Ai GROUP SUBMISSION

MAY 2014

Ai Group Statement to the Queensland Government for the 2014-15 Budget

Ai Group Statement to the Queensland Government for the 2014-15 Budget

Contents
Executive summary............................................................................................................................................ 3
Summary of Recommendations ........................................................................................................................ 5
Part I: Economic Outlook ................................................................................................................................... 7
1.1 The Australian Economy.......................................................................................................................... 7
Recent Economic Performance................................................................................................................. 7
The Outlook for the Australian Economy ............................................................................................... 10
1.2 The Queensland Economy..................................................................................................................... 12
Labour Market ........................................................................................................................................ 14
Demographics ......................................................................................................................................... 16
Outlook ................................................................................................................................................... 18
Manufacturing ........................................................................................................................................ 18
Construction ........................................................................................................................................... 19
Part II: Policy Recommendations ..................................................................................................................... 23
Increasing business competitiveness .......................................................................................................... 23
2.1 Regulatory compliance and costs ..................................................................................................... 23
2.2 Workplace Health and Safety ........................................................................................................... 27
2.3 Energy costs ...................................................................................................................................... 27
Productivity Enhancement .......................................................................................................................... 29
2.7 Innovation Policy............................................................................................................................... 29
2.5 Infrastructure investment ................................................................................................................. 31
2.6 Education and Training Reform ........................................................................................................ 33
2.8 Government procurement policy ..................................................................................................... 35
2.9 Boosting Exports ............................................................................................................................... 36

About Australian Industry Group
The Australian Industry Group (Ai Group) is a peak industry association in Australia which along
with its affiliates represents the interests of more than 60,000 businesses in an expanding range of
sectors including: manufacturing; engineering; construction; automotive; food; transport;
information technology; telecommunications; call centres; labour hire; printing; defence; mining
equipment and supplies; airlines; and other industries. The businesses which we represent employ
more than 1 million people. Ai Group members operate small, medium and large businesses
across a range of industries. Ai Group is closely affiliated with more than 50 other employer
groups in Australia alone and directly manages a number of those organisations.

Australian Industry Group contact for this submission
Ms Jemina Dunn, State Director, Queensland

Ph: 07 3244 1767
Email: Jemina.Dunn@aigroup.asn.au
2

Ai Group Statement to the Queensland Government for the 2014-15 Budget

Executive summary
The Queensland Government has demonstrated its commitment to repairing the state’s fiscal
position and putting expenditure on a sustainable footing since coming to Government in 2012.
While this focus is commendable, the waning mining investment boom means Queensland must
foster alternative sources of growth to fill the void left by the resources sector. Ai Group sees an
important role for all industries including manufacturing, professional services and technology to
ensure Queensland has a diverse and balanced economy that is less reliant on the resources sector
for growth. A better balance would also help Queensland to take advantage of the considerable
opportunities presented by the rapid growth in incomes in the emerging economies in the Asian
region.
The central challenge to achieving this will be for the State to raise its competitiveness and lift
productivity through sensible reform and investment in infrastructure and skills. In the past,
Queensland was seen as a low cost place to do business in Australia. But the resources boom, the
work of other states in reducing the cost burden for industry, and the effects of globalisation, have
seriously affected Queensland’s advantages. However this challenge is not insurmountable and
can be met head on through further measures to reduce regulation and other costs to doing
business. While Ai Group welcomes the sustained focus of the Government on reducing the
regulatory burden for business across a range of portfolios since coming to power in March 2012,
there is further work to be done. In addition to red tape reduction, sensible reform to energy costs
is also required to boost the State’s competitiveness.
Improved competitiveness is necessary for the Queensland economy to generate the jobs and
income growth that will come if businesses can make inroads into export markets – particularly in
Asia - and overcome stiff competition from imports. While all industries would benefit, addressing
high costs is an immediate challenge for Queensland’s manufacturing sector, which comprises
almost 7% of the Queensland economy and is growing, in contrast to manufacturing in most other
States. The reality is that Australian manufacturers’ international cost competitiveness is poor.
This weakness has been exacerbated by a strong Australian dollar, high rises in energy costs and
rising unit labour costs. If Queensland, and Australia, are to maintain and indeed improve our
relatively high standards of living, we need the economy to develop in a way that justifies our
relatively high wages. Consequently, Queensland must lift productivity growth so that its cost
competitiveness is improved.
The State’s businesses must also identify sources of comparative advantage where they can
compete with the rest of the world. High-value exporting countries like Germany have shown this
can be done successfully and can lead to vibrant manufacturing sectors, even in high-cost
developed countries.
Policies aimed at lifting the productive capacity of Queensland will ensure all businesses have
access to a highly-skilled workforce and to high-quality infrastructure which will enable them to
develop and gain market share domestically and internationally.
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Ai Group welcomes Government’s recent dialogue with the Queenslanders regarding asset sales
and calls on the Queensland Government to investigate on a case by case basis, and undertake
where appropriate, asset sales that will deliver increased competition or improved efficiency in
asset management. Funds generated from the sale of assets should be used either to pay down
debt, or to invest in new high quality productivity lifting infrastructure projects that meet rigorous
cost-benefit analysis. Not only will this boost the State’s overall productivity, it will provide a
healthy pipeline of projects that will provide certainty and opportunity for local business as the
mining investment boom continues to fade. Alternative ways to finance debt reduction as outlined
by the Government in the recent “Strong Choices” campaign, including significantly decreasing
existing government services or increasing payroll and other State taxes or levies, are not
supported by Ai Group. These alternatives would have significant and counterproductive impacts
on business competitiveness and the broader Queensland economy and community.
Ai Group would also welcome further reforms to the vocational education and training system to
strengthen the sustainability of the system and ensure training is well-targeted to meet the needs
of Queensland business. Recent QLD Government initiatives around strengthening QLD’s STEM
and language literacy and numeracy performance are welcomed and should continue, as should
the constructive work to date of government’s industry-led Ministerial Industry Commission.
Ai Group appreciates that the Queensland Government faces challenging fiscal circumstances
while having to deliver on these policies and provide essential government services, given the
highly uncertain global economic outlook and a soft Australian economy. Further the recent
Federal Budget raises significant questions for the financing of spending in Queensland and other
States and Territories in the medium term.
While not directly relevant to measures for the consideration of the 2014-15 Budget, Ai Group
urges the Queensland Government to use the opportunity presented by the Federal Government’s
position on intergovernmental grants (and those provided by the upcoming examinations of
national taxation and the workings of the federation) to take the lead in a fundamental rethinking
of the federation and how it can be improved and indeed better capitalised upon for the benefit of
the Queensland and the broader Australian communities. We are very mindful of the risks to the
business environment and the prosperity of Queensland that could arise if greater recourse were
had to what are widely recognized as highly inefficient taxes. Indeed reform of taxation
arrangements should be directed to removing the most inefficient of the existing taxes.
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Summary of Recommendations
1. Productivity Enhancement


Infrastructure – Prioritise the investigation of new infrastructure funding models to support a
proactive and integrated State infrastructure program into the future including giving
consideration to asset recycling. Such a program should prioritise the delivery of high quality
productivity lifting infrastructure projects that meet rigorous cost-benefit analysis.



Additional Rail Capacity – Prioritise delivery of the Bus and Train Tunnel (BaT) to provide
critical rail capacity in the State post-2016.



Asset sales – Investigate on a case by case basis, and undertake where appropriate, carefully
targeted asset sales that will deliver increased competition or improved efficiency in asset
management, whilst leveraging the federal initiative that will provide the State with additional
funds for infrastructure investment.



Local Industry Participation - Improve opportunities for local industry participation, focusing
on development and implementation of policies to build transparency and fairness for local
business participation in procurement arrangements.



Industry Involvement in Skills Programming and Delivery – Continue to facilitate high levels of
industry input to government around skills, training and education programming and delivery
through the Ministerial Industry Commission.



TAFE QLD – Continue and fully implement proposed reforms of the state’s TAFE system to
ensure TAFE QLD is a competitive and resilient public provider in a framework where strong
pathways exist between secondary school, the TAFE system and onward into tertiary study.



STEM and Language, Literacy and Numeracy Skills – Ensure continuing support is available for
the development of STEM and Language, Literacy and Numeracy Skills including to existing
workers, new entrants and to those entering the training system at any level.



VET in Schools – Undertake a review of VET in Schools pathways to ensure outcomes are in
consistent with current industry needs.



Industry and research collaboration – Continue to work closely with business and research
institutions on initiatives to drive increased innovation through collaboration, including
through the development of “Centres of Excellence”.



Leveraging Emerging Technology - Establish a program to facilitate business awareness of the
opportunities arising from digital technologies for Queensland businesses in early release
broadband areas. This should complement Federal initiatives (eg. Digital Business Kits). The
purpose should be to highlight and demonstrate the opportunities and drive greater business
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commitment to capacity building and early adoption to see a fuller utilisation of emerging
technologies.
2. Improved Business Competitiveness


Reducing the Regulatory Burden – Continue to work closely with industry to reduce the
regulatory burden on Queensland business. This focus should not be restricted to the “four
pillars” of resources, construction, tourism, and agriculture but also prioritise high
employment generating sectors such as manufacturing.



Harmonisation – Retain, to the extent possible, existing harmonised legislation. Give
consideration to the whole-of-economy cost when assessing the benefits and disadvantages of
harmonised legislation rather than assessing impacts on certain businesses in isolation. Where
opportunities are identified to improve the WHS legislation, encourage agreement from other
jurisdictions through the Safe Work Australia process.



Workers Compensation – Retain the recent changes to the Queensland workers compensation
system which have provided significant relief to Queensland employers previously facing
escalating premiums, and a growing number of minor injury related common law claims,



Industrial Land Affordability - Ensure vigilance in monitoring industrial land availability and
affordability in Queensland, with decisive action where necessary to address bottlenecks and
overcome shortages.



Natural Gas Supply - Note the increasing concern of industry around natural gas supply and
production in Eastern Australia, the potential impacts for industry and the Queensland
economy, and continue to commit resourcing to support maintained vigilance around the issue
by the Queensland Gas Market Commissioner.



Government Service Delivery - Continue existing efforts towards improving Government
service delivery, particularly in relation to regulatory reform and government procurement.



Industry Engagement – Provide genuine opportunities for meaningful industry engagement
around government reforms to maximise the likelihood of robust workable solutions that
enhance rather than impair business competitiveness.



Payroll Tax – Reduce the rate of payroll tax on July 1 2014 to provide immediate and critical
relief to SMEs.



Export readiness - Grow existing programs that assist Queensland businesses to identify
investment and export opportunities, especially where a focus is placed on opportunities in
emerging economies.
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Part I: Economic Outlook
1.1 The Australian Economy
Recent Economic Performance
The Australian economy experienced below-trend growth through 2013 and the outlook is for
below-trend growth to continue through 2014. The most recent GDP data for the December
quarter 2013 showed the economy expanded by 2.8% over the year to December in real terms.
This was below commonly-held views of trend growth of around 3% real GDP growth per year.
While there are some pockets of strength in the economy in late 2013 and early 2014, some of the
key high frequency data has softened in recent months.
Among our six largest industries (in real value added terms), three sectors – mining, finance and
health – showed strong growth in value-added output through 2013 (see chart 1). Construction
activity, on the other hand, was below trend, and manufacturing and professional services both
contracted. Together, these six largest industries produce almost half of our economic output
(around 45%) and account for a similar proportion of total employment (43%). Mining output now
accounts for more than 10% of national value-added output on its own, the largest industry by
value-added output in the economy.
Construction and manufacturing (our third and fourth largest sectors in terms of value-added
output and employment, together accounting for around 15% of GDP and 18% of jobs) have
experienced especially difficult trading conditions over an extended period of time, due to a
variety of domestic and international factors. Manufacturing activity contracted by 1.2% in real
value added terms over 2013, despite a strong quarter of recovery in December 2013. Activity in
this sector has contracted by 8.7% since its most recent peak in June 2008 just before the onset of
the global financial crisis and the eventual appreciation of the Australian dollar to record highs.
Chart 1: GDP and major industries, annual growth in real output (% p.a.)

Source: ABS, Cat. 5206.0 Australian National Accounts: National Income, Expenditure and Product, Dec 2013.
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Construction activity firmed in late 2013 after activity contracted in the first two quarters of the
year. The sector grew by 1.3% in annual real value added terms, well below the four year average
3.1% annual growth. The slowing in construction activity (it was running at an average annual pace
of 6.9% real value added growth between 2005 and 2008) reflects slowing in mining-related
engineering construction which is yet to be fully offset by strength in commercial projects and
residential construction.
Economists expect further softening in mining investment in new projects to drag on overall
economic growth especially construction. However, after years of strong investment in the mining
sector to build capacity, mining sector output volumes are set to increase further as new projects
become productive, which will lead to strengthening exports. Outside of mining, there are signs
that parts of the non-mining sector are beginning to strengthen. Historically low interest rates, as
well as the depreciation of the Australian dollar from early 2013, are helping local industries.
Despite the slowdown in mining sector engineering construction, a pick-up in construction is in
prospect on the residential construction side. The residential property market has strengthened in
particular, with strong house price growth across most capital cities and a pick up seen in new
dwelling building activity and renovations. The strength in the housing market and low interest
rates also appear to be supporting household consumption, which grew firmly in late 2013 and
early 2014. Continued strong house price growth should continue to provide a counterbalance to
waning household confidence, the softening in the labour market and high-profile job cut
announcements. Indeed, after a period of strength following the September 2013 election,
consumer confidence as measured by Westpac-Melbourne Institute has softened in recent
months to be below 100, where the pessimists outweigh optimists. Concerns around the labour
market and the Federal Budget appear to be driving the latest deterioration in sentiment.
Business confidence among businesses measured by the National Australia Bank improved
following last year’s election, but has since slipped in early 2014, with the decline seen across all
states and most industries. These confidence measures confirm the trends emerging from the
latest Ai Group Australian PMI®, PSI® and PCI®, which point to softer activity in early 2014 after a
brief improvement in local demand and activity in the last quarter of 2013 (see Chart 3).
The latest Australian Industry Group Australian Performance of Manufacturing Index (Australian
PMI®) continued to contract in April declining by 3.1 points in the month to 44.8 points (seasonally
adjusted, where readings below 50 points indicate contraction). The Australian PMI® has signalled
contraction in the manufacturing industry since November 2013, after a brief period of strength in
2013 following the September election and a depreciation in the currency. Respondents have
voiced renewed concerns over both the high level and the recent appreciation of the Australian
dollar. Manufacturers across almost all sub-sectors noted a renewed intensity in import
competition, which has weighed significantly on local demand for their products.
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The seasonally adjusted Australian Industry Group/ Housing Industry Association Australian
Performance of Construction Index (Australian PCI®) decreased by 0.3 points to 45.9 points in
April. This was the fourth consecutive month that the index had been below the critical 50 points
level that separates expansion from contraction, following the industry’s return to growth during
the final quarter of 2013. By sector, commercial construction expanded for a second consecutive
month, albeit at a slower pace than in February. House building activity stabilised, with the
sector’s rate of growth only marginal and the slowest in seven months. In contrast, continued falls
occurred in engineering construction (although at a less pronounced rate) and apartment building
activity.
Chart 2: Australian PMI®, PSI® and PCI®

Source: Australian Industry Group.

The latest seasonally adjusted Australian Industry Group Australian Performance of Services Index
(Australian PSI®) dropped by 0.3 points to 48.6 points in April. This followed a momentary
expansion in the Australian PSI® in February. The weakness in April was evident across all subindexes except the inventories sub-index, which was up 0.6 points to 50.4 points (indicating
expansion). Growth continued to be concentrated in just a few services sectors, primarily health
and community services (63.3 points) and finance and insurance (65.2 points). Both the Personal
and recreational services (49.1 points) and the large retail trade sub-sector (46.7 points) declined
by 3.4 points and 1.0 point respectively (three-month moving averages). Businesses participating
in the survey said challenging conditions reflected concerns about the domestic economy and
uncertainties surrounding potential spending cuts in the Federal and state budgets, which have
reportedly dampened demand for services.
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The Outlook for the Australian Economy
The outlook for the Australian economy is relatively flat for the foreseeable future, because many
of the headwinds noted above are likely to remain in play. This fragile trading environment will
entail ongoing adjustment from business and industry and will require a strong degree of
sensitivity, caution and stability in our economic policy settings. The RBA and other official
forecasters expect GDP growth to stay below the long-term average (around 3%) in 2014 and into
2015 (see Table 1). In February, the RBA forecast GDP to record between 2.25-3.25% annual
growth in 2014, a reasonably wide forecast band which suggests growth is likely to continue at its
current pace or to firm slightly. The Australian Treasury as well as the International Monetary Fund
also forecast below-trend growth through 2014.
Dragging on national growth in 2014-15 will be: a sharp fall in mining investment; only moderate
growth in household spending due to slow employment growth and increased savings; and fiscal
restraint by federal and state governments. Bright points in the outlook will be resources export
volumes (up strongly) and housing construction (recovering in response to low interest rates).
In its mid-year update in December, the Australian Treasury forecast real GDP growth to be below
trend through 2013/14 and 2014/15 and the labour market to remain weak. Employment is
expected to grow by just 0.75% in 2013/14 and rise to just 1.5% in 2015 and 2016. Workforce
participation rates will also remain lower as older workers leave the labour market and younger
workers delay their entry. This weak pattern of growth will place increasing pressure on
Government and industry to find productivity improvements, in order to drive future growth in
the country’s output, employment and incomes.
Table 1: Latest Australian growth forecasts (official sources)
GDP growth, % p.a.

2013

2014

2015

2013-14

2014-15

2015-16

RBA (February 2014)

2.5

2.25-3.25

3-4

2.75

2.5–3.5

3-4.25

2.5

2.5

3.0

3.0

2016-17

Treasury (December 2013)

2016-17

IMF (April 2014)

2.4

2.6

2.7

OECD (November 2013)

2.5

2.6

3.1

2013

2014

2015

2013-14

2014-15

2015-16

2.7

2.25-3.25

2-3

3.25

2.25-3.25

2-3

2.75

2.0

2.5

2.5

2013-14

2014-15

2015-16

2016-17

0.75

1.50

1.50

1.50

2013-14

2014-15

2015-16

2016-17

6.0

6.25

6.25

6.25

CPI rate, % p.a.
RBA (February 2014)
Treasury (December 2013)
IMF (April 2014)

2.4

2.3

2.4

OECD (November 2013)

2.1

2.1

1.9

Employment growth, % p.a.
Treasury (December 2013)
Unemployment rate, %
Treasury (December 2013)
IMF (April 2014)

5.7

6.2

6.2
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Table 2: Australian state economies and populations
NSW

Vic

Qld

SA

WA

Tas

Economy size (2012-13)
GSP, real $bn

Australia
GDP

471354

333393

294,548

94,210

252,999

24,191

1,524,969

% change p.a., 2012-13

1.8

1.6

3.6

1.3

5.1

-0.6

2.6

% of national GDP

30.9

21.9

19.3

6.2

16.6

1.6

Economy structure (2012-13)

100
% of GDP

Agriculture, % of GSP

1.4

2.4

2.7

4.8

1.0

7.4

2.1

Mining, % of GSP

3.1

2.0

10.3

4.1

34.3

1.6

9.6

Manufacturing, % of GSP

7.3

7.9

6.8

8.2

4.7

7.1

6.8

Construction, % of GSP

5.2

5.9

8.8

7.4

12.0

6.3

7.6

Retail, % of GSP

4.2

5.2

5.2

5.0

3.2

5.5

4.5

Transport, % of GSP

4.8

4.7

5.5

4.6

4.4

5.8

4.8

Financial services, % of GSP

11.5

10.4

5.1

7.3

2.9

6.4

8.0

Professional services, % of GSP

7.5

8.1

5.1

5.2

5.0

3.2

6.6

Public administration, % of GSP

4.9

4.1

5.5

5.8

2.8

6.8

5.2

Health, % of GSP

6.4

7.0

6.8

7.8

4.0

9.4

6.3

Education, % of GSP

4.6

5.4

4.3

5.1

2.7

6.7

4.5

Population, mn

6.9

5.4

4.5

1.6

2.3

0.5

21.727

% of national total

32.0

24.6

20.5

7.3

10.5

2.2

100.0

% female

50.7

50.8

50.4

50.7

45.0

51.0

50.6

% born outside Australia

31.4

31.4

26.3

26.7

28.2

16.4

30.2

38

37

36

39

33

40

37

14.7

14.2

13.2

16.2

7.1

16.1

14.0

2,471.3

1,944.7

1,547.3

619.0

794.2

192.8

7,760.3

2.6

2.6

2.6

2.4

2.7

2.4

2.6

1,237

1,216

1,235

1,044

1,415

948

1,234

0.3

0.5

1.4

-1.6

1.6

0.2

0.2

Population size (2011 census)

Population structure (2011 census)

Median age, years
% aged 65 years and over

Households and incomes (2011 census)
Number of households (‘000)
Average persons per h’hold
Median h’hold income, $/week
Labour market (March 2014)
Employment growth, % p.a.
Unemployment rate, %

5.6

6.4

6.1

6.8

5.3

7.5

5.8

Participation rate, %

63.0

64.4

65.9

62.0

68.4

60.4

64.7

Wage price index,% p.a.

2.5

2.5

2.5

3.4

2.8

2.1

2.6

Capital city headline CPI, % p.a.

2.6

2.7

2.6

2.3

2.9

2.6

2.7

Capital city house prices (% p.a.)

14.3

8.6

6.0

3.9

8.9

5.8

9.3

Wages and prices (Dec 2013)

Sources: ABS, various publications.
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1.2 The Queensland Economy
As one of the one most diverse state economies in the country, developments in the Queensland
economy have tended to mirror national trends in recent years, a point noted by RBA Governor
Glenn Stevens in a speech in Brisbane in April (Chart 3).
While mining and construction are the state’s two largest industries in terms of real value-added
(comprising 10.3% and 8.8% of annual state output in real terms in 2012-13), Queensland’s
industrial base is broad, especially when compared to the other big resources state, Western
Australia. The state’s manufacturing sector comprises 6.8% of the gross state product, which is in
line with manufacturing’s share of national GDP. In fact, Queensland has the third largest
manufacturing sector in the country, behind only NSW and Victoria, and more than double the size
of South Australia’s manufacturing industry.
Unfortunately, timely industry GDP data by state is unavailable and the most recent data are for
the period ending June 2013. However, the quarterly GDP release indicates that the slowing in
mining investment is translating to softer local activity in the Queensland economy. State final
demand, which measures consumption and investment in the state, fell by 0.4% in the December
quarter 2013, although it remains 0.6% higher over the year (Table 1). In 2013, the average annual
growth in state final demand was 1.5%, down from an average annual growth rate of 5% in 2012
and down from 7.5% in 2011.
Like the national figures, a lot of the slowing in investment in Queensland owes to slowing
investment by the resources sector. Governor Stevens noted in his Brisbane speech that the
proportion of national investment occurring in Queensland has been unusually high in recent
years. In the past four years, business investment in Queensland rose by 75%, totalling $230 billion
over that time and almost $70 billion during 2013 alone (Table 3).
Chart 3: Queensland GSP and Australian GDP, real % change per year

Sources: ABS, State Accounts 2012-13, Nov 2013; Queensland Mid Year Update, Dec 2013; Aust. Treasury, MYEFO, Dec 2013
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Investment by the mining sector may now have peaked, but the capacity put in place is supporting
strong growth through income flows from output volumes and especially exports. Queensland's
coal exports reached record highs over the past year and exports of LNG are expected to
commence in late 2014. Adding a proxy for net exports to the quarterly state accounts highlights
the contribution export earnings are making to the state. Growth was 3.1% over the year to
December, compared to 2.8% growth in national GDP (inflation-adjusted terms).

Table 3: Queensland Actual Capital Expenditure, 2013
Building and Structures
Equipment, Plant and Machinery
Total

Annual growth*
11.3
4.5
9.3

Share of total
72.2
27.8
100.0

Total $bn
34.46
13.27
47.72

15.2
-20.4
1.9
9.3

69.5
4.4
26.1
100.0

33.18
2.09
12.45
47.72

Mining
Manufacturing
Other selected industries
Total
*2013 total compared to 2012.

Source: ABS Cat 5625.0 Private Capital Expenditure Survey, Dec 2013

Table 4: State Final Demand
State Final Demand

State Final Demand
plus net exports*

% q/q

% p.a.

% q/q

% p.a.

NSW

0.6

2.5

0.6

3.2

Victoria

0.3

2.2

0.7

2.9

Queensland

-0.4

0.6

0.8

3.1

South Australia

-1.0

1.3

0.0

3.2

Western Australia

-0.1

-2.7

0.7

1.2

Tasmania

0.5

1.7

0.8

2.8

NT

2.5

-0.5

5.7

10.4

ACT
Australia (domestic final demand and GDP)

0.2
0.1

2.7
1.2

0.1
0.8

2.6
2.8

* State Final Demand plus net exports is a proxy measure of State Domestic Product (the state

equivalent of

GDP) but is not exactly equal to it.
Source: ABS National Accounts
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Table 5: Queensland Major Exports, 2013
$A million
Coal

18,477

Beef

3,154

Personal travel

3,151

Education

2,224

Copper

1,797

Cotton

1,166

Aluminium

997

Lead ores

857

Zinc ores

845

Wheat
Source: Department of Foreign Affairs and Trade

455

Across other (non-mining) sectors, Queensland is experiencing a pick-up in residential construction
activity which is working to offset some of the slowing in the construction sector as a whole, the
state’s second largest industry by real value-added. Gross value-added in construction grew by
0.4% in real terms over the year to June 2013, according to the latest ABS’s State Accounts, a
substantial slowing from double-digit growth seen in the year before.
The State Accounts also showed the services sector is growing strongly, expanding by 3% over the
year to June, the second-fastest pace in the country. Queensland was the only state with a
sizeable manufacturing sector that did not contract over the year to June 2013. This is when the
dollar was high and bearing down on the sector, and the other states with sizeable manufacturing
sectors (Victoria, New South Wales, Western Australia and South Australia), all experienced
declines in activity. These sectors are discussed in further detail below.

Labour Market
Queensland’s labour market has strengthened in early 2014, with employment rising by 2.7% over
the year to March, the fastest employment growth of the states, and much faster than national
growth in employment (currently 1.1% p.a.). However, this follows soft growth through late 2012
and early 2013, leaving the state’s trend unemployment rate at 6.1% in March, a touch above the
national unemployment trend rate of 6% (see Chart 4, trend data are quoted here due to the
inherent volatility in the monthly seasonally-adjusted figures).
The Health sector is the largest employing industry in Queensland, accounting for 12% of the
workforce, followed by retail (11.4%), construction (10%) and then manufacturing (7.4%).
Queensland’s manufacturing sector averaged 176,200 employees over the four quarters to
February 2014, which is more than double the number that are directly employed by the mining
sector. In fact, mining only accounted 3.4% of the workforce over the four quarters to February, or
77,968 employees. Despite the slowing in mining investment (which is more labour and capital
intensive than the mining production phase), this is actually the highest level of mining sector
employment ever seen in the state. The slowing in construction employment is likely attributable
to the slowing in resource sector investment in new projects.
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Over the past year, jobs growth has been particularly strong in Queensland’s manufacturing
sector, especially in the past two quarters. Of the 40,600 jobs created in Queensland over the past
year, half of these have been in manufacturing sector. This is in stark contrast to the fate of
manufacturing in most other states, where employment has continued to decline.
Chart 4: Australian and Queensland trend unemployment rate

Source: ABS 6202.0 Labour Force, Australia

Chart 5: Queensland Employment Growth, year to Feb 2014
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Demographics
Queensland remains the country’s third most populated state behind NSW and Victoria with 4.67
million people, or around 20% of the nation’s people. However, most of the common views of
Queensland’s demography no longer hold. Queensland’s population growth has traditionally
outpaced the national average, but in recent years growth has converged with both Queensland
and Australian population growth rising by 1.8% over the year to September 2013 (latest data).
Contrary to the stereotype of southern Australians moving north to Queensland to retire, the state
is younger than the national average and the largest driver of its population growth is overseas
migration rather than interstate migration. Net interstate migration is now by far the smallest
contributor to the state’s population growth (Chart 6). These factors are discussed below.
Chart 6: Annual Population Flows to Queensland (‘000s of people)

Source: ABS Cat 3101.0 Australian Demographic Statistics, September 2013.

Queensland’s population growth has slowed in recent years, from its most recent peak in
September 2008 of 2.8% annual growth. The state was the fastest growing state for the period
from 2000-2006 but has since slipped to third fastest behind Western Australia and most recently
Victoria.
The main driver of growth in the 1990s was interstate migration, but this has slowed substantially
since early last decade, with only 6,724 people moving to the state from the other states over the
year to September 2013. This source of people peaked at an annual gain of 38,634 in March 2003.
Net overseas migration has become a more important driver of population growth in Queensland
in recent years. Total Queensland population growth has tended to mirror the volatile nature of
net overseas migration, which like Western Australia, has tended to move in line with peaks and
16
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troughs in the resources sector. That said, overseas migration is still the largest component of the
state’s population increases.
Regional Population Growth
Brisbane contains almost half of the state’s population, though the state is one of the most
decentralized states in the country, with only Tasmania recording a higher share of its residents
outside its capital city. Greater Brisbane was the only capital city to decrease its share of state
population over the last 40 years, down from 51% to 48%. This reflects comparatively stronger
growth in areas such as the Gold Coast and the Sunshine Coast (Chart 8). The population of
Greater Brisbane increased by 2.1% p.a. in 2012-13. Outside of Brisbane, the Fitzroy region had
the fastest growth in the state, increasing by 2.8%, followed by Mackay (2.2%), Gold Coast (2.1%)
and Townsville (2.0%) over the year to June 2013.
Using recent trends in fertility and immigration, the ABS predict that by 2028, Perth's population
will overtake Brisbane's at 3 million people. In around 40 years, the population of Perth is
projected to reach the current size of Sydney (4.8 million), while Brisbane's population is projected
to increase to the current size of Melbourne's (4.3 million).

Chart 7: Queensland Population Change 2012-13

Source: ABS CAT 3218.0 - Regional Population Growth, Australia, 2012-13
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Outlook
At its mid-year update in December, the Queensland Government forecast annual growth of 3% in
real GSP in the current financial year to June 14, and in 2014/15 as well (Table 6). This sits above
the Australian Treasury forecasts for growth of 2.5% in real GDP in 2013/14 and 2014/15. Private
forecasters Deloitte Access Economics are more optimistic on Queensland’s growth.
The drivers of growth are forecast to emanate from an upswing in dwelling investment following a
recovery in the South-east of the state, where excess supply has been worked off. The state will
benefit from an ongoing contribution from trade. Household consumption is expected to continue
to grow at its firm pace, while business investment is forecast to decline over the coming years.
Construction and manufacturing are discussed separately below.
Table 6: Queensland Growth Forecasts
% change p.a.

2012/13
(Actual)

2013/14

2014/15

2015/16

2016/17

2017/18

3

3

-

-

-

Queensland Treasury (Dec 2013)
Gross state product

3.6

Deloitte Access Economics (Dec 2013)
Gross state product

3.6

3.6

3.6

5.0

4.6

4.1

19.3

19.5

19.7

20.1

20.3

20.5

Private housing investment

-7.2

6.5

17.5

11.5

9.2

3.9

Private commercial construction

13.2

-6.5

-16.5

-5.1

-0.4

0.6

Industrial production

4.8

5.5

4.5

5.3

4.6

4.2

Retail turnover

3.7

3.7

4.1

3.2

3.1

4.0

International tourist arrivals

3.2

7.1

3.5

4.4

5.7

4.9

International exports

7.0

6.1

7.0

7.8

7.4

7.6

Unemployment rate (%)

5.9

5.8

6.1

5.9

5.8

5.7

as share of Australian output (%)

Manufacturing
At a national level, the outlook for the manufacturing sector is troubling. Investment intentions for
both construction and plant and equipment in the ABS’s Capital Expenditure Survey (CAPEX)
indicate manufacturing sector investment will fall by a further 11 per cent in 2014-15. The state
level estimates are not available by industry, but the Queensland estimates for overall capital
expenditure are firmer than the national estimates. While employment has been strong in
manufacturing over the past year in Queensland, the Ai Group’s Performance of Manufacturing
Index (Australian PMI®) for Queensland indicates activity in the sector has moved in line with
movements in the national PMI. The most recent reading for Queensland showed a dramatic fall
to an index reading of 42 in March, where a reading below 50 signifies a contraction in activity.
This followed strength in activity in the last quarter of 2013, where Queensland’s activity was
above 50.
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Chart 8: Australian and Queensland Manufacturing PMI

Source: Ai Group

Construction
Private sector Construction Activity in Queensland appears set to follow national trends over the
year ahead, with non-residential and engineering construction activity set to slow while residential
construction activity firms. The national PCI showed in March that commercial construction
expanded for a second consecutive month, albeit at a slower pace than in February. House
building activity stabilised, with the sector’s rate of growth only marginal and the slowest in seven
months. In contrast, further contraction was evident in engineering construction (although at a
less pronounced rate) and apartment building activity.
Respondents pointed to a continuation of tough market conditions, citing a low level of incoming
work to replace existing contracts, a lack of new tender opportunities and slow public sector
building activity. Among engineering construction businesses, project completions and a reduction
in mining related construction activity were noted as the major factors inhibiting activity. House
builders pointed to some moderation in new orders compared to earlier in the year, although
investor activity remains robust.
While the state-level data tend to be volatile, the quarterly CAPEX survey points to a further
slowing in building and structure expenditure in 2014 in Queensland, in line with the PCI for
Australia. The CAPEX survey also points to slowing engineering construction for the State, in line
with the PCI.
On the residential construction market, Governor Stevens noted that there are welcome signs the
Queensland housing sector is now lifting off the bottom, following prolonged weakness seen in
the South east of the state. Last decade, leading up to the financial crisis, the state experienced
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rapid growth in house prices and construction fuelled by relatively easy access to credit. The
tightening of credit conditions following the financial crisis in 2008 hit the region, where prices fell
and construction slowed down significantly. After growing at an annual average pace of 12%
between 2002 and the peak in late 2009, dwelling prices in Brisbane fell and remain around 5%
below their peak. However, more recent data show residential housing strengthening in
Queensland, with building approvals rising at the fastest pace in the country and house prices
strengthening, which will support economic growth in the state over the next year (Charts 10 and
11).
Chart 9: Australian PCI by Sector

Source: PCI

Chart 10: Brisbane house prices (year-ended percentage change)

Source: ABS Cat 6416.0 Residential Property Price Indexes, December 2013
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Chart 11: Queensland Total Residential Building Approvals

Source: ABS Cat. 8731.0 Building Approvals, Australia, Dec 2013
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Table 7: Queensland Summary Statistics
Queensland
Quarterly data
Activity

Decade
ave.
(20042013)

Mar-13

Jun-13

Sep-13

Dec-13

Mar-14

Ranking
*

State final demand (cvm; % p.a.)

5.0

2.5

1.2

1.8

0.6

-

6

Private capital expenditure (cvm; % p.a.)

7.9

6.9

5.0

3.6

-1.4

-

4

Residential building approvals (cvm; % p.a.)

0.4

12.4

0.6

20.0

46.3

-

1

Retail turnover (cvm; % p.a.)

3.9

3.5

2.9

3.8

3.4

-

4

International exports (cvm; % p.a.)

3.9

2.4

15.6

16.4

2.8

-

2

Employment growth (% p.a.)

3.2

0.5

0.3

1.2

1.7

1.4

2

Unemployment rate (% s.a.)

5.3

5.7

5.9

5.8

5.8

6.1

3

Participation rate (% s.a.)

66.5

66.0

65.7

65.9

65.8

65.9

2

Labour Market^

-

1.1

1.2

1.1

1.3

-

2

4.1

2.6

2.7

0.6

3.2

-

3

Labour price index (% p.a.)

3.8

3.1

2.8

2.7

2.5

-

3

Brisbane CPI headline (% p.a.)

2.9

2.1

2.0

2.2

2.6

3.1

1

Brisbane house prices (% p.a.)

5.8

1.5

3.4

4.0

6.0

-

4

2010

2011

2012

2013

2014

Job vacancies per employee
Industrial disputes (days lost per 1000 employees)#'

Prices and wages

Annual data

Gross state product (% p.a.)

4.0

1.3

0.9

4.4

3.6

-

2

Mining (% p.a.)

3.0

8.0

-10.5

4.0

8.0

-

2

Manufacturing (% p.a.)

0.1

-4.4

-2.1

3.0

0.4

-

2

Services (% p.a.)

4.2

1.0

1.0

3.8

3.0

-

2

Construction (% p.a.)

6.1

-1.4

8.3

10.9

0.4

-

3

Household income (% p.a.; current prices)

8.2

3.2

4.1

4.8

3.5

-

3

Population (% p.a.)

2.2

1.8

1.6

2.0

1.9

-

2

* 1 = The highest level or growth rate in the latest period; excludes NT & ACT
^ average of monthly readings
# sample series truncated by ABS so no decade average available

Sources: various ABS publications
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Part II: Policy Recommendations
Policy recommendations for the 2014-15 Budget are broadly defined into lifting competitiveness
through reduced cost, and raising productivity through building the state’s productive capacity
through more skills and infrastructure.

Current Business Priorities
A recent Ai Group survey of business focused on the Federal Budget found the top three priorities
for Queensland business are reducing the company tax rate (35%), lifting investment in
infrastructure (26%) and bringing the budget back to balance over the next 5 years (26%). Whilst
not directly relevant to the State budget process the results give a good broad indication of
current priorities for QLD business and industry.
Nationally, 68% of businesses identified infrastructure investment as one of their top 3 priorities,
whilst 70% identified lowering the company tax rate and 39% identified increased spending on
training and apprentices as one of their top 3 priorities. Although businesses appreciate the
importance of budget discipline, in the face of below trend domestic economic growth and the
need for investment in infrastructure, rapid fiscal consolidation come a clear last for Australian
businesses – only 6% ranked this as their first priority (23% felt a medium-term return to surplus
over five years, was however their top priority).
Context behind Ai Group’s specific recommendations outlined on pages 5 and 6 follows:

Increasing business competitiveness
Queensland has traditionally held a prized position as the low cost place to do business in
Australia. The resources boom, the work of other states in reducing the cost burden for industry,
and the effects of globalisation, have seriously eroded Queensland’s advantages. Unnecessary
regulatory burdens cost time and money and, for businesses, are a productivity-sapping diversion
of effort. Since coming to power in March 2012, the Queensland government has shown a strong
commitment to reducing business costs through large sustained programs of red and green tape
reduction around environmental licensing and major reforms to the planning system. Anecdotal
evidence gathered from businesses large and small around the State suggests recent changes to
the QLD Workers Compensation system, introduced by government in late 2013, have also been
extremely beneficial for QLD business. These, and other much needed red tape reduction
initiatives have been warmly welcomed by industry however, there is more to be done to reduce
costs and boost competitiveness as discussed below.

2.1 Regulatory compliance and costs
Australian businesses face high and growing regulatory burdens that are heavier than other
countries, placing us at a competitive disadvantage.
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While the Queensland Government’s commitment and progress towards its 20 per cent red tape
reduction target by 2018 (4 per cent achieved by March 2013), has been encouraging, ongoing
action and strong vigilance will be needed across government into the future.
Government’s current quarterly “Report Cards on Red Tape Reduction”, “Database of red tape
reduction initiatives”, hosted by Queensland Treasury and Trade, and the QLD Competition
Authority Office of Best Practice Regulation’s Annual Report on Reducing the Burden of QLD
Regulation are particularly welcomed as beneficial tools to track any further net decline in
regulatory burden over time.
Despite progress to date research indicates Queensland businesses face a high regulatory burden,
with around 40% spending more than six hours a week meeting regulatory requirements in 2013,
and 12% spending more than 20 hours a week.
A recent survey of regulation conducted by Ai Group, found that Queensland businesses have the
highest degree of reported regulatory burden from industrial relations and OH&S among all states
(Chart X). Almost all CEOS surveyed (96%) estimated these areas impose a medium to high cost on
their business in 2014.
Payroll and other state taxes were also highlighted by 87% of Queensland businesses as a major
cost concern for 2014. In particular, 57% of CEOs in Queensland estimate the relevant costs of
compliance to be high in 2014.
Regulations around environment, energy and waste are expected to affect over half (52% citing it
as a medium to high cost) of businesses in Queensland. Fewer Queensland CEOs face costs due to
safety standards (45% citing it as a medium to high cost), infrastructure and planning (43%) and
competition and fair trading (36%).
To date much of government’s focus has been around the “four pillars”. Ai Group would welcome
an expanded focus including on manufacturing – a sector that continues to contribute to
significant employment growth in Queensland. In Ai Group’s recent survey one in 10
manufacturers nominated ‘government regulatory burden’ as one of their “top 3” inhibitors to
growth. With 85% of manufacturers identifying “industrial relations, employment, workcover, and
OH&S” as most likely to impose medium or high costs on the business in 2014, with 43% of CEOs
expecting associated costs to be high.
Regulations around environment, energy and waste were a medium to high cost for over half
(55%) of manufacturers in 2014.
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Chart 12: Queensland regulatory burden

Source: Ai Group

It is pleasing to see the QLD government has recognised the important role of public service
culture in reducing the regulatory burden on business – through improved regulator engagement
with business, although there are still areas where improvement is needed. Government’s
business and industry portal (http://www.business.qld.gov.au/) is also welcomed as a much
needed mechanism to simplify and streamline business and industry interaction with government.
Ai Group welcomes the recent announcement (in the COAG Communique of 13 December 2013)
by the Council of Australian Governments of a major focus on reducing red and green tape. And
specifically that:


The governments all agreed to work in their own jurisdictions to improve regulation and
remove unnecessary red tape:



They also agreed to work bilaterally to implement ‘one-stop-shops’ for environmental
approvals in their states and territories; and.



That COAG will work together on reducing red tape in the four areas of manufacturing, higher
education, early childhood and ‘end-to-end’ regulation of small businesses, with each state to
target specific small business sectors.

There are a number of actions the Queensland Government can take to further address business
regulatory compliance costs:


Reduce the frequency of business regulatory reporting requirements to a minimum and
establish reliable electronic and web-based regulatory reporting for businesses.
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Minimise the required number of approvals needed for projects and execute approval
processes concurrently.



Integrate and rationalise approvals for all projects by creating an approvals committee with
the authority to issue all relevant approvals.



Work with local government to reduce duplication of regulation across local government
boundaries (planning regulations for example) and across state borders (for example the
payroll tax harmonisation process through COAG is not yet operational).



The Queensland Government also needs to consider how regulatory agencies interact with the
business community with respect to regulatory changes and proposals. Consultation is crucial
and should continue but governments need to invest in more efficient and less onerous
consultation processes which do not impose an additional burden on businesses. Incorporating
a ‘consultation’ regulation impact statement in the regulation making process as well as
monitoring and reporting on the quality of consultation are worth considering at all levels of
government.



Many Queensland businesses have operations in multiple states and face a number of
inconsistent reporting regimes. Queensland should continue to lead efforts to reduce the
burden of inconsistent reporting, particularly by advocating for, and facilitating, a single
national online reporting portal.
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2.2 Workplace Health and Safety
Ai Group and its members – both large and small – remain committed to a nationally harmonised
Occupational Health and Safety (OHS) system. Every day, Ai Group members operating across
state boundaries are frustrated by inconsistencies between state laws. While Ai Group does not
oppose any of the individual changes contemplated by the Work Health and Safety and Other
Legislation Amendment Bill 2014, Ai Group is concerned that the changes are represent a move
away from harmonised legislation at the Federal level. This is an issue of significant concern for Ai
Group and its members, particularly those companies that operate across State borders.

2.3 Energy costs
A reliable and affordable supply of energy is integral to the prosperity of Queensland. Yet over the
last several years energy has become increasingly costly. Ai Group strongly believes that the
budget process is an opportunity for the Government to make affordability, energy efficiency and
reliability an economic priority.
Energy Infrastructure and asset privatisation
Ai Group has previously urged the Government to privatise energy assets. This could benefit
energy users as well as helping fund new productive investments in infrastructure.
Sale of generation assets at a favourable price would be worthwhile. However, even greater
benefits can be achieved through the sale of network service providers (NSPs). Whereas publicallyowned generation assets already feel competitive pressure from the wholesale market, NSPs are
regulated monopolies where further operational gains are possible. Rising network costs,
particularly for capital investment, have been identified by Government and the Productivity
Commission as the single biggest contributor to the steep rise in prices experienced by
Queensland energy consumers.
Ai Group believes that a carefully considered sale of these assets could generate operational
efficiencies and productivity dividends. It would also remove the potential for public ownership to
distort incentives for capital investment, since the actual cost of capital to the state is well below
the commercial cost against which the regulator judges the appropriate return on investment. It
would also remove any perceived conflict between the Government’s role in the regulatory
system and its role as the owner of regulated companies. The experience of Victoria’s privatised
networks demonstrates that privatisation can deliver reliable service, and network costs in Victoria
are considerably lower than in Queensland (albeit for many reasons, including a more sensible
network planning framework).
The benefits of encouraging energy efficiency
In contrast to the steady growth in energy demand over previous decades, since 2009 demand has
steadily decreased. While this has many causes, not all of them positive, it has two welcome side
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effects for energy users. Weaker demand is helping to put downward pressure on wholesale
electricity prices now, and it is pushing back the need for new electricity generation capacity,
which will entail much higher prices when required. Ai Group would urge the Government to
maintain and expand its support for energy efficiency, including through existing programs. While
efficiency policies need careful scrutiny for net community benefits, they can benefit both direct
participants and energy users at large. Encouraging gas efficiency will be particularly important in
the near term, given the steep rise in prices and transitory market tightness that are resulting from
the growth of the export sector.
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Productivity Enhancement
2.7 Innovation Policy and Emerging Technology
Australian
globalised,
Innovation
industries.
markets.

businesses face increasing pressure to become more knowledge intensive and
to explore new business models and to foster high performance workplaces.
is a critical element in the task of lifting productivity in manufacturing and other
By innovating, businesses can gain a competitive lead or reach beyond existing

Lifting industrial innovation is largely dependent on the skills and efforts of business entrepreneurs
to create cultures in their organisations that are receptive to experimentation and change, and
that actively encourage the search for new avenues and activities. However, governments have
important roles to play in setting the appropriate framework to facilitate and encourage business
innovation.
That said governments also have important roles to play in setting the right framework: in
ensuring that appropriate incentives are in place that do not deter risk-taking and investment and
that address market failures that would lead to under-investment by the private sector in research
and development; in maintaining intellectual property regimes that do not provide unwarranted
barriers to competition while setting appropriate rewards for investment; ensuring the rigour and
depth of early-stage capital markets and in ensuring that publicly-funded research is conducted
under institutional and incentive arrangements that facilitate collaboration between the private
and the public sectors.
The low level of collaboration between business and public sector research organisations in
Australia has led to extensive research efforts not translated into profitable products and services
and the development of new products by businesses that do not fully leverage on the most
advance technological know-how in the respective fields to gain competitive advantage. Ai Group
has a long standing commitment to deepening the link between researchers and business and in
this context, we welcome the potential presented by the $4.25m Accelerate Partnerships program
and the $1.25m Accelerate Ideas program announced by government as part of the government’s
Science and Innovation Action Plan and Investment Framework. Programs such as the proposed
government industry partnership initiative “Collaborate to Innovate” is also welcomed as an
important step in the right direction.
Ai Group commends the Queensland Government for highlighting innovation including the need
to build “centres of excellence” across the state, proposed in the draft Queensland Plan.
Meaningful funding and well-targeted government programs will can ensure these goals are met.
Highlighting the need to encourage venture capital financing is also a worthy goal which the
Government should embark upon.
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In addition to investing in business innovation capability, government should give consideration to
funding support for businesses to leverage emerging technologies, particularly, forthcoming
broadband technologies. Such a program would support innovation by assisting the business
community to understand and fully utilise emerging technologies to their competitive advantage.
The latest World Economic Forum Global Information Technology Report shows that Australia’s
relative competitiveness in leveraging information and communications (ICT) technologies has
deteriorated since 2004, slipping from a peak of 9th in 2004 to only 18th in 2014 – the same ranking
as 2013. Although Australia’s Networked Readiness Index (NRI), which measures its capability to
use ICT to boost competitiveness and wellbeing, actually improved slightly after 2007, a number of
other countries experienced greater improvement over this period. As a result, Australia’s relative
competitiveness with regard to our capability to leverage ICT has deteriorated. Particularly
disturbing was Australia’s rank of 19th in the Usage sub-index down from a peak of 11th in 2008.
This indicator assesses the efforts of individuals, businesses and government to increase their
capacity to use ICTs, as well as their actual use of ICTs in their day to day activities.
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2.5 Infrastructure investment
Infrastructure investment is a critical component of the productivity prescription necessary to
underpin future economic growth, along with other productivity levers including innovation and
skills and training. An April 2014 Ai Group survey of business found 73% of QLD businesses
identified infrastructure investment as one of their top 3 priorities with 26% identifying it as the
number one priority for business and industry in Queensland. Nationally, 68% of businesses
identified infrastructure investment as one of their top 3 priorities.
Ai Group believes that the success of industry and the Queensland economy as a whole is
dependent on the provision of high-quality infrastructure. Ai Group has been consistent in its calls
across various inquiries and state budgets for the need for more infrastructure in Australia so
industry can produce at a competitive cost and access Asian markets. Timing of infrastructure
delivery is also key – smoothing out the peaks of troughs in the infrastructure pipeline will not only
support greater construction sector sustainability, it will also decrease the cost of projects – often
inflated when multiple major projects are delivered concurrently due to high demand for scarce
resources.
A unique opportunity exists over the next few years to put in place a program of infrastructure
renewal, timed to phase in as the investment boom in mining-related infrastructure construction
winds down. Even at a time when governments are facing acute budget constraints, sustained and
strategic infrastructure investment is essential if governments are to avoid storing up a costly
backlog of projects for the future. Continued investment in well planned infrastructure is key to
maintaining productivity. Long term infrastructure deficits pose very significant issues for the
broader economy and a forward pipeline of major infrastructure projects should be maintained,
underpinned by robust State-wide infrastructure planning based on a framework of statutory
regional plans.
In recent years we have seen the Productivity Commission, Infrastructure Australia and the Energy
White Paper all calling on Australia’s governments to take action on asset sales, catalysts of
increased efficiency, productivity and innovation. In Queensland, brownfields infrastructure assets
owned by State Governments could be sold to help finance new investments that might in turn be
offered for sale once they are established. Such “asset recycling” is not only a sensible use of the
government’s balance sheet within a fiscally-constrained environment, it will also attract federal
funding that can benefit the state.
In this regard, Ai Group welcomes government’s recent dialogue with Queenslanders on asset
sales and calls on the Queensland Government to investigate on a case by case basis, and
undertake where appropriate, asset sales that will deliver increased competition or improved
efficiency in asset management. Funds generated from the sale of assets should be used either to
pay down debt or - invest in new high quality productivity lifting infrastructure projects that meet
rigorous cost-benefit analysis as outlined above. Not only will this boost the State’s overall

31

Ai Group Statement to the Queensland Government for the 2014-15 Budget

productivity, it will provide a healthy pipeline of projects that will provide certainty and
opportunity for local business as the mining investment boom continues to fade.
Further to this, Federal Treasurer Joe Hockey announced in late March following a meeting with
state Treasurers that the Federal Government would include an “asset recycling pool” in the
Federal Budget that would provide funding to states that privatise existing infrastructure and use
the proceeds to invest in new infrastructure. The Federal Government will provide 15 per cent, an
additional 15 per cent of the asset sale value from the States to the States, if they agree to use the
proceeds for new productive infrastructure investments above and beyond what they have
already committed to. Given the high public ownership of assets in Queensland, the state can
benefit greatly by this announcement, but it will require the Government to encourage a sensible
discussion on asset sales. This needs to be within the time frame set by the Federal Government,
which has said it will only be open for two years until June 2016.
In order to ensure the taxpayer gets value for money, and the public remain supportive of large
scale infrastructure investment, it is vital that the Government use Infrastructure Queensland to
undertake rigorous cost benefit analysis of suggested projects. They should prioritise the
investigation of new infrastructure funding models to support a proactive and integrated State
infrastructure program into the future and prioritise delivery of the Bus and Train (BaT) project
which, inter alia, will deliver critical rail capacity in the State post-2016.
Government also needs to continue to progress reductions in government expenditure to allow it
to reprioritise spending towards productivity enhancing investments. By this we mean investing in
roads, rail, ports and social (but economic growth-boosting) infrastructure like schools and
hospitals. These are some of our best buffers against the rising competitiveness gap facing
Australian industry as it battles global headwinds and the ongoing strength of the dollar.
Other key infrastructure issues include the need for ongoing monitoring of industrial land
availability and affordability in Queensland - critical to a healthy Queensland economy. Decisive
action must be taken where necessary to address bottlenecks and overcome shortages. Vigilance
will also be required to ensure adequate housing is made available. A close watch must be kept on
the future stock of housing in the state, with decisive action where necessary to ensure that access
to housing is an achievable goal for all Queenslanders.
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2.6 Education and Training Reform
The demand for skilled workers, now and into the future, will continue to be a critical issue for
business, the Government, and the broader economy. Boosting the skills and creativity of
Queensland’s workforce is central to lifting productivity. Ai Group welcomes the Newman
Government’s VET sector reform approach and commends the formation of the Ministerial
Industry Commission. There is little doubt that the current VET system reforms will drive
efficiencies in the sector. In addition to the current reforms however there are number critical
areas which require further attention.
The Ministerial Industry Commission’s Annual Skills Priority Report gives industry a voice and
ensures that future funding priorities will be industry led. These reforms including contestable
funding, however urgent and essential, should not threaten the existence of TAFE and the reform
outcomes must ensure that a sustainable high quality public provider remains. Funding models
should also be expanded to better support higher level qualifications from Cert IV through to
Advanced Diploma and pathways to tertiary education.
Apprenticeship commencements this year are significantly down. The apprenticeship system
needs to better align to workforce needs and duplication and administrative complexity should be
removed. Recent Award changes have resulted in significant pay rises to apprentices and a
weakening of employer rights in relation to determining the judgment of competency of an
apprentice. The training system reform agenda must continue to support industry confidence in
the system and employer engagement.
A strong, highly skilled economy needs to be underpinned by a first class schooling system. The
shift towards a world class education system will require a rise in the capacity of the teaching
profession. The performance of all levels of our education and training system would benefit from
lifting the quality of outcomes and learning by making them more relevant to the dynamic
requirements of industry, government and other employers. Significant improvements are also
required in regards to literacy and numeracy outcomes. Research indicates that 44% of Australians
aged 15-74 had literacy skills below level 3 and that 55% had numeracy skills below level 3 1.
Queensland skilling funding priorities must address this issue and provide practical support to
those who enter the training system at any level. This support should expand to include existing
workers, new entrants and the delivery of employer nominated skill sets. Recognition of these
needs as a key priority of the draft Queensland Plan is accordingly timely, especially given the
more recent decision by the Federal government terminate the Workplace English Language and
Literacy Program (WELL).
Ai Group has previously drawn attention to an unacceptably low level of participation by
secondary school student in Science, Technology, Engineering and Mathematics (STEM) related

1

The Australian Industry Group, Getting it Right: Foundation Skills for the Workforce, October 2013.
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areas of knowledge and skills.2 Ai Group is concerned that declining interest in STEM courses in
senior secondary certificates poses an immense challenge to current skills shortages in
engineering profession, technicians and para-professional occupations and to securing Australia’s
future manufacturing skills base, as these subjects often serve as prerequisites to most trades and
university science and engineering courses.
VET in schools can play a critical role in providing pathways for the development of skills in
demand however the program, after some early successes, is now beset with a range of
problems.2 Most importantly, many employers have lost confidence in the quality of outcomes.
The current system has incrementally evolved over an extended period of time and a
comprehensive review is now necessary in order to ensure that this valuable strategy is well
placed to support the skilling need of Queensland into the future. School-industry partnerships are
also languishing and both parties need to increase their effort to establish these for mutual
benefit.3

2
3

Australian Industry Group, Making Sense: A business perspective on school reform, June 2013.
Ibid
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2.8 Government procurement policy
The State Government can and must do more to ensure that local procurement is promoted in
each individual stage of contracting out the supply, fit-out and maintenance of all equipment and
services. Ai Group does not seek preferential treatment of local businesses, but rather seeks to
ensure that Queensland businesses are given the same opportunity to government contracts.
Importantly, Ai Group believes there are a number of areas where other improvements could be
made by the State Government that could benefit Queensland businesses.


A greater focus on value-for-money rather than initial cost procurement would benefit the
state. Ai Group has consistently argued for consideration to be given to the whole of life costs
of projects. Whole of life costs should include costs incurred by the purchaser from after-sales
service, regular maintenance and servicing, parts replacements and any machine down time. It
should also take into account supply risks, quality risks and reliability that may affect
production delivery times and/or these future costs. In many cases a holistic assessment of
these costs will show that for local businesses these total costs could be lower than for
overseas-based businesses because services could be rendered more quickly, more reliably
and replacement parts delivered more promptly.



Greater clarity, transparency and improvement of Processes. Department procurement
processes should be clear and transparent and be subject to ongoing improvement to reduce
costs of tendering and access for domestic suppliers, particularly small and medium sized
enterprises.



Full and Fair Access: Procurement processes should ensure local suppliers have full and fair
access to supply opportunities under direct government contracts and with prime contractors
for major projects. This includes consistency in relation to conformity with Australian
standards and no preferential treatment of offshore suppliers.



Full Opportunities for Local Suppliers: Queensland-based suppliers should have full
opportunity to compete for the provision of goods and services under government contracts
both directly and indirectly through supply to prime contractors. For major projects, prime
contractors and licence holders should ensure that local suppliers have full and fair access to
sub-contracting and supply arrangements.



Supporting Industry through Effective Planning and Communication: Large government
purchasing activities and major project plans should be developed in a transparent way to
ensure local industry is able to invest sufficiently to participate in major tenders.
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2.9 Boosting Exports
Ai Group commends the Queensland Government’s efforts in supporting exporters venture into
emerging markets, and urges the Government to continue and increase efforts in assisting
exporters across industries to ensure the state develops a broad and resilient economy not wholly
reliant on the resources sector. Queensland has a distinct advantage given existing infrastructure
and population centres in the north of the state which are close to the fastest growing economies
in the world.
Given the current challenging environment for exporters with the high exchange rate and
difficulties in obtaining credit the Queensland Government should proactively assist exporters by:


Continuing to fund more overseas trade missions for businesses across all industries and
business size, including smaller business and manufacturers that want to expand into overseas
markets, to participate and to facilitate co-funding exporters’ businesses trips overseas to
establish and/or increase contacts with overseas business partners. Such networks help to
increase the chances of smaller Queensland businesses being able to successfully break into
new overseas markets.



ensuring a continuation of targeted assistance for business participation in trade missions.



providing ongoing assistance for Queensland exporters beyond the initial assistance of
establishing export relationships. Further advice and support to help business further grow
exports would benefit the state.
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