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Key messages
Business prospects in 2017:
foundations for growth
Despite 2016 turning out to be a tougher year than they generally expected, Australia’s CEOs are looking to 2017
with cautious optimism and are more likely to see themselves steering their businesses along expansionary paths
than has been the case in recent years.
This outlook comes after an extended period of only very gradual recovery from the global financial crisis and
amid the major transitions underway in the wake of the recent mining investment and commodity price
booms. The outlook for 2017, while cautiously optimistic, is far from exuberant and is tempered by the failure of
actual business conditions in 2016 to live up to the expectations that CEOs had a year ago.
In many respects the mantra of ‘slower for longer’ which has become the accepted outlook for both the global
and domestic economies, is now built into the expectations of much of the local business community as it weighs
up the negatives and the positives of the current business environment.
On the less optimistic side, domestic business conditions, while starting out reasonably strongly, deteriorated
through 2016 with a decidedly weak patch in the September quarter - seen starkly in the rare drop in real GDP
(of -0.5%). Long-standing concerns about slow global growth and political volatility were exacerbated by the
results of the ‘Brexit’ referendum and Mr Trump’s victory in the US presidential election.
On the positive side, many of the foundations of domestic growth are in place. These include low interest rates;
low wage and inflationary pressures; low unemployment; a domestic currency trading in a more comfortable
range than a few years ago; stronger commodity prices and, importantly, a recovery in real national incomes.
The fate of the Australian dollar is a key swing factor. In 2017, it will remain one of the key risks to export
performance and the economy more widely. Many remain quietly hopeful that the dollar will remain around its
long-term average of 75 US cents despite rising gently through 2016 as commodity prices have picked up.
Another key risk area for Australia is business investment. Non-mining business investment is recovering more
slowly than required for a more convincing transition to a broader-based economy. The surge of residential
construction investment has played a key role to date but appears very likely to ease over the year ahead. An
increase in non-mining business investment would see higher immediate levels of activity; much-needed
improvements in productivity; and a sustainable lift in living standards. Policy measures aimed at lifting business
investment and innovation would be particularly favourable for the outlook.
The more expansionary plans of business leaders looking to 2017, if realised, will greatly assist in building business
and employment opportunities and lifting incomes across the community.

Innes Willox
Chief Executive, Australian Industry Group
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Key findings
Ai Group’s annual ‘Business Prospects’ survey of Australian CEOs shows that the majority of CEOs expect
general business conditions and their own business performance to be stable or better in 2017 than actual
conditions in 2016. However, compared with their expectations of a year ago, CEOs are slightly more
pessimistic about 2017 than they were looking ahead to 2016.
This suggests a moderation in expectations in light of recent experiences and repeated disappointments.
The ‘slower growth for longer’ forecast for Australian and global GDP by the RBA, the OECD, the IMF and
others - appears to have become normalized across much of the Australian business community:
•

One third (33%) of CEOs expect to see an improvement in business conditions in 2017. This is somewhat
lower than the proportion of CEOs who had expected better conditions for 2016 (39%), but well up from
only a quarter who had expected better conditions in 2015 and 2014. Around half of CEOs expect their
own sales revenue to improve and 42% expect their profitability to improve in 2017.

•

Under half (44%) of CEOs expect business conditions to remain stable in 2017, compared to 2016. This
is up from 37% of CEOs who had expected stable conditions in 2016 and 34% who had expected stable
conditions for 2015. Around one third of CEOs expect their own sales revenue to be stable and one third
expect their profitability to remain unchanged in 2017.

•

About one quarter (23%) of CEOs expect their business conditions to deteriorate in 2017. This will be
felt in the form of deteriorating profit margins, with 15% expecting their sales revenue to fall as well.
This is the same as the proportion of CEOs who were expecting a deterioration one year earlier, but a
significant improvement from the 41% who felt pessimistic about their own outlook two years ago.

Expectations regarding business investment and employment are in line with this mood with modest rises
or no change in levels planned by the majority of CEOs for 2017. Input prices are expected to rise for 38%
of businesses in 2017 and a whopping 51% expect their energy costs to rise. Around 36% will attempt to
recover their costs in selling prices while 10.6% are planning a price cut.
These expectations come after a challenging and somewhat disappointing year for many businesses. 2016
began with promising improvements in conditions, confidence and customer demand early in the year
but these were not sustained into the second half. The third quarter proved to be a particularly
challenging period, with a broad-based deterioration in demand, investment, business profitability and
exports combining to produce a rare fall in GDP (-0.5% q/q) in Q3 of 2016.
Early indicators of confidence and activity suggest Q4 was not as bad as Q3, but Australia’s growth clearly
remains patchy and vulnerable, as the economy continues its transition from a mining investment boom,
through a housing construction cycle, towards whatever lies ahead. As always, this local trajectory is
overlaid with structural changes arising from a wide range of economic, political, demographic, social,
technological and environmental factors.
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1.1 Expected business conditions in 2017
Ai Group conducted its annual ‘Business Prospects’ survey of Australian CEOs in October 2016. That is,
after the alarming dip in GDP in Q3 (and after the UK’s ‘Brexit’ decision was known), but before the release
of the data confirming the GDP dip and before the results of the US Federal election were known.
Responses were received from the CEOs of 285 businesses, representing all Australian states and
territories and all major non-primary private-sector industries. Together, these businesses employed
around 38,000 people and had an aggregate annual turnover of around $26 billion in 2016. This year’s
respondents and questionnaire are described in the Appendix at the end of this report.
Across all of the industries included in the Business Prospects Survey 2017 (aggregated and weighted by
the real value added output of each industry in 2015-16), Australian CEOs’ expectations for 2017 across
most (but not all) of the key indicators, expectations for 2017 are less optimistic than one year earlier, but
better than expectations for 2013 to 2015 (see chart 1). In net terms, businesses continue to lean towards
optimism rather than pessimism, regarding the outlook for their own business conditions. Expectations
for individual indicators of business performance, inputs and pricing are detailed below (see also charts 3
and 4 and table 1).

Chart 1: Expectations for key business indicators, 2013 to 2017

This mildly optimistic outlook for 2017 reflects Australian business conditions experienced in 2016. For
many Australian businesses, 2016 started off well, but deteriorated through the year, with a decidedly
weak patch in Q3 that was starkly highlighted by a rare drop in real GDP (-0.5% q/q). Long-standing
concerns about slow global growth and political volatility were exacerbated in Q3 and Q4 by the results
of the ‘Brexit’ referendum and the US election.
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On the positive side, factors contributing to this mild state of business optimism in Australia at the end of
2016 include: low interest rates; low inflation; low unemployment; a lower (but rising) trading range for
the Australian dollar (averaging 74 US cents in 2015 and 2016 versus 93 US cents in 2013 and 2014);
stronger commodity prices (see Chart 2); a recovery in the terms of trade and a recovery in net national
incomes, following a period of ‘income recession’.

Chart 2: Australian dollar, commodity prices and terms of trade

Source: RBA and ABS.

Performance indicators
Business conditions are generally expected to pick up in 2017, or at least remain stable compared to 2016.
Across all businesses, 33% of CEOs expect an improvement, 23% expect deteriorating trading conditions
(+11% net balance) and 44% of CEO’s expect no change in conditions. This would be a step up from more
challenging conditions reported in 2016; 24% of CEO’s reported improving conditions in 2016 and 40%
reported deteriorating conditions (-16% net balance). 2016 proved to be another challenging year, with
conditions generally tougher than in 2015 and tougher than had been expected. This recent experience
appears to be affecting CEO’s expectations for 2017; since their more optimistic expectations for 2016 did
not fully materialize, CEO’s are now more cautious about 2017.
Business sales (turnover) is expected to increase in 51% of businesses in 2017, while 15% of CEOs expect
a decline (+36% net balance) and around a third (34%) expect no change. This would build on flat or
improved sales for most businesses in 2016, with 42% of CEO’s reporting an increase in turnover, 28%
reporting a decrease (+14% net balance) and 30% reporting no change in 2016. For many businesses, their
expectations for stronger turnover growth did not eventuate in 2016, so expectations for 2017 may have
been pared back in response.
Although a slim majority of CEOs expect their total turnover to grow in 2017, a majority expect no growth
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in their own export revenue. Just 19% CEO’s expect an increase in export revenue in 2017, 2% expect a
decrease (+17% net balance) and the majority of CEO’s (80%) expect no change. This flat outlook reflects
relatively average trading ranges for the Australian dollar, as of the end of 2016. It also reflects their
reported export experience in 2016, in which 12% of CEO’s reported an increase in export revenue, 7%
reported a decrease (+5% net balance) and the majority (81%) reported no change in export revenues
(including many who had no export revenues). For the small group of CEOs who reported an increase in
export revenue in 2016, the average size of the increase was around 31%.
Gross profit margins are expected to grow in 42% of businesses in 2017, but 24% of CEOs are expecting
deteriorating margins (+19% net balance) and 34% expect no change. If this expected improvement is
realised, it will broaden the spread of profit improvement, since only 28% of CEOs reported an
improvement in their profit margin in 2016. 36% reported reduced margins (-8% net balance) and 36%
reported no change in 2016. This is consistent with Ai Group’s monthly industry performance indexes (the
Australian PMI, Australian PSI and Australian PCI) and with anecdotal evidence collected by Ai Group in
2016, which indicates many businesses have had difficulty passing on price increases in a low-inflation
environment, resulting in compressed margins. CEOs had been optimistic about their margins heading
into 2016 but, in what appears to be a challenging pricing environment, margins generally contracted or
stayed flat instead. CEO’s who reported declining margins in 2016 suffered an average decline of 17%.
Labour productivity is expected to improve in 2017 in 42% of businesses. Just 4% of CEOs expect a
deterioration in 2017 (+38% net balance) and 55% expect no change. If this expectation eventuates, it
would provide a wider experience of labour productivity improvement than was reported for 2016. For
2016, 23% of CEOs reported improved labour productivity within their own business, 15% reported a
decline (+9% net balance) and 63% reporting no change.
Input indicators
Employment (headcount) is expected to increase in 35% of businesses in 2017, with 12% expecting to
reduce their staffing levels (+23% net balance). The majority of CEOs (52%) expect to maintain their staff
levels. This suggests a mild improvement in employment compared to 2016, which saw only weak growth
in employment reported by CEOs, with 25% increasing staff and 23% staff reducing staff and the majority
(52%) maintaining existing staffing levels. This modest increase reported for 2016 was lower than CEO
expectations coming into 2016 and is likely affecting the mild outlook for employment growth in 2017.
On the investment side, CEOs expect to continue to increase their investment in technology in 2017, as
they did in 2016. Spending on R&D, physical capital and staff training are all expected to increase as well,
although not to the same degree (see charts 3 and 4 and table 2). This is a positive sign that businesses
are recognizing the need to invest in digital technologies and in the digital capabilities of their workforce
in order to compete globally. The mild increase in the proportion of CEOs who are expecting to increase
spending on capital items is also important, particularly in the context of ongoing declines in mining
investment and housing construction and the consequent search for more sustainable sources of growth.
Pricing indicators
As highlighted above, businesses are generally contending with tighter margins in 2016 and 2017. This
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reflects increasing input prices and limited scope to pass on these costs. Low background inflation,
intensifying competition, the lower Australian dollar (pushing up the cost of imported inputs) and
spiralling energy prices help to explain this margin squeeze:
•

38% of CEO’s expect an increase in input prices in 2017, while only 5% expect a decrease (+32% net
balance). This would add further pressure to that seen in 2016, where 42% of CEO’s reported that input
prices increased and only 10% reported a decline (+33% net balance).

•

Significantly, energy prices are expected to lift again, with 51% of CEO’s predicting increasing energy
prices and only 4% expecting a decline (+47% net balance). 2016 saw spiraling energy prices, with 39%
of CEO’s reporting an increase in energy costs (9% net balance), and for those that experienced
increases, an average increase of 9% in energy costs.

•

On the customer side, 36% of CEOs expect to be able to raise their selling prices in 2017, but 53% will
keep their pricing stable and 10.6% are planning to cut their pricing.

Table 1: Reported changes in key business indicators in 2016
Direction of change
Indicator
Performance
Turnover
Gross profit margin
Export revenue
Labour productivity
Inputs
Employment
Staff Training expenditure
Capital expenditure
R&D expenditure
Technology expenditure
Prices
Input prices
Energy prices
Selling prices

Size of change

Businesses reporting
an increase, %

Businesses reporting a
decrease, %

Average size of
increase, %

Average size of
decrease, %

42.1
28.3
12.2
23.0

28.1
35.9
7.1
14.5

13.9
13.0
31.1
7.7

20.8
17.2
28.5
8.3

24.5
26.6
26.8
21.2
38.5

23.2
10.8
4.9
6.1
7.2

13.0
9.8
45.8
50.6
42.0

14.2
33.1
82.1
47.1
32.1

42.4
39.2
36.2

9.5
8.5
18.2

6.5
9.1
7.8

32.3
13.6
8.7
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Chart 3: reported business conditions in 2016

Chart 4: expected business conditions in 2017
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1.2 Expected industry conditions in 2017 in
manufacturing, services and construction
This year’s Ai Group CEO Survey of Business Prospects included responses from all major non-farm
private-sector industries. Headline results for the three major industry groups of manufacturing, services
and construction are summarised here. Further detail is presented in chapters 2 to 4 below.
Manufacturers are generally optimistic about 2017, with a welcome turnaround in overall expected
business conditions (net balance of +13 %, compared to -1% expected last year). Manufacturing
accounted for 6% of GDP (value added output) and 7% of employment in 2016.
2016 proved to be a similar year for most manufacturers to 2015. 34% of CEOs reported that conditions
improved in 2016 compared to 2015, while 43% said they had deteriorated (-9% net balance). This
compared to 2015, when 33% reported that 2015 was a better year than 2014 and 39% reported that
2015 was worse (-7% net balance). Manufacturers reported lower growth in turnover for 2016, however
gross profit margins generally increased, along with steady growth in exports and capital expenditure.
Services businesses are also generally optimistic about business conditions in 2017, although not as
optimistic as a year earlier. 32% of CEOs expect conditions to improve in 2017, while 22% expect
conditions to deteriorate (+10% net balance). This is less optimistic than expectations a year earlier, when
41% of CEOs had expected improving conditions and 16% had expected deteriorating conditions in 2016
(+25% net balance).
Services businesses had a challenging year in 2016, with a net balance of 17% reporting a decline in
businesses conditions, compared to a net balance of 7% reporting a decline in 2015. Challenges included
slower turnover growth and contracting margins, amid intense competition in some sectors. This kept
business conditions subdued in 2016. Business conditions had been trending upwards for services
businesses by the end of 2016 and this may continue if CEOs expectations are realized for 2017.
The services industries included in this report are finance; healthcare; professional services; education;
transport; retail trade; wholesale trade; IT and telecommunications; real estate services; administrative
services; hospitality; personal services; and arts and recreation. Together, these industries accounted for
around 53% of GDP (measured as value added output) and 72% of employment in 20161.
Construction businesses are more optimistic for 2017, despite the looming peak in the current building
cycle. 62% of construction CEOs expect improving conditions coming into 2017, while 24% expect a
deterioration in conditions (+15% net balance). This compares to expectations a year earlier as they
headed into 2016, when 26% of CEOs expected improving conditions, while 42% expected a deterioration
(-15% net balance).

1

Public administration is not included in the services industries covered in this report. It accounted for 5.4% of GDP and 6.4%
of employment in 2016. Utilities (2.5% of GDP in 2016) and agricultural businesses (2.1% of GDP in 2016) are not included in
this report.
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Chart 5: Expected change in industry conditions in 2017

Construction accounted for 8% of GDP (value added outputs) and 9% of employment in 2016.
Construction industry CEOs reported mixed business conditions in 2016, with general business conditions
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and capital expenditure deteriorating but turnover, profit margins and employment improving. For 2016,
30% of construction industry CEOs reported better business conditions (versus 35% for 2015) and 39%
reported a worse year in 2015 (also 39% in 2015). Although 2016 presented challenges and somewhat
more difficult conditions than 2016, construction CEO’s are expecting a turnaround in conditions in 2017.

1.3 Expected business challenges in 2017
When asked about the key factor they thought would inhibit their business growth prospects in 2017,
33% of CEOs identified weak customer demand as the most significant constraint on their growth over
the coming year, down from 49% of CEOs who nominated this as their primary concern in 2016 and 46%
in 2015. The second largest issue was competition from imports and internet sales (28% of respondents),
up substantially as an impediment to business growth from 11% in 2016 and 9% in 2015. This reflects the
increase in businesses moving online and developing their web capabilities, with competition increasing
both from local businesses and imports as their networks and exposure to new customers increases.
Other concerns held by CEOs for their business growth prospects in 2017 mainly relate to wage pressures,
regulatory burdens and skills shortages. Wage costs are of primary concern to 12% of CEOs for 2017, up
from 7% for 2016 (see chart 6). With wage growth slowing to its lowest level on record, concerns seem to
relate to the difficulty in passing on any wage rises, rather than the absolute level of wages paid within a
business. This pressure on margins is evident in the difficulty many CEOs have lifting prices and improving
profit margins over the past year.
Government regulatory burdens are a primary concern for 8% of CEOs, down from 16% in 2016 and 10%
in 2015. While the number of businesses for whom this is their first concern has dropped since 2014, it
has remained one of the top five reasons business growth is threatened in Australia.
This list of business challenges overlaps with, but is not identical to, the five ‘most problematic factors for
doing business in Australia’ in 2016-17, identified by CEOs participating in the World Economic Forum’s
Global Executive Opinion Survey (conducted in Australia in the first half of 2016). This found the five areas
that most impeded business competitiveness in Australia in 2016 were (chart 7):
•
•
•
•
•

restrictive labour regulations (that is, regulations that reduce labour flexibility), which have been
identified as the ‘most problematic factor’ for Australian business in every year since 2011-12;
inefficient government bureaucracy;
high tax rates;
complexity of tax regulations; and
insufficient capacity to innovate, which has become a more prominent issue in recent years.

In contrast, access to finance is of concern for fewer Australian businesses in 2016 than it was five years
earlier (scoring 4.0 points now versus 10.7 points in 2011-12), as was inadequate supply of infrastructure
(1.3 points now versus 10.3 points in 2011-12), poor work ethic and inadequate workforce education.
Concerns about the effects on Australian business operations of inflation, currency regulation, crime,
corruption and government instability were negligible in Australia in 2016.
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Chart 6: Expected main impediment to business growth, 2013 - 2017

Chart 7: Australia’s ‘most problematic factors for doing business’,
2016-17 and 2011-12*

* From this list of factors, respondents were asked to select the five most problematic factors for doing business in their country
and to rank them between 1 (most problematic) and 5 (least problematic). The score corresponds to the responses weighted
according to their rankings.
Source: World Economic Forum’s (WEF) Global Competitiveness Report 2016-17.
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1.4 Expected business strategies in 2017
In response to these challenges, CEOs plan to concentrate on introducing new products or services to
their customers. A third of businesses plan to be more expansive in 2017 with new product or service
offerings a primary strategy. This is up from 21% in 2016 and 30% in 2015.
Improving sales of current products or services is the first option for 29% of businesses, down from 33%
in 2016 and 38% in 2015.
Increasing advertising and marketing activity has jumped up to 11% as a primary business strategy for
2017 after remaining steady at around 2% for the previous four years. This is in line with the mood of
expansionary tactics that businesses plan to employ as they move away from contractionary measures
such as reducing the size of workforces and other cost cutting measures that have been a focus of previous
years.
After being introduced as a separate option in the survey last year, ‘increasing online presence and
capability’ has doubled as an expected primary strategy, from 4% of businesses in 2016 to 9% of
businesses in 2017.
Downsizing and reducing operational costs as the principal growth strategy fell to 7% of businesses. It had
been steadily growing from 13% in 2013 up to 18% in 2016.
There has been a marked difference in how businesses are shaping their plans for 2017; while improving
current lines still features, the shift towards new products and services and how to promote and sell their
goods has moved business strategy into expansive strategy. Online platforms are giving businesses access
to new markets and fresh methods to reach them.

Chart 8: Expected priority areas for business strategy*

* What is the most important growth strategy that you plan to implement in your business in the year ahead?
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2 Manufacturing prospects in 2017
Australian manufacturing businesses produce food, beverages, tobacco, transport equipment, other
equipment, machinery, metal products, petroleum-based products, rubbers, chemicals, pharmaceuticals,
non-metallic mineral products (mainly building materials), wood and paper products, textiles, clothing,
furniture, household goods, printed materials and recorded media.

2.1 Manufacturing conditions in 2016
Australian manufacturing staged a small but extremely welcome comeback in the first half of 2016, after
suffering a sustained period of shrinkage since Australia’s most recent peaks in manufacturing output and
employment in 2008. This recovery has been evident across a number of key industry-wide metrics:
•

Ai Group’s Australian PMI indicated stable or expanding activity in every month from July 2015 to July
2016, and then again following a brief slump in August and September 2016. This has been the longest
positive run of PMI results since 2008;

•

Manufacturing value-added output (the ABS’ preferred measure of real output volumes) improved by
0.5% in the June quarter of 2016, after declining in each of the previous seven quarters. However, it
remains 14.5% lower than the previous peak in output in June 2008;

•

Manufacturing employment recovered by 22,200 people between January and August 2016, after losing
190,000 jobs between 2008 and 2015 (18% of its 2008 workforce);

•

Aggregate corporate profits for manufacturers recovered in the June quarter 2016, to be up 10.9% from
a year earlier and reaching their highest nominal level since 2011;

•

Manufacturing capital investment spending (CAPEX) spiked unusually high (+16% q/q) in the June
quarter 2016, to be up 6.5% from a year earlier (although at $2.1bn, it remains well short of the $3.5bn
that was typically being spent per quarter by manufacturers from 2005 to 2011, and it subsequently fell
again in Q3 of 2016).
This partial recovery in early 2016 was all the more remarkable because it was happening as Australia bids
farewell to the automotive assembly sector, which has arguably been the lynchpin of Australia’s advanced
manufacturing activities for at least 70 years. This exit process is not yet complete, with automotive
assembly set to continue into 2017, employing up to 40,000 people directly nationwide.
So why did this recovery happen? What was driving it in early 2016? The key contributing factors include:
•

The lower Australian dollar made it easier to export and to compete with imports across a range of
products. This decline in the dollar (especially when compared to the prolonged period of trading above
parity against the US dollar from 2011-13) was probably the single most significant swing-factor, so its
resurgence in the latter half of 2016 helps to explain why the recovery petered out in Q3 (see chart 1).
Recent research by Ai Group suggests that AUD values of 75 cents or below providing the ‘sweet-spot’
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at which exports of most manufactured goods can reasonably compete;2
•

Increased interest and awareness of export markets among Australian manufacturers as a result of key
trade agreements being finalised, including with China. While these agreements may not yet be
facilitating easier and cheaper trade per se, they appear to be stimulating interest in exporting and
willingness to attempt to crack new markets;

•

Increased demand for Australian manufactured goods from key Asian markets and especially China, due
to rising demand from middle-class Asian consumers for products of higher quality, efficacy, reliability
and trustworthiness than may be available locally;

•

Increased demand for manufactured building materials and other products that feed into local
residential construction, due to the strong upswing in the home building cycle that is happening across
Australia, but especially in Sydney and Melbourne. Residential construction typically carries a ‘long tail’
of demand for related goods and services, so this extra building activity is a boon to a number of
manufacturing and other sectors; and

•

A partial recovery in global commodity prices and especially black coal prices, with the IMF’s global
commodity price index up around 26% from the recent trough of January 2016, as of September. This
lift in coal prices and profitability is enabling Australia’s coal miners to resume their maintenance
programs and to upgrade plant and equipment, some of which had been delayed over the past year.
This is, of course, mainly benefiting manufacturers who supply or maintain plant and equipment for the
miners, or who are involved in resources processing or transport. It is also bolstering local economies.

Table 2: Manufacturing industries: output and employment, 2016
Industry
(ANZSIC codes)
Food, beverage & tobacco

$mn p.a.

Value added output, 2015-2016
(seasonally adjusted data)
% share of
Annual %
manufac.
change

‘000 people

Employment, Aug 2016
(original, unadjusted data)
% share of
Annual %
manufac.
change

25,327

25.5

-0.7

231.2

27.5

8.6

Textile, clothing & other

6,482

6.5

-7.0

115.4

13.8

-19.2

Wood & paper

6,482

6.5

-3.8

57.9

6.8

3.7

Printing & recorded media

3,264

3.3

4.0

37.5

3.9

34.0

Petroleum & chemicals

18,081

18.2

-0.0

78.3

10.0

-13.9

Non-metallic minerals

6,157

6.2

-7.3

32.4

4.0

-0.9

Metal products

15,691

15.8

-4.3

133.4

12.8

6.9

Machinery &equipment

18,988

19.1

-4.9

180.9

21.3

0.2

-2.8

866.9

7.3% of all
employed

-0.1

3.1

11,869.1

Manufacturing
Whole economy (GDP)

99,272

6.0% of GDP

1,660,108

1.6

* All industries do not sum to GDP due to individual seasonal adjustment of industries and additional items that are included
in GDP such as 'ownership of dwellings', 'taxes less subsidies' and 'statistical discrepancy'.
Sources: ABS Australian National Accounts Sep 2016; ABS Labour Force Australia, Detailed Quarterly, Aug 2016.

2

Ai Group August 2016, National CEO Survey 2016: Business Responses to the Australian Dollar.
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Ai Group’s Australian PMI® confirms that conditions were expansionary from late 2015 into early 2016,
with the lower Australian dollar playing an important part in assisting the recovery in manufacturing. Subsectors such as food, beverages and tobacco, petroleum and chemical products and non-metallic mineral
products were growing well during this period. However, other sub-sectors such as machinery and
equipment and textiles and clothing continued to struggle. This highlights some changing dynamics within
manufacturing, with manufacturers of consumable products benefitting from the lower dollar and from
growing demand from Asia (partly facilitated by Free Trade Agreements recently put in place). Sub-sectors
exposed to residential construction activity benefitted from stronger activity locally. Yet more traditional
‘heavy’ manufacturers (machinery, equipment and metals manufacturers) faced tougher conditions in
2016, especially those in or exposed to the automotive industry.

Chart 9: Australian PMI® and manufacturing output growth

Source: Ai Group, ABS

Manufacturing respondents to this year’s CEO Survey indicated that over the whole of 2016, conditions
were roughly similar to those in 2015, with a net balance of 9% of manufacturers stating conditions were
worse in 2016 (34% reported improving conditions while 43% reported deteriorating conditions),
compared to a net balance of 7% reporting worse conditions in 2015 (33% reported improving conditions,
39% reported worse conditions).
Compared to their expectations leading into 2016 however, conditions in 2016 generally failed to meet
expectations (see chart 10). A net balance of 1% of manufacturers had expected worsening conditions in
2016, but a net balance of 9% of manufacturers reported an actual worsening conditions in 2016. This
suggests either that manufacturers were overly optimistic heading into 2016 and/or some of the
improvements they tackled did not play out as expected. Manufacturers did not experience the growth
in sales turnover they had expected for 2016 (an actual net balance of +12% compared to an expected
net balance of +28%). Likewise, actual improvements in gross profit margins were less impressive than
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had been earlier expected for 2016 (an actual net balance of +9% compared to an expected +17%). Despite
expectations of growth in employment, this actually contracted in 2016 (a net balance of -10%%
compared to an expected +6%) Also notable were lower than expected increases in export revenue and
spending on physical capital and digital technology.

Chart 10: Manufacturing expected vs reported conditions, 2016

Despite some signs of recovery in the first half of 2016 (noted above), CEOs highlighted a number of
headwinds for manufacturers in 2016 that may have caused their actual outcomes to undershoot their
expectations. In particular, 32% of manufacturing CEOs said their turnover decreased during 2016, while
44% reported increasing turnover in 2016 (+12% net balance). This is down from 2015, in which 53%
reported increasing turnover and 30% reported a decrease (+23% net balance). More positively however,
there was a general improvement in gross profit margins in 2016, with 43% of CEOs reporting an
improvement in 2016 and 34% reporting a decline (+9% net balance).
Another positive note in 2016 was export revenue, with 24% of manufacturing CEOs reporting an increase
in export revenue in 2016 (+12% net balance). 53% of the manufacturers surveyed said they had some
form of export income during 2016 and of those that did, around 14% of total income was from export
revenue. In 2016, 24% of manufacturers reported increasing export revenue and 13% reporting declining
export revenue (+12% net balance), with 64% reporting no change. For those manufacturers that
increased their export revenue during the year, the average increase was a significant 24%, suggesting
that the manufacturers exploring export revenue opportunities are unlocking significant new sales
opportunities.
This was however, below expectations for manufacturers’ export revenues in 2016, since a net balance of
32% of manufacturers had expected growth in 2016, but only 12% reporting actual growth in the year.
This suggests that unlocking the benefits from export markets may be more difficult in practice than
anticipated.
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Cost pressures on manufacturers appeared to be increasing in 2016, particularly for energy costs, with
47% of CEOs reporting an increase in energy prices in 2016 (+34% net balance) and 47% reporting an
increase in input prices in 2016 (+40% net balance). Among the manufacturers that reported an increase
in input prices, the average size of the increase was 8%. Among those reporting an increase in energy
prices, the average size of the price increase was 14% (see table 3). Some CEOs even reported a doubling
or tripling of energy costs over the year, highlighting that energy prices are again emerging as a threat to
Australian manufacturers competitiveness.
Widespread reports of climbing input prices in 2016 may have been due, in part, to the lower Australian
dollar, which made imported inputs more costly. Around 84% of manufacturing CEOs cited exposure to
imported inputs, with around 32% of manufacturing inputs imported from overseas in 2016.
A third of manufacturing CEOs reported an increase in their selling prices in 2016. The average price
increase for this group was around 4%, or around half of the increase in input prices (for those that had
increasing input prices). This highlights that margin pressures are an ongoing issue for manufacturers.
On the investment side, spending on training, technology, R&D and physical capital increased in 2016 for
far more manufacturing businesses than it decreased. Of the 25 to 30% of manufacturing businesses that
increased the various types of investment expenditure, the average size of the increase was around 24 to
26%. This was countered by a smaller group of manufacturers who made deep cuts to their investment
spending in 2016 (see chart 11 and table 3).

Chart 11: Change in reported manufacturing conditions, 2016
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Table 3: Manufacturing business indicators
Direction of change
Indicator
Turnover
Gross profit margin
Employment
Staff Training
Capital expenditure
R&D expenditure
Spending on technology
Export revenue
Input prices
Energy prices
Selling prices
Labour productivity

Size of change

Businesses reporting
an increase, %

Businesses reporting a
decrease, %

Average size of
increase, %

Average size of
decrease, %

43.6
43.0
19.7
27.5
26.3
30.8
31.8
24.3
46.7
46.8
32.9
38.0

31.9
34.2
29.3
14.4
9.6
5.8
3.2
12.5
6.6
13.0
15.8
10.1

14.4
21.2
10.9
17.5
29.7
27.9
24.5
24.9
7.6
13.6
4.4
7.4

18.7
17.3
14.3
33.8
41.4
26.1
36.0
24.0
5.4
8.1
8.5
11.1

Chart 12: Net balance of reported manufacturing conditions

2.2 Manufacturing expectations for 2017
Manufacturing CEOs are more optimistic regarding business conditions for 2017 than they were at the
same time a year earlier for 2016, when they were more divided regarding expectations for 2016 business
conditions. This year, 36% of CEOs expect general business conditions to improve, while 24% expect a
deterioration (+13% net balance). This represents an important lift in confidence for manufacturers, with
previous expectations being quite pessimistic (net negative) for a number of years previously.
Regarding their own specific conditions, manufacturing CEOs expect broad-based improvement in 2017.
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Significantly, 56% of CEO’s expect an increase in their own sales turnover and 49% expect an improvement
in their own gross profit margin in 2017, while 18% expect a decline in sales (+38% net balance) and 21%
expect a decline in profitability (+28% net balance).
Manufacturers expect input price pressures to persist into 2017, with a significant 57% expecting a further
increase in energy prices and only 6% expecting a decrease (+51% net balance). Input prices are expected
to keep climbing too, with 44% of CEO’s expecting an increase in 2017 and only 4% expecting a decrease
in input pricing (+40% net balance).

Chart 13: expected change in manufacturing conditions, 2017

Export revenue should continue to play a key role in manufacturers growth. An encouraging 33% of CEO’s
expect an increase in export income in 2017, while 11% expect a decrease (+22% net balance). Key to this
ongoing export growth for a large chunk of manufacturing will be the future trajectory of the dollar.
Although the lower Australian dollar and export revenue (or import replacement) opportunities have
provided much needed growth, manufacturers seem to have revised down the exchange rates where they
expect to remain competitive in 2017, compared to previous years.
For export markets, nearly all manufacturers expect to be competitive below US 70 cents, where 89%
expect to be competitive at or below US 80 cents. However, above this point, most manufacturers expect
to be uncompetitive in export revenue, with only 38% expecting to be competitive in the US 81-90 cent
range and only 10% in the over US 91 cent range. Previous CEO Surveys haven seen significantly more
manufacturers expecting to remain competitive above the US 80 cent level.
Manufacturers competing with imports generally require a lower exchange rate, with the majority of
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these manufacturers competitive up to US 80 cents (70%), but significantly less remain competitive past
this point. The proportion of manufacturers competitive past this point in 2017 is also significantly lower
than in previous years.

Table 4: Manufacturers competitive exchange rates, 2014-2017
Level
AUD/USD
0.50-0.60
0.61-0.70
0.71-0.80
0.81-0.90
0.91-1.00+

Competitive in export markets
2014
2015
2016
2017
100
100
100
100
97
98
96
97
95
94
83
89
76
63
44
38
37
29
11
10

2014
100
94
93
76
43

Competitive against imports
2015
2016
100
100
98
91
94
76
66
35
24
16

2017
100
91
70
29
7

2.3 Challenges for manufacturing in 2017
A lack of customer demand remains the primary concern for business growth in 2017 as it has for the past
few years with 33% of businesses considering it their main inhibitor, it has fallen however from a high of
49% of respondents in 2016 and 46% in 2015 (see chart 14).

Chart 14: expected impediments to growth in manufacturing, 2017

Competition from imports and internet sellers has increased quite substantially as a concern with 28% of
manufacturers considering it their foremost impediment to growth. This increase up from 11% in 2016
and 9% in 2015 reflects the development of online trade and the increasing ease with which businesses
are able to source inputs from overseas.
Wage pressures increased as the number one expected inhibitor up to 12% of manufacturing
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respondents, rising from 7% in 2016 and 6% in 2015. While it had fallen from the levels seen in 2013,
pressure on pay has become the third biggest inhibitor to growing manufacturing businesses in 2017. The
level of wages paid to Australian employees is still a large hindrance in the manufacturing sector,
particularly as the ability to operate globally increases and Australian wages remain uncompetitive against
those in more cost effective manufacturing locations.
Skills shortages are considered the number one issue for 7% of manufacturers in 2017, up from 5% in
2016 and similar to 8% in 2015.Government regulatory burden has fallen substantially as an issue since
last year, as other impediments have taken precedence.

2.4 Strategies for manufacturing in 2017
Manufacturing businesses expect their growth to come primarily from improving sales of current products
and services with 42% of businesses listing it as their primary strategy, up from 34% in 2016 and 30% in
2015. Manufacturers are placing a large focus on leveraging their current offerings as they continue to
focus on the goods and services they already produce, a tactic that has been favoured for the past several
years and is continuing to grow as a strategy for the sector.
Introducing new products and services is the second most favoured plan with 25% of businesses ranking
it as their first priority, down from 39% in 2016 and 34% in 2015. Together these two strategies account
for two thirds of the primary focus of manufacturing businesses across 2017.
Developing new domestic markets is the first priority for 10% of businesses that responded to the survey
up from 6% in 2016 and 8% in 2015 while downsizing and reducing operational costs has fallen as a plan
with only 9% of businesses ranking it their first priority in 2017, down from its peak of 17% in 2014, a
trend seen across all sectors for 2017.

Chart 15: business strategies in manufacturing
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3 Services businesses’ prospects in 2017
Services industries that mainly distribute and sell goods to businesses and consumers include transport,
storage, wholesale trade and retail trade.
Services industries that mainly provide services to consumers include hospitality (cafes, restaurants, hotels
and accommodation), education, healthcare, arts, recreation and personal services (such as hairdressing,
mechanics and cleaning).
Services industries that provide services to both consumers and other businesses include IT, media,
telecommunications, finance, professions (e.g. legal, accounting and engineering services), administrative
services, rental and real estate services. 3

3.1 Services businesses’ conditions in 2016
This year’s CEO survey respondents indicated that general business conditions deteriorated in 2016 for
many services businesses, with 23% of CEO’s reporting better conditions but 39% reporting declining
conditions in 2016, compared to 2015 (-17% net balance). This came after a better year in 2015 for 35%
of services business CEOs, but a worse year in 2015 for 42% of services CEOs.

Table 5: Services industries: output and employment, 2016
Industry
(ANZSIC codes)

Value added output, 2015-2016
(seasonally adjusted data)
share of
Annual
$mn p.a.
services, %
change, %

Employment, Aug 2016
(trend data)
People
share of
Annual
employed, ‘000
services, %
change, %

Wholesale Trade

64,648

6.4

2.3

381.5

4.0

-1.7

Retail Trade

72,042

7.1

2.5

1,230.0

13.0

-1.8

Food & Accom. services

39,135

3.9

1.3

858.9

9.1

4.8

Transport, Post & Warehousing

78,369

7.7

-0.7

618.9

6.5

1.0

IT, Media & Telecomms

46,897

4.6

4.7

194.8

2.1

-6.8

145,776

14.4

4.9

431.6

4.6

2.4

49,900

4.9

9.3

216.6

2.3

1.4

103,268

10.2

0.6

1,024.4

10.8

2.1

44,829

4.4

-2.0

427.0

4.5

4.1

Finance & Insurance
Rental & Real Estate services
Professional services
Administrative services
Education

78,416

7.8

2.5

935.2

9.9

0.8

112,315

11.1

3.6

1,538.1

16.2

1.9

Arts & Recreation

13,620

1.3

3.9

235.5

2.5

3.8

Personal & Other Services

29,760

2.9

0.8

481.9

5.1

1.1

Services

1,011,235

60.9% of GDP

2.6

9,471.9

GDP*

1,660,108

3.1

11,973.4

Health

1.3

Sources: ABS Australian National Accounts Sep 2016; ABS Labour Force Australia, Detailed Quarterly, Aug 2016.

3

Public administration (government services) is another large services industry but it is excluded from the scope of this report.
Public administration accounted for around 5.4% of each of GDP and employment in 2016.
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It appears that although the lower Australian dollar benefitted some services businesses in the first half
of 2016, this was not evident to the same extent as for manufacturers, since it often resulted in higher
input prices for imported inputs and products. In addition, intensifying competition (including from
foreign firms) and disrupted business models due to the rise in digital technology has restricted the ability
of many services firms to increase prices in line with rising costs due to a lower dollar or other factors.
Ai Group’s Australian PSI® confirmed that services businesses experienced a challenging year in 2016,
with margin pressures and competition intensifying (see chart 16). Retailers in particular experienced
highly variable growth and in some cases brought forward discounting to achieve growth. Conditions in
hospitality and transport and storage services were particularly tough, with the effects of economic
uncertainty and generally lower trading volumes taking effect. In contrast, finance and insurance
experienced relatively strong growth, as did real estate, education and health services. In the case of
education and real estate services, strong local demand was further bolstered by rising demand from
international students and investors (see table 5).

Chart 16: Australian PSI® and household consumption

Sources: Ai Group and ABS Australian National Accounts Sep 2016.

In this year’s CEO Business Prospects survey, a number of key performance measures deteriorated in 2016
for the services industries, after showing some improvement in 2015. In particular, business conditions
worsened on average, with less momentum in sales (turnover) growth and contracting margins. For 2016,
26% of CEO’s said that turnover had decreased during the year while 41% reported increasing turnover in
2016 (+15% net balance). This indicated sales growth was achieved by fewer sales businesses than in
2015, when 60% reported increasing turnover and 24% reported a decrease (+36% net balance).
Similarly, gross profit margins contracted for a greater proportion of services businesses in 2016 than in
2015 (see chart 17). 35% of services CEOs said their margins decreased in 2016 and 24% reported an
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increase (-11% net balance). Of those services businesses that reported contracting gross profit margins,
the average decrease in margins was a significant at 18% (see table 6).
As with manufacturers, cost pressures appear to have increased for more services businesses in 2016,
with 39% of CEO’s reporting an increase in energy prices (+31% net balance) and 45% reporting an
increase in input prices (+36% net balance). For businesses with increasing energy and input prices, they
experienced an average increase of 6% and 7% respectively.
Adding to this compression of margins, relatively fewer services businesses were able to raise their selling
prices in 2016 than in 2015, with 38% of CEOs stating that their selling prices increased in 2016 and 18%
reporting a decrease (21% net balance). Services businesses appear to be struggling to pass on input price
increases and, in the face of intensifying competition in some sectors, are having to absorb more of these
cost increases in their margins.
Employment numbers did not change for the majority (52%) of services businesses in 2016. Slightly more
services businesses (24.3%) increased their employment numbers than decreased them (23.3%) in 2016.
Looking at various types of business investment in 2016, spending on technology, R&D and physical capital
increased for large proportions of services businesses (see Table 6), although the majority did not change
the amount they spent in 2016 compared to 2015. In 2016, 27% of CEOs increased their investment in
physical capital (versus only 3% reducing capital expenditure), with an average 50% increase for those
lifting capital expenditure in 2016. For R&D, 21% of businesses increased their investment in 2016 (versus
6% reducing R&D investment), with an average increase in R&D spending of 60%. For technology
spending, 38% of businesses increased their spending on technologies in 2016 (versus 7% decreasing
spending on technology), with an average increase of 49%. Spending on staff training was lifted by 24%
of services businesses in 2016.

Chart 17: Services businesses’ key performance indicators, 2012-2016
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Chart 18: Change in services conditions, 2016

Table 6: Services businesses’ performance indicators, 2016
Direction of change
Indicator
Turnover
Gross profit margin
Employment
Staff Training
Capital expenditure
R&D expenditure
Spending on technology
Export revenue
Input prices
Energy prices
Selling prices
Labour productivity

Businesses reporting
an increase, %

Businesses reporting a
decrease, %

41.1
23.9
24.7
24.3
27.4
20.8
37.7
12.3
44.8
39.1
38.2
22.4

26.0
35.2
23.3
9.5
2.7
5.6
7.2
7.0
9.0
7.8
17.6
14.9

Size of change
Average size of
increase, %

Average size of
decrease, %

14.0
9.8
13.2
8.8
50.1
59.8
48.6
34.0
6.1
7.0
8.1
8.1

22.3
17.8
13.6
34.2
95.0
46.3
26.2
31.7
39.4
15.2
8.8
7.4

Compared to their expectations leading into 2016, service businesses generally experienced worse than
expected conditions in 2016, with their hopes for growth broadly unrealized (see chart 19). Businesses
generally reported deteriorating conditions (disappointing their earlier expectations of improvement in
2016) and did not experience the strong growth in sales that had been expected. Optimistic expectations
for improving gross profit margins were met with contracting margins for many. Growth in export revenue
and spending on physical capital and digital technology also came in below expectations in 2016.
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Chart 19: services expected vs reported conditions, 2016

2.2 Services businesses’ expectations for 2017
Services businesses’ CEOs are less optimistic about business conditions for 2017 than they were a year
earlier. Many appear to have moderated their expectations, in response to the lacklustre conditions seen
in 2016. Heading into 2017, 32% of CEO’s expect general business conditions to improve, while 22% expect
a deterioration (+10% net balance). This is less optimistic than a year earlier, when 40% of services
industry CEOs expecting improving conditions and 16% expected declining conditions (+25% net balance).
More encouragingly, 49% of services businesses’ CEOs expect an increase in their own sales turnover in
2017, while only 16% expect a decline (+33% net balance). The remainder expect their sales levels to stay
stable in 2017. 39% expect an improvement in their own gross profit margin but 26% expect their profit
margin to shrink (+13% net balance).
CEOs expect input price pressures to persist into 2017, although more of them expect to be able to pass
through these higher costs to their selling prices and/or to make up for it with higher levels of productivity.
48% of services businesses’ CEOs expect an increase in energy prices in 2017, while 3% expect a decrease
(+45% net balance). 37% of CEO’s expecting an increase in other input prices in 2017, with and only 6%
expecting a decrease (+31% net balance). In response, 35% of CEOs expect to increase their own selling
prices to their customers, while 12% expect to decrease their selling prices (+23% net balance).
With regard to employment in 2017, around 35% of services businesses expect to increase their
employment (headcount) in 2017, while 12% of businesses planning to cut their labour. 42% of services
businesses’ CEOs expect to be able to implement improvements in labor productivity in 2017, with only
3% expecting a decline in their businesses’ labour productivity (+39% net balance).
Much of this labour productivity improvement will be in the form of staff training, with 38% of CEOs
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expecting to increasing spending on staff training and 6% expected to cut it (+22% net balance). Some of
the productivity growth will also come from upgrades to IT systems and other technologies, with 47% of
the businesses surveyed expect to increase spending on technology in 2017 and only 4% expecting to cut
spending (+43% net balance). 49% of firms will maintain their current spending on technology.

Chart 20: expected change in services business conditions, 2017

3.3 Challenges for services businesses in 2017
Services sector businesses consider competition from imports and internet sellers to be the biggest
detriment to their trade over the next year with 32% of respondents listing it as their largest concern. This
is a substantial increase from just over 10% in 2016 and just under 10% in 2015. More than other sectors,
services businesses are affected by increased web use, disruption and online connectedness. The ability
of customers to source imports more easily, compare prices and conduct business online has left CEOs
very aware of how exposed to competition their businesses expect to be over 2017. Services businesses
are finding the use of online trade to have a larger effect on their field than other sectors, due to the ease
of moving some aspects of business online and the increasing use and capability of ICT within
complementary and competing businesses.
While a lack of customer demand is expected to be the largest impediment to growth for 29% of
respondents, this is considerably less than just over half (46%) of respondents in 2016 and 42% in 2015.
Wages pressures have risen as the main business inhibitor for 13% of businesses for 2017, up from 8% in
2016 and 6% in 2015, but below the level reported in 2014.
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Chart 21: impediments to growth for services businesses

3.4 Strategies for services businesses in 2017
In response to the challenges services businesses are facing, more firms plan to innovate by introducing
new products and services to grow their business in 2017 than they have in recent past years. 36% of
firms stated that this was their highest priority in order to grow their business in 2017, up from 20% of
respondents in 2016 and 30% in the previous three years.
The second most popular strategy was to improve sales of current products and services, with 24% of
businesses listing it as their first priority (down from 33% in 2016 and 40% in 2015).
There has been a marked change in the direction of the strategies services businesses are undertaking for
2017; after years of cost cutting and working with existing products and services, there is now a more
concerted move to expand their business offering and/or to take their business online. Increasing online
presence and capability (introduced to this survey as a separate answer option in 2016), has doubled in
popularity as a primary strategy for services businesses, from 5% in 2016 to 10% in 2017.
In line with this increased interest in online strategies in 2017, more services businesses also plan to
increase their advertising and marketing in 2017, taking advantage of new and more cost-effective ways
to reach their customers.
Reducing operational costs, developing new domestic markets and developing new overseas markets
have fallen as a first priority for business strategy in 2017, compared to recent past years.
This increasing interest in online capabilities, advertising and marketing in 2017 will help to fill a gap in
online business activity that has been apparent for some time (see chart 23). While there has been a high
level of access to the internet for a number of years (well over 90% of all Australian businesses have web

THE AUSTRALIAN INDUSTRY GROUP National CEO Survey: Business prospects 2017

31

access), functional business use has lagged behind; less than half of businesses have their own websites
and only around one third use the web to sell to their customers. More businesses (over half in 2014-15)
are using the web to buy business inputs. This gap will close as more businesses develop their online
strategies and online sales capabilities to gain access to new customers and/or to take advantage of low
cost advertising and access to new source inputs or new suppliers.

Chart 22: business strategies in the services industries

Chart 23: business access to the Internet and types of Internet use

Source: ABS 8166.0, Summary of IT Use and Innovation in Australian Business, 2014-15
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4 Construction industry prospects in 2017
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 multiunit residences (flats, units and apartments).

4.1 Construction industry conditions in 2016
Construction industry output accounted 8.0% of total GDP in 2015-16. Real construction output volumes
(in inflation adjusted terms) rose by 2.0% over the year to June 2016, but growth already appeared to be
tapering off by the middle of 2016, with a contraction of 1.0% q/q in the June quarter. This drop was
largely due to the end of the mining investment boom, which has posed challenges to construction
businesses focused on large-scale engineering construction in recent years. Some large transport and
other infrastructure projects in the eastern states have helped to fill the pipeline of engineering work.
Others have switched to residential construction and especially high-density and high-rise apartment
construction. By the middle of 2016, activity in high-density residential construction looked to be slowing
(that is, the cycle may have peaked), although the actual level of activity remains relatively high. Other
types of residential construction had been driving growth in 2015 and 2016, but are now turning down.
Employment growth has been strong for the construction industry in 2016, up by 3.6% p.a. in August
2016. Construction employs well over one million people, accounting for around 9.0% of the workforce.
Indeed, only health services and retail trade employ more people nation-wide, but both have high rates
of part-time workers (50% in retail and 46% in health, versus 15% in construction), so the construction
industry employs more full-time workers (around 900,000) than any other industry.

Chart 23: Construction industry businesses indicators, 2012-2016
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2016 looks to have been a tougher year than 2015 for the construction industry, with fewer construction
businesses reporting improving conditions (see chart 23). 30% of construction industry CEOs reported
better conditions in 2016 (compared to 2015) and 39% reported declining conditions (-9% net balance).
This compares to 35% of CEO’s who had reported improving condition in 2015 (compared to 2014) and
39% who had reported deteriorating conditions in 2015 (-4% net balance).
Despite this, a number of performance measures improved for construction businesses in 2016. For
example, 49% of construction CEOs reported their own sales turnover increased in 2016 and 37% reported
a decrease (+11% net balance). This was a small improvement from a year earlier, when 41% of
construction CEOs reported increasing turnover in 2015 and 33% reported a decrease (+7% net balance).
Similarly, 44% of construction CEOs said their profit margins improved in 2016 and 41% reported a decline
(+3% net balance). For those with an improved profit margin in 2016, their margin improved by an average
of 27%. For those with a shrinking margin, their margin shrank by an average of 13% (see Table 7).
This polarization in performance (with far fewer businesses reporting ‘no change’ to sales or margins than
in other industries) highlights the disparate outcomes across the construction industry, with those
concentrated in the engineering construction space dealing with the downturn in mining investment and
those in the residential construction and (to a lesser degree) infrastructure space faring relatively better.
One notably positive trend in 2016 was the increase in spending on technology by construction businesses
(see table 7). A significant 50% of construction CEOs reported increased spending on technology in 2016,
while 9% reported decreasing expenditure (+41% net balance). Of those firms that increased spending on
technology, the average increase in their spending was 16%.

Chart 24: Change in construction industry conditions, 2016
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Table 7: Construction industry business indicators, 2016
Direction of change
Indicator
Turnover
Gross profit margin
Employment
Staff Training
Capex.
R&D expenditure
Spending on technology
Export revenue
Input prices
Energy prices
Selling prices
Labour productivity

Businesses reporting
an increase, %

Businesses reporting a
decrease, %

48.6
44.1
27.8
38.9
23.5
15.2
50.0
3.3
24.2
36.4
26.5
15.2

37.1
41.2
16.7
16.7
14.7
9.1
8.8
3.3
15.2
9.1
23.5
15.2

Size of change
Average size of
increase, %

13.2
27.6
13.3
10.3
11.1
12.0
15.7
20.0
7.6
19.0
8.6
5.7

Average size of
decrease, %

13.0
13.4
18.1
25.8
35.0
70.0
38.3
10.0
9.4
6.7
8.1
11.8

Ai Group’s Australian PCI® shows construction businesses have experienced very mixed conditions over
the past 2 years, with construction businesses struggling to gain traction (see chart 25). Apartment and
house construction have supported growth in 2015-16. Engineering construction looked to have
recovered a little in 2016, with some government funded infrastructure projects sustaining growth also.

Chart 25: Australian PCI® and ABS construction output volumes

Source: Ai Group and ABS National Accounts.

Compared to their expectations leading into 2016, construction CEOs reported conditions were not as
bad as expected (see chart 26); a net balance of 9% reported worse conditions in 2016, but a net balance
of 15% had initially expected worse conditions. A number of other key measures turned out to be better
than expected in 2016, including sales, profit margins, employment and spending on technology.
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Chart 26: Construction industry, expected vs actual conditions, 2016

THE AUSTRALIAN INDUSTRY GROUP National CEO Survey: Business prospects 2017

36

4.2 Construction businesses’ expectations for
2017
Construction CEOs are more optimistic about business conditions in 2017 than they were a year earlier.
For 2017, 39% of construction CEOs expect general trading conditions to improve, while 24% expect a
deterioration (+15% net balance, see chart 27).
This is an improvement from a year earlier, when 27% of CEOs had expected general conditions to improve
in 2016 and 42% had expected declining conditions (-15% net balance).
Even more positively, a large majority (62%) of construction CEOs expect an increase in their own sales
(turnover) in 2017, while only 9% expect a decline (+53% net balance). Similarly, 62% of construction CEOs
expect an improvement in their gross profit margins and 9% expect a decrease.
Construction businesses expect to continue to invest in new technologies in 2017, as well as in physical
capital, staff training and employment.
If these expectations are realized, business conditions will become positive for the first time in several
years. Key to this will be continuing improvements in efficiency, as the pipeline of future work shrinks.

Chart 27: expected change in construction conditions, 2017
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4.3 Challenges for construction businesses in
2017
Just over half (53%) of construction businesses identified the largest risk to growth in 2017 as a lack of
customer demand. As in the previous four years, this was the most commonly identified impediment, but
it has come down slightly after peaking in 2016 at 64% of construction firms (see chart 28). Concerns
about future customer demand are far more common in construction businesses than in other sectors.
Expected skills shortages were identified as the second most likely impediment to growth in 2017, with
just over 12% of firms identifying this as their primary concern (a long way behind customer demand).
Concerns about skill shortages in 2017 has increased from 4% of construction businesses in 2016 to about
the same level as in 2015 (13% of construction CEOs in 2015).
Wages pressures, competition from imports/internet sellers and concerns about government regulatory
burden were each listed as the number one risk to growth by just over 9% of construction CEOs. Wage
pressures effectively doubled as an area of concern for construction businesses in 2017, up from 4% of
construction CEOs in 2016 and 5% in 2015. Competition from imports and internet sellers climbed from
5% of construction CEOs in 2015 and 9% in 2016, but was still lower that its peak of 22% in 2013, at a time
when the Australian dollar was regularly trading over parity against the US dollar and imports were rising.
Concerns about regulatory burden have drifted up over the past three years, to 9% in 2017 from just over
8% in 2015.

Chart 28: impediments to growth in the construction industry
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4.4 Strategies for construction businesses in
2017
In order to grow their businesses in 2017, construction firms overwhelmingly plan to focus on improving
their current products and services. Just under half (49%) identify this as their first priority for 2017, up
from 34% in 2016 and 32% in 2015 and 2014. Introducing new products and services and developing new
domestic markets were both ranked as a first priority by 17% of construction CEOs.
As in other industries, downsizing and reducing operational costs have fallen out of favour in 2017, with
just 7% of construction CEOs identifying each of these as their first priority strategy for 2017, down from
14% in each of 2016 and 2015.
Marketing, online tools and developing new overseas markets are not commonly identified as strategic
priorities by construction CEOs. They each feature as a primary strategy for less than 3% of CEOs.

Chart 29: business strategies in the construction sector
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Appendix: CEO Business Prospects survey
2017 participants and questionnaire
Responses were received from the CEOs of 285 private-sector businesses across Australia in October and
November 2016. Together, these businesses employed around 38,000 people (130 people each on
average) and had an aggregate annual turnover of around $26 billion in 2016.
All Australian states and territories, and all major non-farm private-sector industries are represented in
this year’s CEO survey. The manufacturing sector contributed the highest proportion of respondents
(58.3%). Manufacturing’s share of this sample is higher than its share of national production (6.0%).
Victoria was somewhat over-represented in the sample, relative to other states.
The data presented in the summary section of this report were weighted by industry (based on ABS
estimates of their value-added contribution to GDP in 2016) in order to adjust for these characteristics of
the sample. The analysis for each of the industry groups is not affected by the sample composition.
CEO Survey: Business Prospects 2017
Industry
Mining services
Manufacturing

ABS data (2015-16)
Value added output,
% of GDP

Number of respondents

% of respondents

9

3.2

0.5

166

58.2

6.0

Construction

36

12.6

8.1

Services

74

26.0

52.9

285

100.0

64.5*

CEO Survey: Business Prospects 2017

ABS data (2015-16)
Gross state product,
% of GDP
32.5
22.6
19.1
14.5
6.1
2.2
1.4
1.6
100

Total

State
NSW
Vic
Qld
WA
SA
ACT
NT
Tas
Total

Number of respondents
78
122
42
4
24
10
2
3
285

% of respondents
27.4
42.8
14.7
1.4
8.4
3.5
0.7
1.1
100

The services sectors represented in this sample include: 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 services.
* These industries do not sum to GDP due to the exclusion of utilities (2.5% of GDP), public administration
and safety services (5.4%), agriculture (2.1%), mining other than mining services (6.5% of GDP), ownership
of dwellings (9% of GDP) and other additional statistical items that are included in GDP.
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3. In which industry does your business mainly operate? Please tick one box only, for your main activity
c Mining and/or mining services (e.g. exploration, mining engineering or mining processing)
c Manufacturing (e.g. making food, beverages, chemicals, equipment, building materials, metals, textiles, furniture)
c Construction (e.g. engineering, infrastructure, commercial, residential construction or contracting)
c Services (e.g. retail, wholesale, transport, professions, real estate, IT, media, health, education, cafes, hotels)
c Other industry (please specify): _______________________________________________________________
4. What was your approximate annual turnover in 2016?
5. How many people did you employ in 2016?
6. If exporting, what was the total value of exports for your business in 2016?
$______%
_____
7. Approximately what percentage of all your inputs (by value) were imported in 2016? $
______
8. By what percentage did the following factors change in your business in 2016, compared to 2015?
_____ people
Please complete one box only for each of:
Down (write in %) No change (tick if applicable) Up (write in %)
Annual turnover

____________ %

c

__________ %

Gross profit margin

____________ %

c

__________ %

Number of employees

____________ %

c

__________ %

Spending on staff training & development

____________ %

c

__________ %

Spending on physical capital (e.g. buildings)

____________ %

c

__________ %

Spending on research & development

____________ %

c

__________ %

Spending on new technology

____________ %

c

__________ %

Export income

____________ %

c

__________ %

Input prices

____________ %

c

__________ %

Energy prices (inputs)

____________ %

c

__________ %

Selling prices

____________ %

c

__________ %

Labour productivity (output per hour worked)

____________ %

c

__________ %

c Worse

c No change

c Better

General business conditions in your sector

9. If your labour productivity changed in 2016 (up or down), what were the main factors? Please list factors
___________________________________________________________________________________________
10. Did you change any parts of your business model, plan or strategies in 2016 due to business conditions?
c Yes

c No

c we don’t have a formal business model, plan or strategy

If yes, what did you change in 2016? _______________________________________________________________
11. IF your business was EXPORTING in 2016 or is planning to export in 2017, at what AUD/USD exchange rate
do your exports become uncompetitive with products from other countries?
_________US cents
12. IF your business was competing with IMPORTS in the Australian market in 2016, at what AUD/USD
exchange rate do your products become uncompetitive with imported products from other countries? _____US cents
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13. Do you expect the following factors to change in your business in 2017, compared to 2016?
Please tick one box only for each of:

Down

No change

Up

Annual turnover

c

c

c

Gross profit margin

c

c

c

Number of employees

c

c

c

Spending on staff training & development

c

c

c

Spending on physical capital (e.g. buildings)

c

c

c

Spending on research & development

c

c

c

Spending on new technology

c

c

c

Export income

c

c

c

Input prices

c

c

c

Energy prices (inputs)

c

c

c

Selling prices

c

c

c

Labour productivity (output per hour worked)

c

c

c

General business conditions in your sector

c

c

c

14. What key growth strategies do you plan to implement in your business during 2017?
Please rank all relevant strategies, starting with 1 as your most important strategy
Introduce new products/services ______

Downsize / reduce operational costs ______

Improve sales of current products/services ______

Increase online presence / capability ______

Develop new domestic markets ______

Increase advertising / marketing ______

Develop new overseas markets

______

Other (please specify): _________________

15. What factors do you expect will inhibit your business growth in 2017?
______
Please rank all factors that are inhibiting your business, starting
with 1 as your most important inhibiting factor
Lack of customer demand ______

Government regulatory burden ______

High and/or variable exchange rate ______

Competition from imports / internet sellers _____

Flexibility of industrial relations ______

Wage pressures or high wage costs ______

Skills shortages ______

Other (please specify):
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