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FOREWORD
While the immediate outlook for the economy is flat at best, we have the opportunity
to ensure our future economic prosperity with timely and multifaceted action to
overcome substantial headwinds. It’s a challenge for governments, for business and
for the broader community and it’s one we should rise to with confidence that we will
emerge stronger.
Australia’s CEOs are more pessimistic about business conditions as we head into a new decade. Ai
Group’s annual Business Prospects report for 2020 shows that, even before this summer’s devastating
bushfires:
•

more CEOs were anticipating a deterioration in trading conditions in 2020 relative to 2019;

•

fewer CEOs were expecting an improvement in their own turnover, profit margins and productivity
in 2020 than for any year since 2015; and,

•

as we enter 2020 a smaller proportion of businesses plan to increase their spending on capital
investment and research & development, compared with the last two years.

In part, this gloomier outlook stems from the disappointments of 2019. Though CEOs’ expectations for
last year were modest, 2019 turned out even less favourably than anticipated for many businesses.
A key concern has been the uncertainties in the global economy with the threats to trade and a retreat
from international cooperation on the part of key countries. Locally, another set of barriers to domestic
confidence and investment are the uncertainties surrounding major areas of domestic policy, including
energy, greenhouse gas abatement and the revival of national productivity growth.
Another layer of concern arises from the fragile state of domestic demand in Australia, with both
household and business spending indicative of the slow growth of domestic incomes (outside of the
mining sector) and the pervasive mood of caution in both the business and household sectors.
While the economy continued to grow through 2019 - taking Australia into its 28th consecutive year
without a recession - there is little appetite for celebration. The pace of growth is slow. Over the past
year both unemployment and underemployment have trended higher, business investment remains
weak and our national productivity performance has gone backwards.
Australia’s extraordinary bushfires have further weakened the outlook for 2020. Considerable resources
and effort will now need to be directed to recovering lost ground.
The policy priorities for 2020 revolve around the need for concurrent action on three broad fronts.
•

The importance of maintaining the strong focus on bushfire-related recovery, rebuilding and
resilience.

•

The Australian government should act as soon as possible to promote business investment, both
as a means of stimulating near-term activity and employment, and as part of a longer-term strategy
to improve national productivity and incomes growth.

•

We must also lift Australia’s productivity. Action on this front is fundamental to improved material
living standards as well as building broader prosperity and cohesion of our communities.
Governments, business and the broader community must commit to developing the skills of
Australia’s current and future workforce; lifting investment, business capabilities and innovation; and
to addressing the many counterproductive regulatory barriers to business growth and job creation.

Innes Willox, Chief Executive
Australian Industry Group.
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KEY FINDINGS
Australian businesses face an extremely challenging economic environment, locally and globally, as we
begin a new decade.
Official data confirm that Australia’s economy slowed to a crawl in 2018-19, with weak growth in real
GDP and domestic demand. Patchy results were evident across business activity, sales, profitability,
investment and employment growth, with a notable slowing in non-mining industries. This pattern of
uneven, patchy growth worsened into late 2019. Of even greater concern for the national outlook, so
too did the recent trend toward weaker national productivity, which showed an outright fall in 2018-19.
Looking ahead, the RBA expects Australia’s real GDP growth to remain well below 3% until the end of
2020 (and rising to just 3.1% in 2021), with no discernible improvement in consumer and wage inflation
from their current weak (below-target) rates of around 1.7% and 2.2%, respectively. Australian growth
forecasts from international agencies and private-sector economists are generally even less optimistic.
These forecasts pre-date the bushfire crisis engulfing Australia this summer, which are compounding
widespread production losses due to drought and extreme heat during 2019. Early estimates suggest
the damage and disruption of the bushfire crisis (as of January 2020) are likely to shave at least a further
0.2 percentage points off national economic growth in each of Q4 of 2019 and Q1 of 2020.
Ai Group’s latest annual survey of Australian CEOs’ business experiences and expectations (conducted
through October and November 2019) align with this lacklustre outlook:
•

2019 proved to be a disappointing year for many businesses, with slower conditions reported across
many indicators compared with 2017 and 2018. Conditions in 2019 were also lower than the
expectations CEOs had initially held for 2019. 60% of businesses reported they had revised their
plans and strategies in 2019 in response to changes (including deteriorations) in conditions, up from
the previous three years. More positively, fewer businesses reported having no strategy at all;

•

The disappointing conditions experienced in 2019 – together with a modest growth outlook at best
- helped to lower CEOs’ expectations for 2020, even before this summer’s bushfire crisis took
another notch off local growth rates and confidence. More CEOs are expecting a deterioration in
their trading conditions in 2020 (relative to 2019) than an improvement, with 40% of CEOs expecting
no material change in their business conditions in 2020 and 34% expecting a deterioration, but only
26% expect conditions to improve. This indicates 2020 will be the first ‘net negative’ year for
Australian business expectations since 2015, on a ‘net balance’ basis (that is, more CEOs expecting
a fall than a rise in general business conditions).

•

On a ‘net balance’ basis, business expectations for turnover, profit margins and productivity are all
lower for 2020 than for any year since 2015 (that is, more businesses are expecting no improvement
in these indicators in 2020). More positively, expected employment growth is edging higher for 2020,
with a greater proportion of businesses planning to increase their workforce over the coming year.

•

In response to the disappointing trading conditions experienced in 2019 and the modest growth
outlook for 2020, fewer CEOs plan to increase expenditure on various types of investment in 2020:
o

40% plan to increase spending on staff training in 2020 (lowest ‘net balance’ since 2017);

o

43% plan to increase spending on new technologies (lowest ‘net balance’ since 2015);
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o

23% plan to increase spending on R&D (lowest ‘net balance’ since 2015); and

o

27% plan to increase spending on physical capital (CAPEX) in 2020 (lowest ‘net balance’
since 2015).

•

The concerns CEOs hold for their businesses remain centred on their customers in 2020, with 41%
of CEOs listing ‘lack of customer demand’ as the top inhibitor to their business growth. Concerns
about the workforce also remain prominent for 2020. 20% of CEOs list skill shortages as their top
inhibitor to growth (similar to 21% in 2019), 11% raise concerns about wage pressures and/or high
wage growth and 8% list industrial relations flexibility as an inhibitor to their growth

•

In response to these challenges, 31% of CEOs will focus on improving sales of their current product
range and 26% will seek to introduce new ones (similar proportions as 2019). Developing a stronger
online presence and/or new markets is also a favoured business strategy for growth in 2020.

•

Australia’s CEOs overwhelmingly recognise that investment is currently one of the weak links in the
economic outlook. This year’s CEO survey shows the factors that are influencing business
investment decisions in 2020 include: expected expansion and innovation (the top factor in
investment decision-making for 34% of CEOs), expected rates of return (the top factor for 18% of
CEOs), expected payback periods (17%) and the need to find business cost reductions (13%).
Access to funding and the cost of funding are of concern to relatively few CEOs in 2020.

•

In terms of business priorities for (scarce) business investment dollars, the top two areas of
spending in 2020 are (1) information and communication technologies (ICT) and (2) staff training
and development (each nominated by 34% of CEOs as their top spending priority), rather than the
more traditional physical capital that includes buildings, plant and equipment (‘CAPEX’).

•

This emphasis on ICT and people is echoed in the priorities that CEOs see for government
infrastructure investment, with 34% nominating ‘broadband and telecommunications’ as the single
infrastructure improvement that would best assist with business efficiency, followed by freight
transport (24% of CEOs) and employee transport (17% of CEOs) infrastructure upgrades.
Chart 1 Summary of business expectations for 2020*: performance, investment and prices

* Aggregate results for all surveyed industries, weighted by ABS estimates of output from each industry.
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1. BUSINESS EXPERIENCES IN 2019
Ai Group’s annual Business Prospects survey reveals that Australian CEOs are less optimistic heading
into 2020 than for any year since 2015. This abrupt shift in mood echoes a disappointing experience in
2019 for many businesses, with greater proportions reporting flat or deteriorating conditions compared
to previous years, even before the summer bushfire crisis had taken hold across most mainland states.
Ai Group’s monthly performance of business index, ABS and other data sources confirm a material
deceleration in the Australian economy in 2019, with weaker growth in real GDP and patchy results
across various indicators of production, sales, profits, employment, productivity and investment.
1.1 Australia’s economy in 2019
2019 marked 28 years since Australia last experienced an outright recession (1991), setting a modern
record among OECD countries. From 1992 to 2007, real GDP grew by an annual average of 3.8%.
Since the GFC period of disruption however (2008-09), Australia’s real GDP growth has averaged just
2.6% p.a., marking a step down in the pace of activity, output and incomes growth. Even compared to
this recent average, Australian economic growth was extremely slow in 2018-19 at just 1.4% over the
year to June 2019. The 2019-20 financial year started no better, with GDP growing by just 0.4% q/q
(1.7% p.a.) in Q3 of 2019 (chart 1.1). This dip is on par with the GFC period of 2008-09. It has occurred
for a range of global and local reasons including: trade disruptions and a slower-growing China; drought;
reluctant business investment; subdued consumer spending; and a downturn in local construction.
Chart 1.1 Real GDP, annual and quarterly growth, 1980 to Q3 2019

Source: ABS, National Accounts, Sep 2019.

Domestic demand grew by just 0.2% q/q and 0.9% p.a. in Q3 of 2019, which was the weakest annual
growth rate since 2015. Domestic demand in 2019 has become heavily reliant on government
consumption and investment. Government spending on services other than defence has been an
especially important source of local growth in 2019, with government consumption on services other
than defence rising to a record high of 17.5% of nominal GDP in Q3 2019.
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Domestic demand remains problematic outside the government sector, with slow household
consumption despite attempted stimulus from three cash rate cuts and larger taxation rebates in 2019.
Household consumption growth (1.2% p.a.) is significantly slower than population growth (about 1.5%
p.a.) which suggests falling consumption on a per capita basis. The sharp rise in the household savings
ratio in Q3 (up to 4.8% from 2.7% in Q2, the highest since Q1 of 2017) indicates households are saving
additional after-tax income rather than spending it. This was confirmed by zero growth in nominal retail
sales in October, after a rise of just 0.2% m/m in September.
This uneven pattern of growth was also evident on the production side of the National Accounts, with
significant contributions to growth coming from only mining, healthcare, public administration and
professional services in Q3. Of the 19 major industry groups counted in the National Accounts, eight
industries suffered falls in real output volumes in the quarter and/or over the year to Q3 (chart 1.2),
indicating a very fragile economy that will be more vulnerable to shocks in 2020.
While agricultural output is clearly being affected by drought (-2.1% q/q and -6.1% p.a.), a range of other
factors are also playing out. Ongoing reluctance by households to spend on discretionary goods (and,
to a lesser extent, services) is affecting industries such as non-food manufacturing, wholesale trade,
retail, transport and personal services. Meanwhile, the cyclical decline in dwelling construction activity
is most directly evident in construction industry growth (+0.5% q/q but -3.3% p.a.) but it is also affecting
demand and output volumes in related industries such as building materials, furniture manufacturing,
real estate, insurance and transport services.
Chart 1.2 Real output size and growth, by industry, Q3 2019

Source: ABS, National Accounts, Sep 2019.

Ai Group’s monthly business activity indices all indicated slow growth persisting into Q4 of 2019, even
before the impact of widespread, long-running fires across the east coast had really hit the economy. Ai
Group’s Performance of Business Index fell by 4.0 points to 47.5 points in December, indicating mildly
negative conditions on average across Australia’s non-mining business sectors and reversing a shortlived improvement in October (chart 1.3). This business index shows a reasonably close historical
relationship to growth in non-mining business sales (aggregate real volumes). It suggests real business
sales growth remained sluggish - at 1.0% to 1.5% p.a. at best - in Q4 of 2019 (chart 1.3).
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Chart 1.3 Ai Group performance of business index* and ABS business sales**, to Dec 2019

* Ai Group Performance of Business Index (PBI) is a weighted composite of Ai Group’s Australian PMI, PSI and PCI
surveys, which are conducted monthly. It includes businesses operating in all industries except agriculture, mining and
public administration. ABS real volume of business sales excluding mining, agriculture, health and education.
Sources: Ai Group and ABS, Business Indicators, Sep 2019.

Australia’s customers are global as well as local. Export earnings were boosted by stronger prices as
well as stronger sales volumes through 2019. As of Q3 2019, the terms of trade were up by 7.8% p.a.
and the trade balance was firmly positive. Export volume growth was especially strong for resources
(iron ore, LNG, coal and other metals) and services (tourism and education services), offsetting falls in
agricultural exports due to drought conditions. As a result of this export success, the mining industry’s
aggregate corporate gross operating profits rose by 21.5% p.a. to Q3. In contrast, all other industries’
aggregate corporate profits rose by just 2.2% p.a. in nominal terms. This outperformance by the mining
sector has been apparent since the early 2000’s (chart 1.4). In the decade from 2009 to 2018, mining
industry gross operating profits (aggregate nominal dollars) grew by an annual average of 10.4%,
compared with 3.4% for non-mining industries and just 0.3% for manufacturing. The mining industry
now accounts for 41% of all company gross operating profits included in the ABS Business Indicators,
up from 26% in 2009.
This lack of real profit growth in non-mining industries over an extended period helps to explain the lack
of improvement in incomes and investment across the non-mining business sectors. 2019 saw further
falls in most types of business investment (see chapter 4 below), with total private business investment
down by 1.1% p.a. in real terms in Q3 of 2019. This included falls in new engineering construction (12.2% p.a.), new machinery and equipment purchases (-2.2% p.a.) and research & development (1.0%). On the positive side, there were recoveries in mineral and petroleum exploration (+20.6%) and
purchases of computer software (+11.7%). Further falls in business R&D investment is of particular
concern, since this element of business investment is a key driver of stronger productivity and incomes
growth.
Australia’s long-term trend toward weaker national productivity worsened in 2018 and 2019. Across the
market-sector industries for which the ABS estimates productivity, labour productivity (output per hour
worked) declined by 0.2% in 2018-19 or by 0.8% on a quality-adjusted basis, while multifactor
productivity (output per total inputs per hour worked) declined by 0.3% or by 0.7% on a quality-adjusted
basis (chart 1.5). These were the first declines since 2010-11 and the biggest annual drop in labour
productivity since 1994, when these estimates of national productivity growth commenced.
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Separate calculations in the ABS National Accounts indicate that GDP per hour worked in the market
sectors shrank by a further 0.2% p.a. in Q3 of 2019, marking a third quarter of decline for this key
measure of productivity and an average of zero annual growth since 2017. This long-term decline in
productivity appears to be wrapped up in global productivity trends (with weak productivity growth
apparent across developed economies) that implies some underlying global factors. Solutions will,
nevertheless, need to be found locally. Much will depend upon the future size, composition and
effectiveness of Australia’s business investment (see chapter 4 below).
Chart 1.4 Nominal aggregate company profits in selected industries, 2000 to 2019

Source: ABS, Business Indicators, Sep 2019.

Chart 1.5 ABS productivity growth estimates* for Australia, 1994-95 to 2018-19

* Market sector industries aggregate productivity growth. Quality-adjusted hours worked basis.
Source: ABS, Estimates of multifactor productivity, Nov 2019.
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1.2

Business conditions in 2019

In line with general economic conditions in 2019, Australian CEOs participating in this year’s annual Ai
Group business prospects survey reported a broadly disappointing year, compared with conditions in
the previous two years and compared with their own (earlier) expectations for 2019 (see charts 1.6 and
1.7). In this survey 24% of CEOs reported that general business conditions improved (compared to
2018), 39% reported a deterioration and 37% reported no change. This was the lowest proportion
reporting an improvement (and the largest proportion reporting a deterioration) since 2016. This
assessment reflects the tough conditions faced by many businesses in 2019, with turnover falling for
30% and profit margins falling for 38% of businesses, but with very high proportions (49%) reporting
input price rises (see chart 1.6).
This year’s CEO survey also confirms that previous expectations of an improvement in 2019 were not
met for about 10% of businesses, while up to 13% appear to have suffered a deterioration in trading
conditions in 2019 that had not been expected. In the Ai Group CEO survey conducted in late 2018,
33% of CEOs had said they were expecting an improvement in business conditions in 2019, but one
year later, only 24% reported experiencing an actual improvement in their business conditions in 2019
(chart 1.7). This was about the same size ‘expectations ‘gap’ (or proportion of businesses that had
expected an improvement but not subsequently experienced one) as was reported for business
conditions in 2018. It indicates that in both 2018 and 2019, around 10% of businesses had expected (or
hoped for) an improvement in general trading conditions that did not subsequently eventuate.
Aligned with this, in both 2018 and 2019, between 9% and 13% of businesses reported a deterioration
in general business conditions that they had not been expecting one year earlier. In 2019, 39% of
businesses reported a deterioration in general business conditions, versus 26% who had said they were
expecting a deterioration in 2019 when asked in the Ai Group CEO survey in late 2018. This suggests
that up to 13% of businesses experienced a deterioration in business conditions in 2019 that they had
not been expecting just one year earlier. This is a higher proportion than in 2018, when 9% of businesses
experienced a deterioration in general business conditions that had not been expected one year earlier.
Chart 1.6 Business indicators in 2019*: Performance, Investment and prices

*Aggregate results for all surveyed industries, weighted by ABS estimates of output from each industry.
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Chart 1.7 Expected and actual improvement in general business conditions*, 2012 to 2020

* proportion of businesses reporting an expected or actual improvement in general business conditions in each year, weighted.

1.3

Business performance indicators in 2019

This year’s CEO survey of business prospects included six indicators of business performance in 2019:
1. General business conditions improved for 24% of businesses, deteriorated for 39% and remained
the same for 37% of businesses in 2019, giving a ‘net balance’ of -15% (that is, the proportion of
businesses reporting an improvement less those reporting a deterioration). This represented a net
deterioration in conditions compared to 2018 and 2017, which saw stronger rates of improvement.
2. Business turnover (nominal sales revenue) improved for 47% of businesses, deteriorated for 30%
and remained the same for 23% of businesses in 2019, giving a ‘net balance’ of +18%. This was
the lowest ‘net balance’ since 2016 (see chart 1.9). For those experiencing an improvement in
turnover, the average size of the increase was 14% (unweighted) in 2019. For those experiencing
a deterioration in turnover, the average size of the decrease was 12% (unweighted) in 2019.
3. Gross profit margins improved for 25% of businesses, deteriorated for 38% and remained the
same for 37% of businesses in 2019, giving a ‘net balance’ of -13%. This was the lowest ‘net
balance’ since 2016 (see chart 1.9). For those experiencing an improvement in profit margins, the
average size of the increase was 25% (unweighted) in 2019. For those experiencing a deterioration
in profit margins, the average size of the decrease was 22% (unweighted) in 2019. This net
deterioration appears to have been driven by declines in turnover combined with steep rises in input
prices, including energy input prices (see section 1.5 below).
4. Employment increased in 38% of businesses, declined in 23% and remained the same for 39% of
businesses in 2019, giving a ‘net balance’ of +15%. This indicates that more businesses increased
employee numbers than cut them in 2019, but it resulted in the lowest ‘net balance’ since 2017 (see
chart 1.8). This is in line with ABS labour force estimates that show total employment growth slowed
to 2.1% p.a. by December 2019, from 2.2% p.a. in Dec 2018 and 3.3% p.a. in Dec 2017 (seasonally
adjusted). 2019 also saw rises in the number of people unemployed and the rate of unemployment.
5. Export revenue increased in 15% of businesses, declined in 10% and remained the same for 75%
of businesses in 2019, giving a ‘net balance’ of +5% (chart 1.9). This includes large proportions of
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businesses that do not export anything and recorded their experience as ‘no change’. For those
experiencing an improvement in export revenue, the average size of the increase was 20.5%
(unweighted) in 2019. For those experiencing a deterioration in export revenue, the average size of
the decrease was 32.4% (unweighted) in 2019.
6. Productivity increased in 25% of businesses, declined in 5% and remained the same for 70% of
businesses in 2019, giving a ‘net balance’ of +20% (chart 1.8). The majority of businesses have
reported no change in productivity in most years of the annual Ai Group CEO survey since 2012.
Chart 1.8 Business performance indicators, 2012-2019

Chart 1.9 Business performance indicators, 2012-2019

‘Net balance’ is the proportion of all survey respondents that reported an improvement minus the proportion that
reported a deterioration in each indicator. Aggregate results include respondents from all surveyed industries and
are weighted by ABS estimates of output from each industry.
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1.4

Business Investment Indicators in 2019

This year’s CEO survey of business prospects included four indicators of business investment in 2019:
1. Staff training expenditure increased in 28% of businesses, declined in 10% and remained the
same for 62% of businesses in 2019, giving a ‘net balance’ of +18%. The majority of businesses
have reported no change in their staff training expenditure (58% to 63%) in all years of the annual
Ai Group CEO survey since 2016, suggesting that staff training is regarded as a fixed and necessary
cost item by the majority of businesses. For those who increased their spending on staff training,
the average size of the increase was 47% (unweighted) in 2019. For those cutting their spending
on staff training, the average size of the decrease was 34% (unweighted) in 2019.
2. Physical capital expenditure (CAPEX) on buildings, plant and equipment increased in 25% of
businesses, declined in 12% and remained the same for 63% of businesses in 2019, giving a ‘net
balance’ of +13%. For those who increased their spending on CAPEX, the average size of the
increase was 71% (unweighted) in 2019. For those cutting their spending on CAPEX, the average
size of the decrease was 32% (unweighted) in 2019.
3. Research and development (R&D) expenditure increased in 15% of businesses, declined in 11%
and remained the same for 74% of businesses in 2019, giving a ‘net balance’ of +4%. The majority
of businesses have reported no change in their R&D expenditure (66% to 74%) in all years of the
annual Ai Group CEO survey since 2012. This group includes businesses who spend nothing or
very little on R&D in each year. For those who increased their spending on R&D, the average size
of the increase was 36% (unweighted) in 2019. For those cutting their spending on R&D, the
average size of the decrease was 31% (unweighted) in 2019.
4. New technologies expenditure increased in 40% of businesses, declined in 4% and remained the
same for 56% of businesses in 2019, giving a ‘net balance’ of +36%. For those who increased their
spending on R&D, the average size of the increase was 35% (unweighted) in 2019. For those cutting
their spending on R&D, the average size of the decrease was 42% (unweighted) in 2019.
Chart 1.10 Business investment indicators, 2012-2019
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1.5

Business Pricing Indicators in 2019

This year’s CEO survey of business prospects included three indicators of business pricing in 2019:
1. Input prices increased in 49% of businesses, declined in 5% and remained the same for 45% of
businesses in 2019, giving a ‘net balance’ of +44%. For those who reported that their input prices
increased, the average size of the increase was 7% (unweighted) in 2019. For those with a decrease
in input prices, the average size of the decrease was 10% (unweighted) in 2019.
2. Energy prices increased in 48% of businesses, declined in 6% and remained the same for 46% of
businesses in 2019, giving a ‘net balance’ of +42%. For those who reported that their energy input
prices increased, the average size of the increase was 16% (unweighted) in 2019. For those with a
decrease in input prices, the average size of the decrease was 12% (unweighted) in 2019.
3. Selling prices increased in 40% of businesses, declined in 10% and remained the same for 51%
of businesses in 2019, giving a ‘net balance’ of +30%. For those who increased their selling prices,
the average size of the increase was 5% (unweighted) in 2019. For those with a decrease in selling
prices, the average size of the decrease was 4% (unweighted) in 2019.
Chart 1.11 Business pricing indicators, 2012-2019

‘Net balance’ is the proportion of all survey respondents that reported an improvement minus the proportion that reported
a deterioration in each indicator. Aggregate results include respondents from all surveyed industries and are weighted by
ABS estimates of output from each industry.
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2. BUSINESS EXPECTATIONS IN 2020
Ai Group’s annual Business Prospects survey reveals that Australian CEOs are less optimistic about
their business prospects heading into 2020 than in any year since 2015. This reflects disappointing
experiences in 2019 and steadily mounting concerns about the outlook, locally and globally.
2.1 Australia’s economic outlook in 2020
Australian businesses face an extremely challenging economic environment, domestically and
internationally as we begin a new decade. The RBA expects Australia’s real GDP growth to improve
from the recent trough of 2018-19 (just 1.4% p.a.) but to remain well below 3% until the end of 2020
(and rising to just 3.1% in 2021). This (modest) improvement in GDP growth in 2020 and 2021 is largely
dependent on a lift in both household consumption growth and business investment growth from the
weak or negative growth seen in recent years (see Table 2.1).
On the pricing side, the RBA’s detailed forecasts explicitly concede that headline inflation (CPI) is likely
to remain below the target band of 2% to 3% p.a. until at least the end of 2021, with wage inflation (WPI)
remaining at around its current rate of 2.3% p.a. until at least the end of 2020. The RBA expects
employment growth to slow to around 2% p.a., with a slight fall in the unemployment rate due to lower
labour force participation (that is, the proportion of the adult population in work or seeking work) after
recent record high rates. This combination implies a lengthy period ahead of no lift in income growth
rates for many households, but no rise in the pace of inflation or interest rates either.
Table 2.1 RBA forecasts for the Australian Economy, 2019 to 2021
Jun
Dec
Jun
Dec
Jun
% change over the year
2019
2019
2020
2020
2021
(actual)
(f)
(f)
(f)
(f)
Gross domestic product (GDP)
1.4
2.3
2.6
2.8
3.0
Household consumption
1.4
1.4
1.9
2.4
2.6
Dwelling investment
−9.1
−11.3
−7.4
−2.6
3.6
Business investment
−1.6
3.2
6.9
6.2
5.7
Public sector expenditure
5.2
3.7
2.9
2.9
2.8
Gross national expenditure
0.2
0.8
2.3
2.8
3.1

Dec
2021
(f)
3.1
2.7
9.2
4.8
2.7
3.3

Imports
Exports
Real household disposable income
Terms of trade

−2.8
2.9
0.6
8.9

−0.8
5.2
1.6
−0.7

2.2
3.7
1.8
−8.8

3.2
3.3
2.3
−6.7

3.4
2.9
2.9
−4.6

3.5
2.6
3.0
−2.9

Unemployment rate (average, %)
Employment growth
Wage price index (WPI)

5.2
2.5
2.2

5.2
2.3
2.2

5.2
2.0
2.3

5.2
1.9
2.3

5.1
2.0
2.3

4.9
2.0
2.3

Trimmed mean (core) inflation
Headline consumer price index (CPI)

1.6
1.7

1.6
1.9

1.8
1.9

1.8
1.8

1.9
1.9

1.9
1.9

(f) = RBA forecasts. Sources: ABS various data; RBA Statement on Monetary Policy (SoMP), Nov 2019.

Outside Australia, the OECD and the IMF confirm that global growth slowed markedly in 2019. Indeed,
the IMF estimates that 2019 was the slowest year of output and trade growth since the GFC. This is
mainly due to trade disruptions that are multiplying in number and severity, between the USA and China,
between the UK and the European Union and between Japan and South Korea. Geopolitical conflicts
in the Middle East and elsewhere are also dampening growth.
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These trade and other disputes are materially reducing trade volumes as well as increasing global
uncertainty and risk aversion, with negative consequences for investment, activity and spending. The
IMF estimates that “the US-China trade tensions will cumulatively reduce the level of global GDP by 0.8
percent by 2020”, with other conflicts also shaving back global growth. Compounding these trade
tensions, the IMF noted a sharp downturn in global manufacturing activity and especially automotive
production activity in 2019, due to recent changes to vehicle emissions standards and regulations in
Europe and China, plus structural changes in China. This production downturn spread to US
manufacturing towards the end of 2019, due to local policy uncertainty and the disruptions to supply
chains and global customer demand.
The IMF reiterated the urgency of addressing the trade disputes (and other widespread problems
including low productivity growth, ageing populations and climate risks) at a multilateral level:
“The global outlook remains precarious with a synchronized slowdown and uncertain recovery.
At 3% growth, there is no room for policy mistakes and an urgent need for policymakers to support
growth. The global trading system needs to be improved, not abandoned. Countries need to work
together because multilateralism remains the only solution to tackling major issues, such as risks
from climate change, cybersecurity risks, tax avoidance and tax evasion, and the opportunities
and challenges of emerging financial technologies.” (IMF Global Economic Outlook, August 2019)
Australia is not immune to these global disruptions and risks. The OECD’s latest outlook for the
Australian economy is slower than the RBA’s, with GDP expected to grow by 2.3% p.a. in 2020 and
remain unchanged at a rate of 2.3% p.a. in 2021. As early as August 2019, the IMF had already
downgraded its forecast for GDP growth in Australia, to just 1.7% p.a. for 2019. This was significantly
slower than previous forecasts for Australian GDP and somewhat weaker than the RBA’s and Treasury’s
latest assessments (as published in November and December of 2019, respectively).
This year’s Mid-Year Economic and Fiscal Outlook (MYEFO) from the Australian Treasury further
confirms this sombre outlook, with downgrades to growth expectations in 2020. Even after these
downgrades however, the RBA’s expectations for consumer and wage inflation remain materially
weaker than Treasury’s over the forward period. All of this affects the Government’s bottom line;
although structural budget surpluses are anticipated for 2019-20 and coming years, they are now much
diminished. It seems likely that further fiscal consolidation will be required to repay the stock of publicsector debt and rebuild a fiscal buffer that would restore our fiscal resilience. This task becomes more
challenging in a context of slower growth in output, jobs, incomes and productivity.
These official forecasts all pre-date the devastation of the bushfire crisis tearing through so much of
Australia in late 2019 and into 2020 and which come on top of prior losses due to drought and extreme
heat. At both national and state Government levels, budget positions will be weakened by the additional
expenditure required to respond to fire and other natural disasters. Other economic impacts from current
drought and fire will include reduced agricultural and regional output; higher prices for many foods and
other agricultural products; and the redirection of investment spending by businesses, households,
communities and governments into rebuilding essential assets and infrastructure, rather than expanding
or improving upon the existing base of assets (including homes, businesses and community facilities).
2.2

Business expectations in 2020

Ai Group’s latest survey of CEO’s expectations for their own business prospects align with this flat
outlook from the RBA, OECD and IMF. In short, Australian businesses are expecting a weak start to the
new decade. Ai Group’s latest annual survey of business expectations indicate 40% of businesses
expect no material change in their business conditions in 2020 and 34% expect a deterioration. 26% of
businesses expect conditions to improve through 2020. This is the highest proportion giving a negative
assessment since 2015. On balance, more businesses are expecting a deterioration in trading
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conditions in 2020 (relative to 2019) than an improvement, indicating 2020 will be the first ‘net negative’
year for Australian business expectations since 2015 (that is, more businesses expect deteriorating
conditions in 2020). This expectation is widespread, with ‘net negative’ expectations evident across all
three major industry groupings included in this year’s survey.
On a ‘net balance’ basis, business expectations for turnover, profit margins and productivity are all lower
for 2020 than for any year since 2015. In response, the proportion of businesses who plan to increase
their spending on physical CAPEX, R&D, new technologies and staff training is smaller for 2020 than it
was for 2019 or 2018. More positively, expected employment is edging higher again.
Chart 2.1 Business expectations for 2020*: performance, investment and prices

* Aggregate results for all surveyed industries, weighted by ABS estimates of output from each industry.

2.3

Business performance expectations in 2020

This year’s CEO survey of business prospects included six indicators of business performance
expectations for 2020:
1. General business conditions are expected to improve for 26% of businesses, deteriorate for 34%
and remained the same for 40% of businesses in 2020, giving a ‘net balance’ of -8% (that is, the
proportion of businesses expecting an improvement less those expecting a deterioration). This is
the lowest ‘net balance’ for this indicator since 2015 (chart 2.2).
2. Business turnover (nominal sales revenue) is expected to improve for 54% of businesses,
deteriorate for 20% and remained the same for 26% of businesses in 2020, giving a ‘net balance’
of +34%. This is the lowest ‘net balance’ for this indicator since 2017 (chart 2.3). The proportion of
businesses expecting their turnover to decrease in 2020 (20%) is the highest since 2015 (22%).
3. Gross profit margins have a less positive outlook than nominal turnover - they are expected to
improve for 41% of businesses, deteriorate for 26% and remained the same for 33% of businesses
in 2020, giving a ‘net balance’ of +15%. This is the lowest ‘net balance’ for this indicator since at
least 2016, when this data series commenced (chart 2.3). The gap between expectations for
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turnover and expectations for profits suggests that in 2020, around 13% of businesses are expecting
to see their turnover increase, but to achieve no improvement to their profit margin as a result of
greater scale.
4. Employment is expected to increase in 46% of businesses, decrease in 17% and remained the
same for 38% of businesses in 2020, giving a ‘net balance’ of +29%. This ‘net balance’ score for
2020 is up from employment expectations for 2019, suggesting that more businesses are planning
to increase their staff (and fewer plan to cut staff) than was the case one year earlier (chart 2.3).
ABS labour force data indicate employment growth slowed through 2019 and unemployment drifted
up (see chapter 1 above), so this year’s improvement in employment expectations is welcome.
5. Export revenue is expected to increase in 27% of businesses, decrease in 9% and remained the
same for 64% of businesses in 2020 (but including many industries that do not export directly),
giving a ‘net balance’ of +18%. This ‘net balance’ score for 2020 is up from export expectations for
2019, suggesting that more businesses are hoping to grow their exports than was the case one year
earlier (chart 2.3).
6. Productivity is expected to improve for 30% of businesses, deteriorate for 5% and remained the
same for 65% of businesses in 2020, giving a ‘net balance’ of +25%. This is the lowest ‘net balance’
for this indicator since 2013 (chart 2.3), with fewer businesses expecting to improve their productivity
than in any previous year of this survey (commencing in 2013) and more businesses expecting to
suffer a deterioration than in any year since 2014. This indicates that more businesses are finding
it difficult to improve their business productivity, possibly reflecting the higher rates of input cost
increases that they are experiencing (see below). This poor outlook for productivity improvement is
especially disappointing, given the slow rates of improvement already evident over an extended
period of time (see chapter 1). It underscores the need to support business investment and
productivity improvement more directly and effectively into the future (see chapter 4 below).
Chart 2.2 Expected changes in general business conditions*, 2013-2020

* ‘Net balance’ is the proportion of all survey respondents that improved minus the proportion that deteriorated. Aggregate
results include respondents from all surveyed industries and are weighted by ABS estimates of output from each industry.
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Chart 2.3 Indicators of expected business performance*, 2013-2020

* ‘Net balance’ is the proportion of all survey respondents that improved minus the proportion that deteriorated. Aggregate
results include respondents from all surveyed industries and are weighted by ABS estimates of output from each industry.

2.4

Business investment expectations in 2020

This year’s CEO survey of business prospects included four indicators of business investment
expectations for 2020:
1. Staff training expenditure is expected to increase in 40% of businesses, decrease in 9% and
remain the same in 51% of businesses in 2020, giving a ‘net balance’ of +31%. This is the lowest
‘net balance’ for this indicator since this data series commenced in 2017 (chart 2.4), slightly more
businesses expect to increase their spending on staff training in 2020. However, this is more than
offset by businesses expecting to cut their spending in 2020, compared to previous years (chart
2.4). This increase in cost cutting appears to be in response to disappointing turnover and
profitability in 2019, resulting in lower funds being available for training and investment for those
businesses.
2. Physical capital expenditure (CAPEX) on buildings, plant and equipment is expected to increase
in 27% of businesses, decrease in 13% and remain the same in 61% of businesses in 2020, giving
a ‘net balance’ of +14%. This is the lowest ‘net balance’ for this indicator since 2015 (charts 2.4 and
2.5). Fewer businesses expect to increase their CAPEX in 2020 than in any year since this data
series commenced in 2013. More businesses expect to cut their CAPEX in 2020 than in any year
since 2016. This indicates the long-term problem of weak non-mining CAPEX will continue in 2020.
3. Research and development (R&D) expenditure is expected to increase in 23% of businesses,
decrease in 7% and remain the same in 70% of businesses in 2020 (including businesses that do
not currently undertake any R&D), giving a ‘net balance’ of +16%. This is the lowest ‘net balance’
for this indicator since 2015 (chart 2.4). Fewer businesses expect to increase their R&D spending
in 2020 than in any year since 2015. More businesses expect to cut their R&D spending in 2020
than in any year since 2016. This indicates that Australia’s long-term trend toward relatively low
R&D expenditure by private-sector businesses is likely to continue into 2020.

The Australian Industry Group • NATIONAL CEO SURVEY: BUSINESS PROSPECTS IN 2020

20

4. New technologies expenditure is expected to increase in 43% of businesses, decrease in 10%
and remain the same in 46% of businesses in 2020, giving a ‘net balance’ of +33%. This is the
lowest ‘net balance’ for this indicator since 2015 (chart 2.4). Fewer businesses expect to increase
their spending on new technologies in 2020 and more businesses expect to cut this type of spending
in 2020 than in any year since 2015. This continues the general ‘belt-tightening’ mood of 2019.
Chapter 4 presents further detail about the types of business investment under consideration, the factors
and priorities for investment, and the types of infrastructure that businesses require in 2020.
Chart 2.4 Indicators of expected business investment*, 2013-2020

* ‘Net balance’ is the proportion of all survey respondents that improved minus the proportion that deteriorated. Aggregate
results include respondents from all surveyed industries and are weighted by ABS estimates of output from each industry.

Chart 2.5 Expected changes in business CAPEX*, 2013-2020

* ‘Net balance’ is the proportion of all survey respondents that improved minus the proportion that deteriorated. Aggregate
results include respondents from all surveyed industries and are weighted by ABS estimates of output from each industry.
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2.5

Business pricing expectations in 2020

This year’s CEO survey of business prospects included three indicators of business pricing expectations
for 2020:
1. Input prices are expected to increase for 56% of businesses, decrease for 4% and remain the
same in 40% of businesses in 2020, giving a ‘net balance’ of +51%. This is a lower ‘net balance’
score than in 2019 but remains relatively elevated, with the majority of businesses clearly expecting
further price increases for their inputs in 2020. This proportion is likely to rise higher, as prices for
many agricultural products are likely to spike sharply following the bushfire crisis.
2. Energy prices are expected to increase further in 2020 for 46% of businesses, decrease for 4%
and remain the same in 50% of businesses in 2020, giving a ‘net balance’ of +42%. This is a lower
‘net balance’ score than in 2019 and 2018 but remains relatively elevated compared with previous
years.
3. Selling prices are expected to be raised by 40% of businesses, decrease for 7% and remain the
same in 53% of businesses in 2020, giving a ‘net balance’ of +33%. This is a lower ‘net balance’
score than in 2019 and 2018 but remains relatively elevated in 2020.
Taken together, these pricing expectations indicate that the majority of Australian businesses (60% of
businesses) do not plan to increase their selling prices in 2020, despite expecting further input price
increases (56% of businesses). This speaks both to the competitive pricing pressures that many
Australian businesses face locally and globally and to low incomes growth in the local economy. It helps
to explain the lack of improvement in profit margins that many CEOs have flagged for their own
businesses in 2020.
Chart 2.6 Indicators of expected business pricing*, 2013-2020

* ‘Net balance’ is the proportion of all survey respondents that improved minus the proportion that deteriorated. Aggregate
results include respondents from all surveyed industries and are weighted by ABS estimates of output from each industry.
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3. BUSINESS INHIBITORS, PLANS AND
STRATEGIES IN 2020
3.1

Weak customer demand remains the most common inhibitor of business growth

This year’s CEO survey of business prospects asked businesses what factors they most expected to
inhibit business growth in 2020. Respondents ranked a ‘lack of customer demand’ as their greatest
constraint to growth with just over two-fifths (41%) of CEOs identifying it as their most significant factor,
up from 31% of respondents in 2019 and similar to the results for 2018 (45%). Slow or low customer
demand is the single biggest inhibitor of business and has been for the history of Ai Group’s Business
Prospects reports. Slow global and local demand is expected to be a concern for respondents much as
it was in 2018, 2016 and 2015 (see chart 3.1).
Labour market concerns continue to feature prominently for businesses in 2020. The second most
pressing concern for CEOs in 2020 is skill shortages with 20% of businesses nominating this as their
top concern. This is much the same as last year when 21% of leaders identified skill shortages as their
leading impediment for 2019. The past three years has seen this factor feature more prominently. These
concerns reflect the rising demand for labour seen in 2018 and 2019, as was indicated across a range
of data sources including the monthly ABS Labour Force surveys and Ai Group’s Australian PMI ®, PSI®
and PCI®.
As noted above, almost a third of businesses (28%) in this year’s CEO survey plan to increase
employment in their business in 2020 (see chapter 2), so concerns about skill shortages for specific
occupations and locations are expected to continue during 2020.
Wage pressures or high wage costs jumped up to 11% of respondents noting it as a primary inhibitor,
an increase from 5% in the previous two years. Wages growth has been fairly stagnant for some time
now and with the RBA forecasting wage growth to remain at 2.3% in 2020, the increase in the proportion
of respondents noting wage costs as its primary inhibitor could possibly reflect those businesses with a
higher proportion of award-reliant staff, which have seen increases of 3.0% or more over the last three
years. Flexibility of industrial relations was a primary inhibitor for 8% of CEOs, up from 7% in 2019 and
4% in 2018.
A high and/or variable exchange rate was the primary inhibitor to business growth for 5% of respondents,
well down from its peak in 2015 when the trading range for the Australian dollar was much higher.
‘Competition from imports and internet sellers’ along with ‘Government regulatory burden’ were a
primary constraint of expansion for 5% and 4% of respondents respectively.
Other constraining factors for business in 2020 include: drought conditions across much of Australia
(the most frequently mentioned ‘other’ factor), uncertainty regarding international trade; and local
investor caution.
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Chart 3.1 Expected inhibitors to business growth, 2013 to 2020

* Percentage of respondents who ranked each factor first in each year, out of a list of possible inhibitors.

3.2

Australian businesses change plans if conditions change

Business plans and strategies often need adjustment in response to changing business conditions. In
Ai Group’s annual Business Prospects survey, a majority (60%) of CEOs said they had revised their
‘business model, plan or strategy’ at some point during the year in response to variations in the business
environment (up from 46% in 2019 and 56% in 2018). This shows both an increased need to adjust but
also demonstrates the agility with which Australian businesses are able to respond to changing business
conditions.
Just over 8% of CEOs said they did not have a plan or strategy in 2019, down slightly from 9% in 2018
and up from 6% in 2017, but well down from the same survey in earlier years (14% in 2016, 10% in
2015 and 12% in 2014). This indicates the proportion of businesses who do not develop formal plans
and strategies has been somewhat stable over the past few years.
Almost a third of businesses (32%) did not change their business model, plan or strategies in response
to business conditions in 2019, the lowest proportion since this question has been asked in our annual
survey.
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Chart 3.2 Changed business plans or strategies due to changed conditions

3.3

Australian businesses plan to focus on improving sales of current products and services

In 2020, Australian CEOs plan to concentrate on improving sales of current products and services to
their customers. This strategy was the most popular priority for 2020 with 31% of CEOs ranking it their
first choice. The proportion of respondents listing this as their primary strategy has hovered around
similar levels for the past five years from 29% in 2017 to 34% in 2018 and 30% in 2019 (see chart 3.3).
Introducing new products to the market is a primary strategy for growth in 2020 for 26% of businesses.
It was the principal approach for a similar number of respondents for 2019 (23%) but both years were
much lower than 2018 (40%) and 2017 (33%).
Increasing online presence or capability is the primary growth strategy for 13% of Australian businesses
in 2020. This factor has been asked in the survey since 2016 when 4% of respondents considered it
their priority, it rose in 2017, before falling back in 2018 then lifting again to 11% in 2019. Although there
has been substantial growth in online presence, there continues to be room for further growth in small
to medium enterprises to increase their online capabilities in the future.
Developing domestic markets is the main focus for 10% of responding businesses for 2020. This is
double the proportion that considered it in 2019 (5%), but similar numbers to the previous few years.
Developing overseas markets is the primary focus for 8% of businesses responding to this year’s survey.
The appeal of overseas markets has fluctuated in the past few years in response to the trading range
of the Australian dollar. It reached a low point in 2017 when the AUD was higher and has crept up as
the exchange rate has declined.
Downsizing or reducing operational costs has fallen dramatically as a priority for businesses in 2020
(7%) compared to the result in 2019 (16%). After a decline in cost reduction as a primary growth strategy
in 2018 (8%) and 2017 (7%), it has crept back up to similar levels as 2016 (18%) and 2015 (16%).
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Few CEOs rank advertising and marketing as their top strategy for business growth in 2020 (4%)
compared to other options. Consolidating product lines, specialising services and acquiring & merging
with competitors were also noted as growth strategies by responding businesses.
Chart 3.3 Top strategies for business growth, 2013 to 2020

* Percentage of respondents who ranked each factor first in each year, out of a list of possible strategies.
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4. INVESTMENT & INFRASTRUCTURE
FOR BUSINESS IN 2020
4.1

Investment is vital for future productivity growth and improving living standards

Real wages (and living standards) are best strengthened through improved productivity across the
economy. Australia’s national productivity (output volumes per hour worked in market sectors) went
backwards in 2018-19, after trending lower for many years. This deterioration in productivity indicates
deep structural problems in the Australian economy.
The Productivity Commission recently noted that:
“the current weakness in productivity can be partly attributed to a marked slowdown in investment
in capital… This is troubling because investment typically embodies new technologies, which
complement people’s skill development and innovation. This is especially so for investment in
research and development, where capital stocks are now falling.”1
Weak investment and productivity growth affect individuals across the economy, but the causes are not
about individual workers being less efficient, working less hours or working less ‘hard’. It is about the
‘big picture’ challenges of investing and harnessing new technologies and production methods, across
whole industries and the whole economy. It is about helping all businesses and workers move closer to
the frontier of best practice. This means a direct and immediate policy focus on the nitty-gritty fiscal and
regulatory policies that shape the effective and efficient promotion of investment, workforce skills,
flexibility and management.
In this year’s Ai Group CEO survey of business prospects, we asked three additional questions about
business investment and infrastructure:
•

What factors will influence your business investment spending decisions in 2020?

•

What are your highest priorities for your business investment spending in 2020?

•

What type of infrastructure provision would improve your business efficiency in 2020?

Australian CEOs’ responses to these questions are explored in turn below.
4.2

Business investment is still the weakest link

The ABS estimate that private sector investment in Q3 of 2019 fell by 0.2% q/q to $29.4 billion. Both
mining and manufacturing investment were higher in Q3, while the large ‘other selected industries’
(mainly services and construction) declined for a third consecutive quarter. Looking ahead, the data
released by the ABS suggests that global uncertainties and a subdued domestic economy are
continuing to weigh on the investment plans of Australian businesses. The latest estimates for the
financial year 2019-20 indicate that nominal non-mining investment could fall by 1.0% p.a. on the
outcome for 2018-19 (after applying realisation ratios).

1

Productivity Commission, “Productivity Bulletin”, May 2019. Available here.
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Encouragingly, the outlook is more positive for manufacturing CAPEX with investment plans of
manufacturers suggesting an increase in 2019-20 of 4.8% in nominal terms. Mining investment is also
likely to continue to recover in 2019-20 with expected growth of 11.4% over the year. However,
investment plans imply a decline in CAPEX for the large ‘other selected industries’ in the 2019-20
financial year (see chart 4.1).
Chart 4.1 Nominal private sector business investment (CAPEX), actual and expected*

*dotted lines denote expected CAPEX for the 2019-20 financial year, adjusted by realisation ratios for the previous five years.
Source: ABS, CAPEX, Sep 2019

As a proportion of GDP, non-mining and mining investment are now at historically lower levels, with
non-mining investment between 8% and 9% of GDP for much of the last decade (see chart 4.2). These
lower levels of business investment are consistent with the experience in other advanced economies.
There are several possible explanations for lower levels of business investment, including 2:
•

Businesses in advanced economies, including Australia, can obtain similar returns from lower
investment levels because of a fall in the price of capital goods and an increasing share of economic
activity in the services sector.

•

Reductions in the cost of borrowing over the last decade (i.e. lower interest rates) have been offset
by a rise in the risk premium due to uncertainties including geopolitical tensions, technology
changes, regulatory changes and increased competition.

•

Slower population growth in advanced economies which means there is less investment needed to
add to the capital stock to accommodate more people. This is probably not the case in Australia
where population growth has remained relatively strong over the last decade.

•

Lower investment demand because people are less optimistic about future economic growth
including less in relation to future productivity growth (often referred to as ‘secular stagnation’).

2

Three of these explanations are taken from a speech by RBA Governor Lowe, “Some Echoes of Melville”. Available here.
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•

Some of the types of spending that businesses and CEOs consider to be a form of investment are
not necessarily captured by the statistical definitions of capital investment or business investment
(e.g. spending money on staff training and development are not a capital investment) but many
CEOs and others would consider this type of spending to be an investment.
Chart 4.2 Private sector business investment, mining and non-mining, % of nominal GDP

Source: ABS, National Accounts, Sep 2019.

4.3

What factors will influence your business investment spending decisions in 2020?

When asked “What factors will influence your business investment spending decisions in 2020?” the
highest ranked factor - and by a significant margin - was expected business expansion or innovation.
This indicates that certainty about plans to expand and innovate (in terms of timing, size, location,
composition and other planning details) are critical to future investment decisions. ABS data indicates
that recent investment intentions for 2020 remain relatively weak. This appears to support the
hypothesis that Australian businesses are waiting longer to invest, possibly because of increased
uncertainty regarding future demand, and/or changing their mode of operation.
This was also evident in the capacity utilisation indicators across Ai Group’s performance indices, which
indicate that businesses have been operating at higher levels of capacity in recent years. This suggests
that larger investments or increased employment is needed to meet increased demand in the future.
Other factors that will influence spending decisions in 2020 include the expected rate of return or hurdle
rates (18%), expected payback period (17%) and expected business cost reduction (13%). RBA
research indicates that Australian firms tend to require expected returns to exceed high ‘hurdle rates of
return’ that are often well above the cost of capital and do not change very often 3. Consequently,
investment decisions for many Australian businesses are not directly sensitive to changes in interest
rates. This implies that low interest rates do not have a direct impact on hurdle rates and therefore,
business investment decisions. Access to funding, the cost of funding and ‘other’ were the least cited
influence on business investment in 2020.

3

RBA Bulletin (June 2015), Kevin Lane and Tom Rosewall, “Firms’ investment decisions and interest rates”. Available here.
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Chart 4.3 Factors influencing investment by business* in 2020

*Percentage of respondents who ranked each factor first, out of a list of possible type of factors.

Factors that will influence spending decisions were relatively similar across industries in 2020. The top
ranked factor for all industries was expected business expansion or innovation. This was followed by
the expected rate or return, then the expected payback period for manufacturing and services
businesses and the expected business cost reduction for construction & mining services. The main
difference across industries was the higher proportion of business in manufacturing (11%) and
construction & mining services (13%) that ranked the costs of funding as a main factor compared to
services (4%).
Table 4.1 Factors that will influence business investment decisions in 2020, by industry

Manufacturing

Services

Costs of funding (e.g. borrowing costs)

11

4

Construction &
mining
services
13

Expected business expansion or innovation

31

35

28

34

Expected rate of return (e.g. 'hurdle' rates)

16

18

18

18

Expected business cost reduction

11

13

15

13

Expected payback period

17

18

13

17

Access to funding (e.g. lending criteria)

11

9

10

9

Other

3

4

3

3

Total

100

100

100

100

Proportion of respondents (%)

Weighted
Total
5

*Percentage of respondents who ranked each factor first, out of a list of possible factors that influence business investment.
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4.4

What are the highest priorities for your business investment spending in 2020?

In 2020, more than two thirds of businesses (68%) plan to concentrate their investment spending on
either staff training & development or information & communication technologies. When asked to
nominate their highest priorities for their own business investment spending in 2020, just over a third
(34%) of CEOs stated investing in ICT was their focus for investment and around another third (34%) of
CEOs rated ‘spending on staff training and development’ as their top priority in 2020. This suggests the
nature of Australia’s investment environment will continue to change in 2020, with a greater focus on
investment in digital (ICT) technology, complemented with staff training that is needed to support that
investment. These two factors are likely linked as the introduction of new technology generally
necessitates an upgrade of employee skills.
As noted in section 4.1, this supports a possible explanation for lower investment data in Australia: what
businesses and CEOs consider as new investments are not captured by the statistical definition of
business investment. Spending on staff training and development is not considered an investment in a
statistical sense, but many CEOs would consider this spending as an investment. It is possible that
budgets for traditional investment, such as on building, machinery & equipment, could be getting
displaced by spending on staff training & development.
The third most important area for investment spending for Australian CEOs is new equipment, with 15%
of respondents planning to prioritise this area of investment in 2020. This was followed by research &
development and physical capital expenditure with 7% and 6% of CEOs reporting these options as their
top investment priority in 2020, respectively.
Chart 4.4 Investment priorities for business* in 2020

*Percentage of respondents who ranked each category first, out of a list of possible type of business investment.

ABS data appear to confirm that the pattern of business investment preferences is increasingly shifting
to spending on information & communication technologies (ICT). In real and nominal terms, computer
software is now the largest form of intellectual property investment, overtaking R&D. Real expenditure
on computer software has increased from $1.9bn per quarter in 2010 to $5.2bn per quarter in 2019,

The Australian Industry Group • NATIONAL CEO SURVEY: BUSINESS PROSPECTS IN 2020

31

while real expenditure on R&D has fallen from $4.0bn per quarter in 2010 to $3.8bn per quarter in 2019
(see chart 4.5). ABS business surveys also indicate that the use of ICT has increased gradually since
2013-14. In 2017-18, Australian businesses used ICT most extensively for activities such as accounting
(67%), followed by invoicing (61%) and human resource purposes (48%) (see chart 4.6).
Chart 4.5 Real intellectual property investment by type

Source: ABS, National Accounts, Sep 2019.

Chart 4.6 Business uses for ICT in 2013-14 and 2017-18, % of businesses

Source: ABS, Business Use of Information Technology, 2013-14; ABS, Selected Characteristics of Australian Business, 2017-18.

These weighted aggregate results mask differences in investment intentions across different industries
in Australia. In services businesses, almost four-fifths of CEOs top investment priorities were either staff
training & development or information & communication technologies. This drops to about 46% for
construction & mining services businesses and 27% for manufacturing businesses in 2020.

The Australian Industry Group • NATIONAL CEO SURVEY: BUSINESS PROSPECTS IN 2020

32

The primary investment priority for manufacturing and construction & mining services was spending on
equipment, with 41% and 27% nominating this as their own top investment priority, respectively. These
investment intentions reflect, in part, the capital-intensive nature of each industry (manufacturing and
construction & mining services are more capital intensive than services industries are more labour
intensive).
Table 4.2 Investment priorities for business in 2020, by industry

Proportion of respondents (%)

Manufacturing

Services

Staff training and development

20

37

Construction &
mining
services
24

Equipment (e.g. new machinery)

41

11

27

15

Physical capital (e.g. buildings)

10

4

16

6

Information & communication technologies

7

39

22

34

Research and development

15

6

11

7

New technologies other than ICT

4

2

0

2

Other

3

2

0

2

Total

100

100

100

100

Weighted
Total
34

*Percentage of respondents who ranked each category first, out of a list of possible type of business investment.

4.5

What type of infrastructure would improve business efficiency in 2020?

When asked which type of infrastructure provision would improve their business efficiency the most in
2020:
•

41% of CEOs ranked transport infrastructure as their top priority in 2020. This included:
o

24% who ranked freight transport (for example: roads, rail ports and airports) as the most
important infrastructure category to improve their business efficiency; and

o

17% who ranked employee transport, (for example: roads and public transport), as the most
important infrastructure category.

•

34% ranked investment in ‘broadband and telecommunications infrastructure’ as their top priority;

•

16% ranked investment in electricity networks or supplies as their top priority;

•

4% ranked investment in gas networks or supplies as their top priority;

•

3% ranked investment in waste & recycling services as their top priority; and

•

2% ranked investment in ‘water networks or supplies’ as their top priority.

As these results are weighted by the industry size, they mask the differences between industries in
Australia. In 2020, almost 40% of services businesses ranked broadband and telecommunications as
their top infrastructure provision to improve business efficiency, but this drops to about 11% of CEOs
for construction & mining services and 10% in manufacturing.
The top infrastructure provision that would improve business efficiency in 2020 for both manufacturing
and construction & mining services is freight transport, with 33% and 51% of CEOs ranking it as their
first option, respectively.
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Chart 4.7 Infrastructure that would improve business efficiency in 2020*

*Percentage of respondents who ranked each category first, out of a list of possible type of infrastructure provisions.

Table 4.3 Infrastructure that would improve business efficiency in 2020, by industry

Manufacturing

Services

Freight transport (roads, rail ports, airports)
Electricity networks or supplies
Broadband and telecoms
Employee transport (roads, public transport)
Gas networks or supplies
Waste and recycling services

33
24
10
13
7
3

20
16
39
18
4
2

Construction
& mining
services
51
9
11
14
3
6

Water networks or supplies
Other

5
3

2
0

3
3

2
1

100

100

100

100

Proportion of respondents (%)

Total

Weighted
Total
24
16
34
17
4
3

*Percentage of respondents who ranked each category first, out of a list of possible type of infrastructure provisions.
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APPENDIX: NATIONAL CEO SURVEY
BUSINESS PROSPECTS IN 2020
Responses were received from the CEOs of 252 private-sector businesses across Australia in October
and November 2019. Together, these businesses employed 109,000 people (436 people in each
business on average) and had an aggregate annual turnover of around $83 billion in 2019.
All Australian states 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 (62%).
Manufacturing’s share of this sample is higher than its share of national production (5.6%). 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 2018-19) in order to adjust for these characteristics
of the sample.
The services sectors represented in this year’s 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.

Manufacturing

Services

Number of survey respondents

155

57

Construction
& mining
services
40

% of survey respondents

61.5

22.6

15.9

100

Value-added output, % of GDP, 2018-19 **

5.6

53.8

7.7

67.1

Industry weighting (%)

8.3

80.2

11.5

100.0

CEO Survey participants: Business
Prospects 2020

Total
252

** Industries do not sum to 100% of GDP due to the exclusion of utilities (2.5% of GDP), public administration and safety services (5.2%), agriculture
(2.2%), mining other than mining services (8.1% of GDP), ownership of dwellings (8.3% of GDP, taxes less subsidies on products (6.6% 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
 Mining and/or mining services (e.g. exploration, mining engineering or mining processing)
 Manufacturing (e.g. making food, beverages, chemicals, equipment, building materials, metals, textiles, furniture)
 Construction (e.g. engineering, infrastructure, commercial, residential construction or contracting)
 Services (e.g. retail, wholesale, transport, professions, real estate, IT, media, health, education, cafes, hotels)
 Other industry (please specify): _______________________________________________________________
4. What was your approximate annual turnover in 2019?

$ _________________

5. How many fulltime equivalent (FTE) people did you employ in 2019?

_________ FTE people

6. By what percentage did the following factors change in your business in 2019, compared to 2018?
Please complete one box only for each of:

Down (write in %)

No change (tick if applicable)

Up (write in %)

Annual turnover

____________ %



___________ %

Gross profit margin

____________ %



___________ %

Number of employees

____________ %



___________ %

Spending on staff training & development

____________ %



___________ %

Spending on physical capital (e.g. buildings)

____________ %



___________ %

Spending on research & development

____________ %



___________ %

Spending on new technology

____________ %



___________ %

Export income

____________ %



___________ %

Input prices

____________ %



___________ %

Energy prices (inputs)

____________ %



___________ %

Selling prices

____________ %



___________ %

Labour productivity (output per hour worked)

____________ %



___________ %

 Worse

 No change

 Better

General business conditions in your sector

7. Did you change any parts of your business model, plan or strategies in 2019 due to business conditions?
 Yes

 No

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

If yes, what did you change in 2019? ______________________________________________________________
8. If exporting, what was the total value of exports for your business in 2019?

$ _____________

9. Approximately what percentage of all your inputs (by value) were imported in 2019?

______%

10. If your business was EXPORTING in 2019 or planning to export in 2020, at what AUD/USD exchange rate do
your exports become uncompetitive with products from other countries? _________US cents
11. If your business was competing with IMPORTS in the Australian market in 2019 or expecting to compete
against imports in 2020, at what AUD/USD exchange rate do your products become uncompetitive with imported
products from other countries?
_________US cents
12. Does your business expect any difficulty in finding and/or retaining skilled labour in 2020?
 Yes

 No

 Don’t know / Not applicable to my business

If yes, in which occupations do you expect difficulties in 2020? Please list all occupations that apply
_________________________________________________________________________________
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13. Do you expect the following factors to change in your business in 2020, compared to 2019?
Please tick one box only for each of:

Down

No change

Up

Annual turnover







Gross profit margin







Number of employees







Spending on staff training & development
Spending on physical capital (e.g.
buildings)
Spending on research & development



















Spending on new technology







Export income







Input prices







Energy prices (inputs)










Selling prices
Labour productivity (output per hour



worked)



General business conditions in your sector
14. What factors do you expect will inhibit your business growth in 2020?
Please rank all factors that will inhibit 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): __________________________
15. What type of infrastructure provision would improve your business efficiency in 2020?
Please rank all types of infrastructure that would improve your business, starting with 1 as your most important
Freight transport (roads, rail, ports, airports) ______
Electricity networks or supplies
______
Employee transport (roads, public transport) ______

Gas networks or supplies

______

Broadband and telecoms
______
Waste and recycling services
Water networks and supplies
Other (please specify): _______________
______
16. What key growth strategies do you plan to implement in your business during 2020?
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):__________________
______
______
17. What are your highest priorities for your business investment spending in 2020? Please rank all types of
investment that you are considering for 2020, starting with 1 as your most important area of investment
Staff training and development
_________
Research and development
___________
Physical capital (e.g. buildings)
_________
Information and communication technologies (ICT) _________
Equipment (e.g. new machinery)
_________
Other (please specify): ___________
18. What factors will influence your business investment spending decisions in 2020?
Please rank all factors that influence your investment decisions, starting with 1 as your most important factor
Cost of funding (e.g. borrowing costs)
______
Expected payback period
______
Access to funding (e.g. lending criteria)
Expected business expansion or innovation ______
______
Expected rate of return (e.g. ‘hurdle’ rates) ______
Expected business cost reduction
______
Other (please specify): ______________________________________________________________
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Contact Us

1300 55 66 77
aigroup.com.au
economics@aigroup.com.au
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