whether it will be able to 

contribute to current and future commitments to reduce emissions. Ai Group supports using international 

credits under the Direct Action framework as a short-term measure. 

So I have raised some issues for Australian businesses, now I will turn to which leads me to my next 

point, what can be done to encourage Australian industry to thrive. 

2. What can be done to lift competitiveness 
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For Australia to transition towards a balanced and sustainable economy, we need to take some pretty 

key steps in the short term to address the concerns I have already mentioned, and also to start to think 

about the longer-term direction of our country. 

Ai Group is not in the camp of industry associations that advocate picking winners, or subsidising non-

competitive industries. We want ALL businesses to be able to compete efficiently and without 

government policies impediments that reduce our international competitiveness. 

We must get the policy settings right for this to happen. Australia has demonstrated in the past that we 

are willing to undertake tough reforms when needed to the economy. And it is encouraging the new 

government has demonstrated willingness for reform in some areas.  

We met with the Prime Minister and key federal ministers a few weeks back, and highlighted at least ten 

areas where government’s attention is needed. As I have mentioned, these included energy market 

reform, removing uncertainty around climate policy as well as skills reform and reducing excessive 

regulation that plagues Australian business.    

Another three important areas we would highlight would be are:  

- consolidating government budgets 

- investing in infrastructure  

- and removing key workplace relations roadblocks. 

Australia needs to return the budget back to surplus in a sustainable fashion through the rest of this 

decade. Let’s not rush to get it into surplus in a budget or two, but let’s do it in a calm, moderate 

measured way. 

Australia also needs to invest seriously in infrastructure; let’s look at serious financing proposals around 

infrastructure. That infrastructure financing model seems essentially broken at the moment. And the 

pipeline for infrastructure is running rapidly dry. Not only do we need to build roads, rail and ports so our 

products can reach international markets, but we have slack in engineering left by resources sector. So 

investing in infrastructure is clearly the right way forward.  

Finally, one of Ai Group members’ biggest concerns is the industrial relations framework. In recent years, 

Australian political parties on both sides of the spectrum have been unsuccessful in finding a balance 

between industrial framework. What we have now is a rigid and inflexible set of laws that are costly to 

business and curtail our competitiveness.  

There has been movement on this issue with the government announcing a wide-ranging review of our 

industrial laws, and we will continue to prosecute changes for our members which remain fair and lift 

their ability to operate.  
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3. Some examples of positive manufacturers 

I have laid out the case that Australia is at an economic crossroads but that we have the opportunity to 

ensure continued prosperity and successful industrial base if we can address some of the policy settings 

standing in the way of business. 

So finally I would like to highlight a few examples of the many companies that, in the face of the 

headwinds of recent years, have continued to thrive harnessing Australia’s skilled labour force and 

innovative ideas and producing high-value goods the rest of the world wants.  

So before I end today, I would like to finish on a positive note and highlight a few Australian 

manufacturers who are thriving making products that the rest of the world values. 

• One example is international trucks and truck parts company Iveco, which is local bases in 

Dandenong and Brisbane, with more than 500 employees. Iveco Australia manufactures heavy 

and light vehicles for commercial industry and is constantly in pursuit of an innovative edge - 

around products and processes - in order to establish a sustainable competitive advantage 

relative to low cost import competition. The company is also investigating ways to motivate a shift 

to natural gas technology to promote better productivity and environmental outcomes and change 

the perception of heavy and commercial vehicles. 

• Another example is the locally-owned Ontera Modular Carpets, which is based in Sydney and 

sells across Australia and New Zealand. Employing around 100 employees, the business which 

has been around for 25 years, makes premium quality carpet tiles for commercial markets 

including corporate offices, education, health and aged care. The secret to their success is world 

class design and patterning via a unique dye injection technology process. They have also made 

highly innovative changes to processes that have nearly halved the energy and water 

requirements for manufacture of its carpet tiles. 

So on that positive note, I would like to conclude.   

Thank you. 


