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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 one 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
Dr. Peter Burn, Director of Public Policy
Ph: 02 9466 5503
Email: Peter.Burn@aigroup.asn.au
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Executive summary
Ai Group welcomes the opportunity to comment on the 2015-16 Federal Budget to be handed
down in May.
Ai Group proposes a 2015-16 Budget that provides a modest degree of fiscal stimulus in the
below-par conditions expected in the year ahead while also introducing measures to fortify the
national budgetary position over time. Stimulus measures should focus on improving investment
and productivity.
The central economic dilemma confronting the 2015-16 Federal Budget is between the very
important task of continuing to address Australia's longer-term fiscal vulnerabilities while
providing an appropriate level of fiscal stimulus given the current fragility of the domestic
economy.
There is no doubt that a degree of fiscal stimulus is appropriate at this time. Growth in GDP is
below trend; national income is flat in large part due to the sharp correction in commodity prices;
the pace of employment growth remains sluggish and unemployment and broader measures of
labour market underutilisation are heading higher. Further, the economy is struggling to rebalance
in the wake of declining investment in mining-related projects. A measure of well-directed fiscal
stimulus is called for on both these fronts.
Against this imperative, there clearly remains very important work to do to buttress the national
budget against the accumulating pressures of demography; the rising costs of health care; and the
erosion of our tax bases.
To its credit, in last year's budget the Government attempted to introduce measures, mainly on
the expenditure side of the budget that had the potential to make very substantial headway in this
critical task of longer-term fiscal fortification. Many of these measures have, however, lapsed or
appear to have a low prospect of passage through the current Parliament. Further, many failed to
attract the backing of the broader community.
While the task of fiscal strengthening is undoubtedly a very difficult one politically, Ai Group urges
the Government to continue to develop and present the policies that will help strengthen and
build the resilience of our national finances over coming years. We also urge the Opposition and
other members of the parliament to engage in a rigorous consideration of the policy steps
required to address the accumulating longer-term pressures on the budget. Our national leaders
should not hide from these realities and nor should we put on hold efforts to build understanding
in the broader community that we should not leave to subsequent generations a task that will only
become more difficult if left until later.
One of the reasons we should fortify our fiscal position is to ensure we have the leeway to provide
appropriate budgetary stimulus when macroeconomic conditions call for it. We should never be in
the position where we cannot provide a degree of stimulus to assist a recovery in growth, or in
more dire circumstances, where we are unable to prime the fiscal pumps to prevent a financial
crisis or some other external shock turning into a more general rout. Fortunately, Australia's fiscal
position is still sufficiently robust to permit the modest stimulus that is appropriate in the
circumstances we are likely to face in 2015-16.
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Ai Group proposes measures that will serve two purposes. Measures should add to near-term
domestic demand and should contribute to the improvements in productivity that are needed for
an acceleration of the rebalancing of the domestic economy. Encouraging broader growth will
require not just a lift in aggregate growth but also the strengthening of those trade-exposed
sectors of the economy that have been squeezed by the high exchange rates that have prevailed
over recent years. The recent depreciation in the dollar will be helpful to an extent, but we also
need to lift productivity across the board to restore the competitiveness of Australian businesses
and the efficiency and diversity of the economy.
In particular we advocate retaining, expanding or introducing a number of initiatives to boost
workforce skills; incentives to invest; business capabilities; the capacity to innovate and the ability
to access world markets.
We also propose a range of measures in infrastructure; taxation; energy; the environment; and
the defence sector.
This Submission also notes the importance of non-budgetary policy areas that are also critical to
improved productivity and competitiveness. Most notably there is a pressing need to improve
workplace relations arrangements to permit businesses access to the flexibilities needed to
innovate; to lift workforce participation; and to provide opportunities for people discouraged from
participating in the labour force.
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Summary of Recommendations
Ai Group takes the view that the transformational processes at work in Australia need to be
complemented with investments in the longer-term drivers of business productivity.

Taxation
•

The Government should deliver the corporate tax cut flagged in 2014-15 Budget. The
announced policy of the Government is for this rate reduction to apply to all companies. A
1.5 percentage point reduction in the company tax rate for all businesses from July 1 will
increase investment, innovation and productivity. It will lift the pace of employment creation
and real wages growth.

•

We also applaud the Government for its decision not to proceed with the Paid Parental
Leave scheme. Clearly, given the benefits for such tax reform for all, it also makes sense that
the 1.5% levy on larger businesses should not proceed.

•

The introduction of a period of accelerated depreciation for investments in plant and
equipment and a lift in the small business instant asset write-off facility to $6,000 would
boost incentives to invest at a time when the economy so clearly needs to lift business
investment.

•

Australia clearly needs broad taxation reform, which goes beyond the current Budget. Ai
Group supports the Government's proposed nothing-off-the-table review of Australia's
taxation arrangements. We recognise the timing of this review and the implementation of its
recommendations extend well beyond the timeframe of the 2015-16 Budget.

Skills, Education and Training
Ai Groups stresses the importance for the Government to pursue the recommendations in the
following areas.
On Science, Technology, Engineering and Maths:
•

develop and effectively resource a national STEM skills strategy in conjunction with industry;

•

the national STEM skills strategy needs to include measures to increase participation in all
sectors culminating in a higher representation of STEM skills in the workforce;

•

implement national co-ordination of Work Integrated Learning for STEM undergraduates in
concert with industry and Universities Australia; and

•

implement measures to increase the level of numeracy skills for participants in the VET
sector as a precursor to lifting STEM skills participation in that sector.

On collaboration with industry:
•

The National Foundation Skills Strategy needs to be provided with a sufficient budget to
support a national awareness campaign developed and implemented in consultation with
industry and other key stakeholders.
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•

Subject to the proposed evaluation, the National Foundation Skills Strategy Project focused
on employer workforce champions needs to be supported and expanded to reach more
employers.

•

The Government, in concert with the Ai Group, implement a national information campaign
to distribute return on investment outcomes of participation in workplace Language,
Literacy and Numeracy (LLN) programs to employers.

•

The Government commence discussions with industry and other appropriate stakeholders
about the development of a new workplace LLN program.

On apprenticeships, we recommend the Government:
•

continue to fund the work to achieve full national consistency for all apprenticeships across
Australia, including consideration of an oversight body to ensure programs and
arrangements meet occupational needs;

•

develop strategies, including funding support, aimed at increasing levels of interest by young
people in apprenticeships as a career and pathway, and developing improved frameworks
for pre-apprenticeship and pathway programs;

•

address non-completion by apprentices, by monitoring the new Apprenticeship Support
Network arrangements and developing focused initiatives that address the issues
apprentices and employers face, including reasons for non-completion by apprentices in
order to improve outcomes; and

•

support programs that build the capability of training providers to implement competency
based progression for their apprentices, in consultation with employers.

On improving the culture of innovation in the education sector, Ai Group asks the Government
to:
•

support increased and earlier exposure to businesses by the future workforce, through a
funded program of collaboration between schools, academic institutions and business;

•

provide funding for practical leadership research into cultural barriers that exist to
leadership and Australia’s ability to innovate, together with appropriate development
frameworks that allow organisations to build capability relating to an organisation’s
operating environment; and

•

advocate and support further reform in the education sector as it relates to management
education.

On the university system, Ai Group asks the Government to:
•

establish funding stability for higher education to enable greater facilitation of industry –
university collaboration;

•

develop measures to encourage increased participation by undergraduate students in STEMrelated disciplines; and

•

support measures to enable the national co-ordination by industry and Universities Australia
of Work Integrated Learning for undergraduate students to contribute to their work
readiness.
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On the school system:
•

Ai Group supports a review of implementation issues for VET in Schools across all
jurisdictions.

•

We ask the Government to develop and fund major initiatives to lift school sector literacy
and numeracy achievement in conjunction with States and Territories.

•

We also call on the Government to support a range of measures in conjunction with the
States and Territories designed to improve the capability of the teaching profession in
general, and in particular, to expand the pool of qualified teachers in mathematics and
science.

Trade
Ai Group believes:
•

Australian businesses’ access to world markets is central to the rebalancing needed in the
economy. Governments should ensure trade is in focus when all policy decisions are made in
areas like infrastructure investment, improving skills, industrial relations, reducing regulatory
burdens on business and so on.

•

Austrade needs to take a more proactive role to ensure Australian businesses are aware of
and are able to benefit from the opportunities the Free Trade Agreements bring to
Australian businesses. This will involve better coordination with state trade offices, and
more proactive and business-focused engagement by Austrade.

•

Export Market Development Grant scheme is currently subject to a review, and Ai Group
believes this is a worthy program that should be maintained, but with ongoing refinements
to ensure the program remains relevant and effective.

Business Innovation and Capability
•

We support, and are consulting the Government regarding the implementation of its
Industry Innovation and Competitiveness agenda, including the commitment to five Industry
Growth Centres.

•

Government policy should encourage investment in innovation. The Government should
reconsider the planned, further restrictions on access to the R&D Tax Incentive.

•

We welcome and are part of consultations on measures to encourage strong collaboration
among businesses and between businesses and researchers.
-

We would like to see the overall level of commitment to collaboration
maintained, while ensuring programs deliver the best value for money. In this
context, we believe the decision to review and reform the Cooperative Research
Centres Program is sensible; and

-

We strongly urge the Government to maintain its level of commitment to the
Entrepreneurs Infrastructure Programme (EIP), its flagship initiative to improve
business competitiveness and productivity at the firm level.
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Environment and Energy Policy
•

The Budget should include an initiative to help small and medium sized businesses access
detailed and tailored information on their energy efficiency options. Energy cost pressures
remain serious and efficiency is a long term strategic priority.

•

The continuation of the Australian Renewable Energy Agency, the Clean Energy Finance
Corporation and the Climate Change Authority should be reflected in the Budget.

Immigration
We recommend the Government:
•

increases the migration planning level in 2015-16 from 190,000 to 220,000; and

•

increases the proportion of the migration program that is devoted to skilled migration and
tighten the focus on demand-driven skilled migration.

Defence Industry
We recommend that the Government:
•

provide ongoing, properly allocated funding to Defence. Doing so will enable the ADF to
meet its many operational responsibilities, including continued, successful border
protection;

•

offer budget certainty on plans relating to acquiring major new and upgraded equipment for
the Australian Defence Force; and

•

continue to build greater confidence to Australian defence industry including through
ongoing support for vital programs such as the Skilling Australian Defence Industry and
Global Supply Chain programs.

Infrastructure
•

Ai Group welcomes the Government’s focus on infrastructure and encourages the
Government to ensure existing commitments are met in the coming years.

•

The Abbott Government together with state governments should adhere to transparent and
rigorous selection processes for all federally-funded projects. This includes being open to all
types of infrastructure, be it road or rail or ports. Sound selection processes will bring clarity
and certainty to infrastructure.

•

Ai Group supports the Government’s Asset Recycling scheme and believes the Federal
Government can play a role in articulating the benefits of privatisation to the electorate.

•

The Federal Government can encourage state governments to ensure that tendering costs
are minimised to ensure the best use of taxpayer funds.
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The Economic Context
Australia has the enviable record of 23 years of economic expansion without a technical recession,
but in recent years the economy has been lacking any momentum and drifting below-trend. This
funk is likely to continue with official and market forecasters both forecasting below-trend growth
continuing through 2015. Ai Group believes the 2015-16 Federal Budget should be framed with
the lacklustre economic outlook front of mind.

The Economy in 2014
The Australian economy continued to drift at a below-trend pace over 2014 as it did in the
previous two years (Chart 1). The most recent GDP figures, for the September quarter 2014,
showed GDP expanded by just 0.3% in the September quarter and by 2.7% over the year in
inflation-adjusted terms. This was the eighth quarter when annual growth clocked below the
Reserve Bank of Australia’s estimate of long-run potential growth.
Falls in Australia’s terms of trade have flowed through to weaker income growth. The September
2014 National Accounts data showed nominal GDP, the measure most relevant for government
finances, recorded its first quarterly decline, a 0.1% drop, since June 2009. Over the past year,
nominal GDP rose by 2.7%, with profits particularly weak, growing by just 2.1% over the past year.
Wages have grown by 3.1%.

Chart 1 – Australian real GDP growth during the Mining Boom

Source: ABS

Exports made a large contribution to growth over the year to September, as heavy investments in
resource projects become productive. Dwelling investment strengthened, propelled by low
interest rates and rising housing prices. Household consumption picked up through the first three
quarters of 2014 relative to the weakness seen in 2013 although growth remains well below the
rates seen before 2008 where it is unlikely to return. Business investment continued to weak,
declining as non-mining businesses remain hesitant to increase their investment and mining
investment in engineering has been declining. Within the components of business investment,
engineering investment declined 16.3% over the year, and machinery and equipment was down
0.3%. Building investment was strong.
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Troublingly, growth has be on a downtrend since 2003 in spite of the once in a generation boost to
the economy from the mining boom (which began in 2002-3, interrupted in 2008 and 2009 by the
financial crisis, before resuming in 2010). Clearly the weakness seen in the aftermath of the global
financial crisis contributes to the downtrend but what is concerning is that growth has spent a
significant period below trend rate of around 3.25% annual growth throughout the period.
The picture has been even starker in domestic activity once the boost from exports is disregarded.
Domestic final demand which abstracts from trade, has averaged an annual growth rate of just
0.8% in inflation-adjusted terms since March 2013.

Chart 2 – Australian GDP Growth

Source: ABS

By industry, the mining sector expanded by 9.5% over the year to September and made the
second largest contribution to GDP (Table 1). This owed to rising resource exports even as
engineering investment slowed, which kept the growth of mining activity high.
The country’s largest industry, the finance and insurance sector, together with together with the
residential building construction and rental and real estate sectors have benefitted from low
interest rates over the past year which kicked off a home building boom.
The manufacturing sector contracted by 1.2% over the year to September, continuing weakness
seen since 2009. However, some sectors, particularly the largest sector, food, beverage and
tobacco products, have been strong. Wood and paper products have been boosted by residential
construction upswing. On the other hand, printing and recorded media remained in a structural
decline, while machinery and equipment sector has been hit by weakness in capital expenditure
across the economy.
The construction sector has seen mixed blessings. Together with slowing mining projects, there
has also been a drop in public sector infrastructure investment, dropping 19.9% over the year to
September. Commercial building construction has also been weak in late 2014. But residential
building construction experienced its strongest period of growth since the early 2000s.
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Despite soft income growth, discretionary spending sectors like food and accommodation and IT,
media and technology fared well from low interest rates together with the shift in household
consumption to a greater share of services. Retail trade remained the causality of the declining
share in household spending being spent on goods.

Table 1 – GDP Growth by Industry

Source: ABS

Table 2 – Manufacturing Industry Growth

Source: ABS

Labour market weakness continued in 2014 with the unemployment rate posting its fourth
consecutive year of increase and employment growth was anemic. The trend unemployment rate
ended the year at 6.2% in December 2014, having crept higher from 5.9% rate seen in December
2013. The unemployment has steadily edged higher since its most recent low was 4.9% seen in
March 2011.
Weak employment growth was behind the rising unemployment rate, with the number of jobs
growing by 1.4% over the past year, compared to decade-average growth of 1.9%. The
participation rate was steady through 2014 at a relatively low rate at 64.75%, band the overall
employment-to-population ratio sat at 60.8%, close to the lowest level of worker engagement
since 2005.
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Chart 3 – Unemployment rate by state

Source: ABS Cat 6202

The Economic Outlook for 2015
In 2015, the Australian economy is set to expand at a below-trend pace against a backdrop of
ongoing uncertainty in the global economy.
The Global Outlook
The International Monetary Fund released its latest forecasts in its World Economic Outlook
report in January, where global growth projections for 2015 were revised down slightly. Global
growth is forecast to rise moderately from 3.3% in 2014 to 3.5% in 2015 and 3.7% in 2016 (all in
year-average terms).
The IMF sees new factors supporting growth—lower oil prices, but also depreciation of euro and
yen—as more than offset by persistent negative forces, including the lingering legacies of the crisis
and lower potential growth in many countries.
In advanced economies, growth is projected to rise to 2.4% in both 2015 and 2016. Within this
broadly unchanged outlook, however, is the increasing divergence between the United States, on
the one hand, and the euro area and Japan, on the other. For 2015, the US economic growth has
been revised up to 3.6%, largely due to more robust private domestic demand as the recovery
there is well underway. In contrast, weaker investment prospects weigh on the euro area growth
outlook, which has been revised down to 1.2%, despite the support from lower oil prices, further
monetary policy easing, a more neutral fiscal policy stance, and the recent euro depreciation.
In emerging market and developing economies, growth is projected to remain broadly stable at
4.3% in 2015 and to increase to 4.7% in 2016 — a weaker pace than forecast in the
October 2014 WEO. Growth in China has been marked down to below 7% as investment growth
has slowed and is expected to moderate further. Chinese authorities are now expected to put
greater weight on reducing vulnerabilities from recent rapid credit and investment growth and
hence the forecast assumes less of a policy response to the underlying moderation. This lower
growth, however, is affecting the rest of Asia.
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The Australian Outlook
In its quarterly Statement on Monetary Policy update released earlier in November, the RBA
forecast Australia’s trading partners’ economies to grow at a little above the long-run average of
4% in 2014 and 2015. This is faster than the world output given the composition of Australia’s
trading partners is weighted heavily towards the faster-growing Asia region.
Domestically, both the RBA and Treasury are forecasting Australian GDP growth to track below
trend through 2015. The RBA predicts growth will remain in a below-trend range of between 2-3%
through the first half of the year before strengthening in the second half to around trend. Growth
is forecast to pick up in 2016. In the December Budget Update, Treasury forecast Australia’s
economic growth is predicted to be a below-trend 2.5% this financial year, before recovering to
3% in 2015-16 and 3.5% in the years after that. These real gross domestic figures are the same as
predicted in the May budget, but nominal GDP is forecast to be just 1.5% in 2014-15 reflecting the
terms of trade before recovering 4.5% in 2015-16, then to 5.5% in 2016-17.
Treasury forecasts the unemployment rate will reach 6.5% in 2014-15 – its highest level since
June 2002 – before gradually declining to 6% and 5.75% in the following two financial years.
However, job vacancy data, which is a leading indicator of employment growth, points to some
strengthening in employment growth in the months ahead though it is unclear if it will be enough
to bring the unemployment rate down.
Low interest rates appear likely to be a support for the economy through 2015 with Reserve Bank
Governor Glenn Stevens commenting in late 2014 that a period of stable interest rates would give
“a message of stability and predictability” that would be “conducive to confidence”. The
consensus view among market economists is the RBA Board will begin tightening monetary policy
with a rate rise in late 2015 or early 2016.
The path of interest rates over the coming year will depend heavily upon movements in the
Australian dollar. The dollar depreciated by almost 10% against the US dollar in 2014, with most
of the fall taking place from September through until the end of the year. The depreciation against
the Trade Weighted Index, which is a basket of major trading partner currencies, was 4%, owing
mostly to falls in the yen and the euro. Governor Glenn Stevens commented in late 2014 that his
preference was for the currency to fall to US75c in 2015, which would be in line with its long-run
average. Central bank moves on interest rates across the world will be the determining factor
here.
The ABS Capital Expenditure Survey gives an indication of the pace of business investment in the
quarters ahead. In the most recent data release, the ABS data also contained the fourth survey
estimate of businesses’ planned investment over 2014-15. The estimate suggests a 6.4% annual
decline in nominal investment in 2014-15 (Table 3).
The mining sector, which currently accounts for around half of all capital expenditure in Australia,
will continue to pullback on investment in 2014-15 with investment expected to be 15.8% lower
over the year.
Total non-mining investment is expected to increase in 2014-15 rising by 4.9%. The construction,
finance and property services are all slated for strong business investment over the next three
quarters, evidence that low interest rates are flowing through to the economy and boosting
14
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activity. However, manufacturing sector is expected to pull back on investment by 13.8% over the
year. But it is worth noting these are only estimates, and an improvement in confidence or boost
to activity from the depreciation in the dollar could lead businesses to lift investment intentions.

Table 3: Investment intentions by sector and type

Source: ABS

Residential construction should remain one of the economy's good news stories in 2015
supported by low interest rates and pent-up demand for new housing. Commonwealth Bank
economists forecast dwelling commencements will slow slightly in 2015 to 186,000 from 191,000
in 2014. Over the past seven years, an average of 150,000 new dwelling have been built a year.

Ai Group data
Ai Group’s own data is in line with these forecasts. In our 2015 Business Prospects publication, we
surveyed around 350 CEOs drawn from a wide cross-section of businesses around the country in
manufacturing, construction, services and mining services sectors. These CEOs expect business
conditions in 2015 to be somewhat below the subdued demand they experienced in 2014.
The CEOs again cited slow demand across the economy as the main concern for growth in 2015,
while wage pressures, import competition and the exchange rate remain as key potential
impediments to business growth. More encouragingly, respondents across all industries in this
year’s survey are generally expecting an improvement in sales revenue on average in 2015, while
export income is also expected to lift following the renewed decline in the Australian dollar since
September 2014.
The key concerns that Australia's CEOs hold for 2015, a quarter of CEOs say that a lack of customer
demand is the largest inhibitor of growth for their business, followed by wage pressures or high
wage costs (15%) and competition from imports and online sellers (12%) (Chart 4). These results
for 2015 are similar but not identical to the key impediments identified by CEOs in 2014 and 2013.
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Chart 4: Expected impediments to business growth, percentage of respondents,
2015, 2014 and 2013*

Source: Ai Group Business Prospects
* Percentage of businesses who nominated each factor as one of their top 3 impediments to growth.

Ai Group’s monthly indices monitoring business conditions in the manufacturing, services and
construction sectors (respectively the Australian PMI®; the Australian PSI® and the Australian
PCI®) point to softness across large sectors of the economy albeit with some small improvements
in early 2015.
The Australian Industry Group Australian Performance of Manufacturing Index (Australian PMI®)
improved in January after sitting in contraction territory through most of 2014. The Australian
Industry Group Australian Performance of Manufacturing Index (Australian PMI®) increased by 2.1
points to 49.0 in January, indicating broadly stable conditions across the manufacturing sector.
Manufacturing activity was boosted in part by a lift in manufacturing exports off the back of the
lower Australian dollar (readings below 50 indicate a contraction in activity, with the distance from
50 indicative of the strength of the decrease).
The Australian PMI® typically ‘leads’ the ABS output data for the manufacturing sector by around
three months, and the past three readings suggest recent results from the Australian PMI®
suggest manufacturing output (as measured by the ABS) is likely to be broadly stable in the
December quarter of 2014.
Machinery and equipment manufacturing has been especially weak, but the largest manufacturing
sector, food and beverages is growing strongly and in December signaled the fastest pace of
expansion since October 2013. Across manufacturing, exports have strengthened, likely to have
been helped by the depreciation in the currency since September.
The latest seasonally-adjusted Australian PSI® indicates that conditions in the services industries
stabilised in the New Year after spending most of 2014 in negative territory. The seasonally
adjusted Australian Industry Group Australian Performance of Services Index (Australian PSI®)
improved by 2.4 points to 49.9 points, indicating stable conditions across service businesses in
January.
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Over 2014, the index was subdued pointing to weak services production, and recent readings
suggest growth in Australian demand for goods and services (as measured by the ABS in the
National Accounts each quarter as ‘domestic final demand’) is likely to be very weak in the
December quarter of 2014, in the range of just 1% to 2% in real terms. An improvement in
confidence among businesses and consumers is necessary for a recovery in this sector and a
broader pick-up in domestic demand.
The Australian Industry Group/Housing Industry Association Australian Performance of
Construction Index (Australian PCI®) has slowed in recent months following a period of strength
earlier in 2014. The seasonally adjusted Australian Industry Group/Housing Industry Association
Australian Performance of Construction Index (Australian PCI®) registered 45.9 points in January
2015 (readings below 50 points indicate contraction). This was an increase of 1.5 points from
December 2014, indicating a slightly slower rate of decline for the construction industry. January
was the third consecutive month that the Australian PCI® has been below the critical 50 points
level that separates expansion from contraction, following the industry’s return to growth in mid2014.
Respondents to the Australian PCI mainly attributed the recent deterioration in conditions to a
smaller pipeline of new business, a lack of public sector tenders and project delays. Slower mining
related construction work weighed heavily on conditions in engineering construction. House
builders pointed to fewer new orders and customer enquiries, against a background of subdued
consumer sentiment. However, demand from housing investors was said to be holding up
reasonably well.

Chart 5: Australian PMI®, PSI® and PCI (three-month moving average)

Source: Ai Group

The latest Australian Industry Group/Australian Constructors Association Construction Outlook
survey released in October forecast a fall in total non-residential building work in 2014/15 and 201
5-16 as well as a fall in employment in the sector as resource-related project activity winds down
from its recent historically high levels. The survey of the nation's leading construction companies
indicates a marked weakening is likely to occur over the next couple of years in both mining and
17
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heavy industrial construction as mines and ports, roads and rail projects linked to mining are
completed and as the surge in the construction of gas processing plants passes.
Nevertheless, there are a number of growth areas expected to support overall levels of activity
through to the end of the 2015-16 year. These include continued growth in telecommunications
investment, an upturn in the commercial construction sector albeit from very weak levels, and
further growth in apartment building. Also, if realised, Federal and State Government
infrastructure plans (particularly for road and rail) will partially fill the void left by reduced miningrelated construction.
The total value of engineering and commercial construction work is expected to fall by 3.9% in
2014/15 (current dollars), followed by a slower decline of 1.2% in 201 5-16 (This compares with
growth of Engineering construction is expected to experience falls of 7.5% in 2014/15, and 3.4% in
201 5-16. Encouragingly, the commercial construction sector is forecast to recover, expanding by
a solid 6.1% in 2014/15 and consolidating with a further gain of 3.2% in 201 5-16. This largely
reflects sustained growth forecast over both years in private building activity (including offices,
retail premises and recreation building). The apartment building sector is set to maintain solid
growth, with a forecast rise of 11.1% in 2014/15 after lifting by 16.4% in 2013/14. The sector's
pace of growth is expected to moderate to a 6.3% rate in 201 5-16.
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Switzerland – A Model for Australia?
Switzerland, long known for watches, chocolates and its banking system, may have some important
answers to the policy issues facing Australian today.
The small mountainous nation, with a relatively small population of eight million people and very few
natural resources, have shown itself to be one of the world’s most robust economies in the past five
years. Despite the ongoing economic turmoil of the euro area, its neighbor and major trading partner,
Switzerland has recorded firm and stable growth in GDP and per capita incomes in all years barring a
contraction in 2009. Like Australia, Switzerland is a small open economy. It is heavily reliant on trade
(in 2013 goods and services exports amounted to over a half of its GDP). Even as the Swiss franc
soared higher against the euro, the nation continued to grow and unemployment has remained low
and almost half the rate of Australia’s (3.4% in December 2014). Wages for the highly-skilled
workforce are high, but have been driven by firm productivity with inflation contained.
The key to the country’s economic strength has been the policy settings in place that have encouraged
a broad industrial base and a strong service sector. Switzerland has been ranked the most competitive
economy since 2011-12 on the World Economic Forum’s Global Competitiveness Ranking. And
increasingly, multinational companies have looked to base advanced manufacturing operations in the
country and several Australian companies recently have established manufacturing facilities there.

Chart 6: Global Competitiveness Ranking

Source: World Economic Forum

The frequently cited factors behind the country’s success include:
1. Stability: Macroeconomic, political and legal stability, plays a particularly important role by
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creating certainty for businesses to make investments.
2. Innovation: The World Economic Forum ranks Switzerland first on the Innovation and
sophistication factors component of the Competitiveness Index, which owes to strong
production process efficiency, high local supplier quality, and a very strong capability in
research and development. Swiss companies have a high level of R&D and strong links with
universities and research organisations. Tax privileges such as deductions for research and
development expenditure can help keep the average tax burden low. Patents, industrial
designs and models, trademarks and copyrights are legally recognised in Switzerland.
3. Strong focus on education, especially around mathematics and science.
4. An environment of light-touch regulation.
5. Labour market flexibility: Businesses cite the most notable advantage of the Swiss economy is
labour market efficiency including strong and co-operative relationships between businesses
and unions. Hiring and firing practices are easier.
Sources: World Economic Forum’s The Global Competitiveness Report 2014-15, and Swiss Business Federation’s
Seven Principle of Success.
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The Fiscal Challenge
The substantial fiscal policy challenge facing Australia over the rest of this decade is to move
federal, state and territory budgets from deficit positions and rebuild the fiscal wriggle room that
helped insulate Australia from the severity of the global financial crisis. There are two aspects to
this challenge: the short-term pressures on the Budget and the broader economy from waning
effects of the mining boom and the longer-term stresses placed on the Budget from Australia’s
ageing population and the technology-induced structural shifts in the economy.
The Mid-Year Economic and Fiscal Outlook released in December highlighted the Budget’s
vulnerability to commodity price cycles. The sizeable falls seen in the prices received for key
export commodities over recent years has placed Government revenues under pressure. This led
to further revenue write-downs in the MYEFO statement placing the near-term fiscal position
under further pressure. Furthermore, below-trend growth seen in the economy, which owes in
part to slowing investment by the resources sector and the flow-on to other businesses, has
contributed to softening in growth.
But it is important to not to overplay this short-term hit to the Budget. The mining sector will also
continue to be an important source of revenue for both state and federal Governments as export
volumes continue to grow. Even with softer commodity prices, which are below the peak seen in
late 2011, prices remain well above long-term averages according to Reserve Bank of Australia’s
Index of Commodity Prices. The recent falls in commodity prices will also be partially offset by the
depreciation in the Australian dollar from April 2013 and particularly since September 2014. As
shown in Chart 7 below, commodity prices have fallen by 46% in US dollar terms since the most
recent peak in late 2011, but only by 31.7% in Australian dollars (Chart 7).

Chart 7 – RBA Commodity Prices in Australian and US dollar terms

Source: RBA

So while the experience of recent years highlights the Budget’s relationship with the commodities
cycle, Ai Group believes it is prudent not to cut expenditures simply to offset softening revenues
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associated with the softening associated with slowing engineering investment by the mining
sector. To do so would be likely to only further exacerbate the downturn.
Ai Group believes the Budget will only see a sustainable improvement when revenues improve,
and for this to occur, we must see strengthening in industries across the economy from the
anaemic pace of growth in recent years. Only when businesses lift their sales and profits and grow
their workforces will there be a sustained pickup in revenues.
Consequently, Ai Group believes the Federal Government should continue with sensible programs
of investment in infrastructure and skills and training as well as targeted programs to lift the rate
of innovation among Australian businesses and encourage businesses to develop export
opportunities.
At the same time, it is vital that both the Federal and State Governments also recognise and
address the structural challenges to Australia’s fiscal position. These challenges include the ageing
of the population; growing costs of health care and the erosion of our tax bases.
While a responsible immigration program focused on skilled workers will slow the pace of
population ageing, it will not be sufficient to ward off the structural challenges we face and the
large fiscal gap that will emerge over time if current expenditure and taxation settings were to
continue unchanged.
A national conversation is needed to raise understanding of this fiscal challenge and the steps that
can be taken to address it. We call on all parties, at all levels of government, to take a constructive
approach to this conversation including in relation to the White Paper processes on the federation
and taxation.
For this to be achieved, governments must contain the growth of public expenditure and extract
better value from the public expenditures we already make. We must also modernise our taxation
arrangements so they address the erosion of our indirect tax base and the considerable pressures
on our income tax base while causing as little damage to economic activity as possible. While the
structural challenges to Australia's fiscal position are set to play out over the coming decades, it is
imperative that we start as soon as possible. The difficulty of adjustment task will grow
exponentially the longer it is before actions are taken.
Clearly the Australian Government must lead this national conversation and it must continue the
task of building support in the Parliament and in the broader community for the steps that need to
be taken to contain the growth of expenditure and to put our taxation arrangements on a more
robust footing. The 2015-16 Budget provides another opportunity to broaden this national
conversation and we urge the Government to continue to develop and present measures that are
needed in these critical tasks. Just as importantly, the Opposition and other parliamentarians must
engage constructively in this conversation.
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Taxation
Key policy recommendations:
•

The Government should deliver the corporate tax cut flagged in 2014-15 Budget. The announced
policy of the Government is for this rate reduction to apply to all companies. A 1.5 percentage
point reduction in the company tax rate for all businesses from July 1 will increase investment,
innovation and productivity. It will lift the pace of employment creation and real wages growth.

•

We also applaud the Government for its decision not to proceed with the Paid Parental Leave
scheme. Clearly, given the benefits for such tax reform for all, it also makes sense that the 1.5%
levy on larger businesses should not proceed.

•

The introduction of a period of accelerated depreciation for investments in plant and equipment
and a lift in the small business instant asset write-off facility to $6,000 would boost incentives to
invest at a time when the economy so clearly needs to lift business investment.

•

Australia clearly needs broad taxation reform, which goes beyond the current Budget. Ai Group
supports the Government's proposed nothing-off-the-table review of Australia's taxation
arrangements. We recognise the timing of this review and the implementation of its
recommendations extend well beyond the timeframe of the 2015-16 Budget.

Taxation measures in the 2015-16 Budget
Business Tax Cut
Ai Group welcomes the Government’s commitment to a 1.5% reduction in the company tax rate
from July 1 2015 that was flagged in 2014-15 Budget and once again in Prime Minister Abbott’s
address to the National Press Club in February 2015. Australia last had a corporate tax cut in 2001
to the current statutory rate of 30% while many other countries have embarked on a series of
corporate tax cuts and reform in the years since. Cutting the company tax rate is a very sensible
policy. It is particularly sensible now.
A reduction in the company tax rate will increase investment and productivity. Benefits from this
will flow broadly across the economy from extra jobs and higher wages and of course into
consumer spending. Benefits come in large measure from the additional investment attracted
into, or retained in, Australia. Naturally, the foreign and Australian multinational businesses that
make these international investment decisions are overrepresented among bigger businesses.
So the cut in the company tax rate should not be confined to smaller businesses. This would deny
Australia a very large share of the benefits that would flow from a cut in the company tax rate
including:
• We would get much less additional investment and additional productivity growth.
• We would get less employment and wages growth.
• And we would be providing a smaller boost to household spending.
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Instead, Ai Group would strongly recommend the Government deliver an across-the-board tax
reduction in the corporate tax rate. This comes at a time of weak business confidence and
subdued investment intentions in the mining sector. A tax cut could boost to investment,
competitiveness and employment creation of the upcoming reduction in the company tax rate to
be fully realised.
Paid Parental Scheme
The decision not to proceed with the proposed business-levy funded Paid Parental Leave scheme
is also a triumph of common sense and a sign the Government has heard and acted on the
feedback from the public and the business community. It is critical that the Government also
clarifies that the additional levy on larger businesses will also be scrapped. This levy was
announced in order to fund the PPL and was to be a 1.5% levy on companies with taxable incomes
in excess of $5 million with the levy applying to income in excess of $5 million, which is estimated
to be around 3,000 businesses.
Delivering a tax cut to the corporate tax rate to 28.5% but leaving the 1.5% Paid Parental Levy on
larger businesses would leave the economy with similar outcomes would flow whether the
company tax cut were denied to large businesses or whether any reduction in company tax was
cancelled out by a renamed Paid Parental Leave Levy. So it would be folly to limit the promised cut
in the company tax rate to smaller businesses.
Many businesses would see it as a government turning away from an announced policy. A twotiered corporate taxation system would be burdensome for collection and overly complex. It raises
questions around the treatment of dividends, and introduces more complexity around corporate
taxation reporting rather than less.
Taxation measures to boost investment: Accelerated Depreciation and Instant Asset Write-Off
Key concerns for the outlook for the Australian economy are the weak level of business confidence
and the soft outlook for business investment. The ABS capital expenditure survey indicates there
will be only very modest growth in non-mining investment in 2014-15 and the moderation in
mining sector investment will also continue. The RBA has highlighted the weak business
investment outlook as a key concern and have noted the economy’s return to trend growth is
reliant on a recovery in non-mining business investment.
The introduction of a period of accelerated depreciation for investments made in plant and
equipment would boost incentives to invest at a time when the economy so clearly needs to lift
business investment. This measure would lift and bring forward investment and would provide a
timely boost to aggregate demand and productivity.
Further, Ai Group continues to argue for the reintroduction of a higher limit for the instant asset
write-off facility for small business, which would enable them to deduct up to $6,000 of capital
expenditure in the year it is incurred. The instant asset write-off facility currently sits at $1,000 but
an increase to $6,000 would lift also business investment by smaller businesses by enabling them
to make early deductions for investment in capital equipment and it would substantially reduce
their compliance costs.
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Like accelerated depreciation, these provisions would not increase the total amount of deductions
that small business have available, but they would assist businesses to better manage their cash
flow in years that the business makes an investment.
Research and Development Tax Incentive
Ai Group also urges the Government to reconsider discriminatory proposals to reduce access to
the Research and Development Tax Incentive currently before the Parliament. This is raised again
in the innovation section below. The arguments put forward in support of this proposal are highly
questionable and the full implications of the proposal on the broader innovation system have not
been adequately considered. A sensible approach would be to put aside this ad hoc proposal and
consider changes to the R&D Tax Incentive more carefully in the context the broader examination
of Australia's tax system.
The Personal Income “Debt Levy”
In a similar vein, Ai Group believes the debt levy introduced in 2014-15 Budget introduced
unnecessary complexity and inefficiency into the personal income tax system. The increase in the
Temporary Budget Repair Levy, or the 2% debt Levy, for three years on taxable income over
$180,000, increases the top marginal tax rate to 51% without the Medicare levy. Any change to
taxation policy calls upon the patience of the electorate, and Ai Group would prefer the
Government uses the limited patience of the electorate to undertake lasting and significant
reform rather than one-off changes to tax rates, which raise relatively little revenue.

The Need for Long-term and Broad Taxation Reform
Ai Group recognises the need for substantial improvements to Australia's taxation arrangements
to reduce the economic burdens they impose on the community while raising sufficient revenue
to meet community expectations.
Substantial tax reforms in hand with important changes to our federation are critical. The reasons
for this include shoring up and broadening our tax base; removing a number of barriers to higher
and more sensibly directed investment; and to ensure we maintain system-wide equity as changes
are made to spending.
The shortcomings in our taxation arrangements are fundamental.
• At the federal level, we have an over reliance on income taxes that deter investment,

particularly inbound investment, and that impose a punitive burden on regular forms of saving.
Further, its indirect taxes (including the GST) are under-exploited and are eroding in the face of
changing consumption patterns.
• State and territory governments levy a range of highly inefficient taxes. These include the

charges on property transfers; duties on insurance premiums; royalties on resource extraction;
and the range of taxes on payrolls.
• The wide disparities between the spending responsibilities of the states and territories and

their own-source revenue collections, leave them overly dependent on the federal government
and over exposed to the tendency of central governments to intervene in areas of state and
territory responsibility.
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• The compliance burdens imposed on businesses and other taxpayers are unnecessarily high.

The Australian experience with tax reform over several decades highlights the importance of
community-wide participation in discussions about the options for reform and the trade-offs
involved before substantial changes can be proposed and accepted. Against this background, Ai
Group supports the Government's proposed, nothing-off-the-table review of Australia's taxation
arrangements and recognises that the timing of this review will extend well beyond the timeframe
for the 2014-15 Budget.
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Skills, Education and Training
Key policy recommendations:
Ai Groups stresses the importance for the Government to pursue the recommendations in the
following areas.
On Science, Technology, Engineering and Maths:
•

develop and effectively resource a national STEM skills strategy in conjunction with industry;

•

the national STEM skills strategy needs to include measures to increase participation in all sectors
culminating in a higher representation of STEM skills in the workforce;

•

implement national co-ordination of Work Integrated Learning for STEM undergraduates in
concert with industry and Universities Australia; and

•

implement measures to increase the level of numeracy skills for participants in the VET sector as a
precursor to lifting STEM skills participation in that sector.

On collaboration with industry:
•

The National Foundation Skills Strategy needs to be provided with a sufficient budget to support a
national awareness campaign developed and implemented in consultation with industry and other
key stakeholders.

•

Subject to the proposed evaluation, the National Foundation Skills Strategy Project focused on
employer workforce champions needs to be supported and expanded to reach more employers.

•

The Government, in concert with the Ai Group, implement a national information campaign to
distribute return on investment outcomes of participation in workplace Language, Literacy and
Numeracy (LLN) programs to employers.

•

The Government commence discussions with industry and other appropriate stakeholders about
the development of a new workplace LLN program.

On apprenticeships, we recommend the Government:
•

continue to fund the work to achieve full national consistency for all apprenticeships across
Australia, including consideration of an oversight body to ensure programs and arrangements
meet occupational needs;

•

develop strategies, including funding support, aimed at increasing levels of interest by young
people in apprenticeships as a career and pathway, and developing improved frameworks for preapprenticeship and pathway programs;

•

address non-completion by apprentices, by monitoring the new Apprenticeship Support Network
arrangements and developing focused initiatives that address the issues apprentices and
employers face, including reasons for non-completion by apprentices in order to improve
outcomes; and

•

support programs that build the capability of training providers to implement competency based
progression for their apprentices, in consultation with employers.
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On improving the culture of innovation in the education sector, Ai Group asks the Government to:
•

support increased and earlier exposure to businesses by the future workforce, through a funded
program of collaboration between schools, academic institutions and business;

•

provide funding for practical leadership research into cultural barriers that exist to leadership and
Australia’s ability to innovate, together with appropriate development frameworks that allow
organisations to build capability relating to an organisation’s operating environment; and

•

advocate and support further reform in the education sector as it relates to management
education.

On the university system, Ai Group asks the Government to:
•

establish funding stability for higher education to enable greater facilitation of industry –
university collaboration;

•

develop measures to encourage increased participation by undergraduate students in STEMrelated disciplines; and

•

support measures to enable the national co-ordination by industry and Universities Australia of
Work Integrated Learning for undergraduate students to contribute to their work readiness.

On the school system:
•

Ai Group supports a review of implementation issues for VET in Schools across all jurisdictions.

•

We ask the Government to develop and fund major initiatives to lift school sector literacy and
numeracy achievement in conjunction with States and Territories.

•

We also call on the Government to support a range of measures in conjunction with the States
and Territories designed to improve the capability of the teaching profession in general, and in
particular, to expand the pool of qualified teachers in mathematics and science.

Industry leadership
Within a climate of major VET reform it is important to ensure that the key desirable features of
the national training system are maintained and strengthened: industry-driven; nationally
consistent; outcomes-focused; timely and quality assured. It is important that key industry
organisations be involved in this process to ensure that an industry led VET system is maintained
and that specified VET outcomes meet the needs of enterprise in our changing economy.
One of the great strengths and internationally admired aspects of the Australian training system is
the role of industry. The training system exists to meet the needs of industry and the broader
economy by assisting individuals to acquire skills in this context. The importance of the role of
industry must not be eroded; rather it must be strengthened to allow Australia to optimise the
human capital of our working age population.
This central role of industry has been the major feature in the development and maintenance of
training packages within the national training system. It is vitally important in the current Review
of Training Packages and Accredited Courses that the key focus on the development of
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occupational skill standards endorsed by industry is maintained. Industry’s commitment and
involvement in this arena is vital.

Science, Technology, Engineering and Maths (STEM)
The Ai Group remains concerned about the low levels of participation by school and tertiary
students in STEM-related disciplines and the consequent impact on the workforce and the
economy. The Australian Bureau of Statistics has reported that STEM skills jobs such as scientists,
ICT professionals and engineers have grown at 1.5 times the rate of other jobs in recent years.1
The Office of the Chief Scientist has estimated that 65% of economic growth per capita from 1964
to 2005 is due to improvements in the use of capital, labour and technological innovation made
possible in large part by STEM.2 Despite the importance of STEM skills to the Australian economy,
44% of surveyed employers report difficulties recruiting technicians and trades workers with STEM
skills. 3 Further, many other countries are improving STEM provision, participation and
performance more rapidly than Australia.4
There are difficulties in the STEM skills pipeline from schools and universities into the workforce.
School student participation in mathematics and science is falling and so is performance as
measured in international comparisons.5 In higher education STEM degree completions have fallen
as a percentage of the total from 22% in 2002 to 16% in 2012 despite a significant increase in the
total number of graduates over this period.6 As a comparison a number of countries have
significantly higher STEM enrolments than Australia, for example, Singapore with nearly 50% and
China with 41%.7 The situation is better in the VET sector where STEM disciplines 29.9% of all VET
EFT enrolments although over half of these are in the engineering and related technologies area.
Agriculture, environmental and related studies, information technology and natural and physical
sciences have very low levels of participation.8
To address this issue the Ai Group supports the call from the Chief Scientist and others for a
national STEM skills strategy. The government can take a leadership role, potentially through the
recently formed Commonwealth Science Council, in the development of this strategy in
conjunction with industry. A multi-pronged approach is needed to address school, university, VET
and industry involvement. Sufficient resourcing is required to develop a coordinated and systemic
response to the issue.
Recommendations:
• Develop and effectively resource a national STEM skills strategy in conjunction with industry.
1

Media Release, Qualifications paying off in science, technology, engineering and maths, ABS, 24 February 2014.
Science, Technology, Engineering and Mathematics: Australia’s Future, Office of the Chief Scientist, September 2014,
page 7.
3
Progressing STEM Skills in Australia, Australian Industry Group, forthcoming.
4
STEM Country Comparisons, Final Report, Australian Council of Learned Academies, May 2013.
5
STEM Country Comparisons, Final Report, Australian Council of Learned Academies, May 2013; Dealing with
Australia’s mathematical deficit, Australian Mathematical science Institute, May 2014;
6
Derived from Australian Government, Department of Education, 2012 Award Course Completions.
7
Statistic of the Month: Investigating the Skills Mismatch, Center on International Education Benchmarking, July 31,
2012.
8
STEM Country Comparisons, Final Report, Australian Council of Learned Academies, May 2013.
2
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• The national STEM skills strategy needs to include measures to increase participation in all

sectors culminating in a higher representation of STEM skills in the workforce.
• Implement national co-ordination of Work Integrated Learning for STEM undergraduates in

concert with industry and Universities Australia.
• Implement measures to increase the level of numeracy skills for participants in the VET

sector as a precursor to lifting STEM skills participation in that sector.

Workplace Literacy and Numeracy
Ai Group research confirms the current situation regarding the low levels of workplace literacy and
numeracy is a major concern to employers. It has a negative impact on productivity, labour
mobility and the capacity of the economy to achieve the higher levels of skills needed for the
increasingly knowledge-based economy. There remains an urgent need to address the language,
literacy and numeracy needs of the Australian workforce.
In addition to the well-known results of the Adult Literacy and Life Skills Survey (ALLS) and the
more recent Programme for the International Assessment of Adult Competencies (PIAAC) study,
research undertaken by the Ai Group demonstrates that 93% of surveyed employers reported that
low levels of literacy and numeracy were having an impact on their business.9 The Ai Group and
employers see a strong connection between improving workplace literacy and numeracy and
lifting Australia’s productivity performance.
Ai Group has recently completed a significant national project in this area – Building Employer
Commitment to Workplace Language, Literacy and Numeracy Programs. The major focus of this
project was to establish the return on investment to employers who participate in the Workplace
English Language and Literacy (WELL) program. Very positive results were achieved for employers
demonstrating a key reason for participation in these programs (forthcoming). In addition to the
benefits for participating employees, there is also a firm business case for employer investment in
workforce literacy and numeracy. Ai Group believes that these results should be widely distributed
to encourage more employers to engage in this area.
The National Foundation Skills Strategy for Adults needs continued support especially for the
workforce literacy and numeracy component.10 The current workplace champions pilot program
has significant potential to increase industry engagement and would benefit from continued
funding support in the coming budget. The Ai Group is prepared to continue to play a supporting
role in this initiative.
In terms of programmatic responses, the only two avenues are via State and Territory publicly
funded Foundation Skills programs or the Commonwealth funded Industry Skills Fund. At this
point it is not known to what extent literacy and numeracy measures are addressed through the
Fund. In any case, the total size of the Fund is only 200,000 places over four years. The data
9

Getting it Right: Foundation Skills for the Workforce, Australian Industry Group, October 2013.
National Foundation Skills Strategy for Adults, Standing Council on Tertiary Education Skills and Employment,
September 2012.
10
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available through the international surveys such as PIAAC indicates that there are over four million
workers currently experiencing low levels of literacy and numeracy.
Given this, it is timely to consider a new co-contribution program to replace the former Workplace
English Language and Literacy (WELL) program. A new program would be based on the
experiences of WELL but significantly involve a number of improvements. It would be based on
tighter outcomes for both individual participants and employers. The use of the Australian Core
Skills Framework could be mandatory to measure individual improvement and return on
investment measures could be utilised to demonstrate benefits to the employer including direct
linkages to productivity. The program could also be nationally accredited through the use of the
Foundation Skills Training Package adapted to suit particular workplace needs. This combination of
measures could be implemented through a pilot program in concert with industry.
Recommendations:
• The National Foundation Skills Strategy needs to be provided with a sufficient budget to

support a national awareness campaign developed and implemented in consultation with
industry and other key stakeholders.
• Subject to the proposed evaluation, the National Foundation Skills Strategy Project focused

on employer workforce champions needs to be supported and expanded to reach more
employers.
• The Government, in concert with the Ai Group, implement a national information campaign

to distribute return on investment outcomes of participation in workplace LLN programs to
employers.
• The Government commence discussions with industry and other appropriate stakeholders

about the development of a new workplace LLN program.

Concentrating Apprenticeship Support
The need for reform to Australia’s apprenticeship system has been recognised as a major
component in the VET Reform Agenda. Apprenticeships are the backbone in the formation of
highly valued and adaptable skilled tradespeople Australia needs for its future. It is imperative that
Australia’s apprenticeship architecture achieves the right skills for young people and employers to
fuel innovative and competitive companies.
However a number of issues remain a concern. Recent instability around the levels of apprentice
and trainee commencements jeopardises the ongoing supply of newly skilled tradespeople.
Progressive decreases in the level of commencements during 2013/14 were arrested in the last
available data with increases recorded, however new data will be closely watched.11 As at June
2014, the 351,000 apprentices and trainees in training represented a 14% decrease over the year.
In a recent Ai Group survey on workforce development needs, only 17% of employers intend to
increase apprentices and trainee numbers over the next twelve months. A further 50% will

11

NCVER, Australian vocational education and training statistics: apprentices and trainees 2014 - June quarter and
Apprentices and trainees, Early trend estimates 2014 – September quarter.
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maintain their numbers, while 33% intend to decrease numbers or are unsure about their
intentions.12

Chart 8 – Employment intentions for apprentices for the next 12 months
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Source: Ai Group

Completion rates also remain a concern and work on national consistency needs to continue.
There is still scope for lifting engagement with workplaces, particularly in higher order skill areas.
The effect on apprenticeship commencements as a result of the changes to funding support for
apprentices needs to be examined as part of a broader strategy to increase levels of interest by
young people in apprenticeships as a career and pathway. More consistent approaches to VET in
Schools, pre-apprenticeship programs and pre-vocational programs need to be included in
strategies to build apprentice commencements.
It is pleasing that the new Australian Apprenticeship Support Network promises to be more
flexible and responsive: driven by employers’ needs, re-focused on the core relationship between
the apprentice and the employer, and centred on support for apprentices to complete their
training.
The Ai Group understands the importance of mentoring in the successful progress and completion
of apprentices, having provided direct mentoring support to companies through the Australian
Apprenticeships Mentoring Program and through Group Training operations. This component has
now been built into the new Apprenticeship Support Network.
Further analysis that confirms employers are playing a more central role in the development of
tailored training plans and work-based learning, and which also addresses the issues apprentices
and employers face, would provide additional guidance once the Network is implemented. This
review needs to result in strategies that improve outcomes.
The Ai Group sees that a number of measures are still required to deliver a high quality Australian
apprenticeship system. Competency based progression for apprentices is an important flexibility
mechanism available to employers. Employers can potentially gain skilled people in shorter
periods of time. A national roll-out of competency based progression across engineering and the
12

2014 Survey of workforce development needs
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construction trades needs to be supported. A number of successful strategies, as well as barriers
to implementation, have been developed through projects such as Ai Group’s Australian
Government funded Engineering Excellence project, and can guide the roll-out.
A national body would assist the implementation of these measures including overseeing national
consistency and ensuring programs and arrangements meet current and future occupational
needs.
Whilst national consistency is being addressed through the Skills Action Plan for VET Reform, there
are a number of apprenticeship and traineeship pathway qualifications yet to be harmonised. This
work needs to continue with states and territories to establish consistent positions for
apprenticeships to solve the issues that continue to be raised, particularly by national companies.
Recommendations:
• Continue to fund the work to achieve full national consistency for all apprenticeships

across Australia, including consideration of an oversight body to ensure programs and
arrangements meet occupational needs.
• Develop strategies, including funding support, aimed at increasing levels of interest by

young people in apprenticeships as a career and pathway, and developing improved
frameworks for pre-apprenticeship and pathway programs.
• Address non-completion by apprentices, by monitoring the new Apprenticeship Support

Network arrangements and developing focused initiatives that address the issues
apprentices and employers face, including reasons for non-completion by apprentices in
order to improve outcomes.
•

Support programs that build the capability of training providers to implement
competency based progression for their apprentices, in consultation with employers.

Higher Education
Ai Group is concerned that the erosion of the funding basis for higher education is contributing to
an environment of instability. Funding support and a stable environment are required to enable
the kind of industry – university partnerships that are needed to support the employment pipeline
to the workforce.
Industry – university collaboration is at a low level in Australia compared to many other countries.
For example, Australia has the lowest level of business to research collaboration among
comparator countries. Australia ranks 32nd out of 33 OECD countries for SMEs and last for large
enterprises; this is about 4% of large firms. This compares, for example, with Sweden (5th) where
the figure is 50% of large firms and the UK (19th) where it is about 30%.13

13

Benchmarking Australian Science, Technology, Engineering and Mathematics, Office of the Chief Scientist,
November 2014, page 30.
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Chart 9 – Business and Research Collaboration

Ai Group surveys indicate that only 26% of employers have links with universities and that about
half have no education links at all. There are also very few plans for employers to change their
links to universities with over 80% indicating that existing links will stay the same.14
The uncertain funding base also has an impact on the implementation of demand driven funding.
It remains important to monitor how this reform progresses and whether increased student
demand aligns with industry demand. To date the increase in student places has revealed
expansion across a wide range of disciplines,15 although concerns remain about the Science,
Technology, Engineering and Mathematics (STEM) disciplines and the development of
employability skills, which have been the subject of considerable concern.16
Australia has a declining rate of STEM-related course completions which have decreased over the
past 10 years from 22% to 16%. A more recent report from the Office of the Chief Scientist
indicates that the proportion of tertiary students with first degrees in STEM is only 10.6%. As an
international comparison with 11 Western European countries, the United States and Canada
(that is, like-economies) there are 11 countries above Australia in this regard.17 So while Australia
has a relatively high rate of per capita enrolments in higher education there is less emphasis on
STEM.

14

Employer Survey of Workforce Development Needs 2014.
Conor King and Richard James, Creating a demand-driven system, in Tertiary Education Policy in Australia, Simon
Marginson (Ed), Centre for the Study of Higher Education, University of Melbourne, July 2013.
16
See for example Science, Technology, Engineering and Mathematics in the National Interest: A Strategic Approach,
Office of the Chief Scientist, July 2013 and Lifting our Science, Technology, Engineering and Maths (STEM) Skills,
Australian Industry Group, March 2013.
17
Benchmarking Australian Science, Technology, Engineering and Mathematics, Office of the Chief Scientist,
November 2014.
15
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Chart 10 – Australian STEM Graduates

Source: Office of the Chief Scientist

It is essential that industry’s need for these skills generated by higher education are not lost in a
system entirely dependent on student demand. Mismatches between educational supply and
work-force demands can severely risk business productivity and contribute to skills wastage and
skills shortages.
In addition, there is the issue of providing effective pathways between the VET and higher
education sectors. There is a need for those with initial vocational qualifications to acquire higherlevel higher education qualifications as they advance in the workforce. To date these
arrangements have been ad hoc and localised. The introduction of demand driven funding in
higher education provides a new impetus to establish pathways from vocational education and
training to higher education, particularly in areas of skills shortage.
Work-integrated learning (WIL) is an important way of ensuring that students can apply their
knowledge and skills, develop employability skills and build professional networks in industry. It is
an important higher education curriculum innovation, based on the notion that students will
develop graduate attributes and employability skills and therefore will be better prepared for
work or professional practice if they have opportunities to integrate theoretical knowledge with
practice. The implementation of WIL is currently non-systemic and difficult to promote
consistently to industry in its various forms. There is a need for greater national co-ordination of
this important initiative between industry and Universities Australia, the peak organisation for
higher education.
Recent Ai Group surveys reveal a continuing concern from employers about the work readiness of
higher education graduates. Employers have indicated that the most important factors when
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recruiting tertiary graduates is the fit to the business culture (35%) and relevant work experience
(22%). This again highlights the importance of WIL as a key instrument to provide work
placements. The most common concerns about the employability skills of graduates relate to
capacity to use technology (15%), the ability to solve problems and display enterprise and
initiative (14.5%) and teamwork and communication (13.2%).18
Recommendations:
•

Establish funding stability for higher education to enable greater facilitation of industry –
university collaboration.

•

Develop measures to encourage increased participation by undergraduate students in
STEM-related disciplines.

•

Support measures to enable the national co-ordination by industry and Universities
Australia of Work Integrated Learning for undergraduate students to contribute to their
work readiness.

Supporting Australia’s innovation by improving leadership capability
Increasing complexity, volatility and ambiguity in Australian workplaces is posing a challenge for
those with leadership responsibilities. Australian businesses have acknowledged that globalisation
is rapidly changing our business landscape and this has exposed us to significant international
competition. The pace of technological change is increasing and this is making industry and the
entire economy more susceptible to disruptive change. It is forcing companies to change the way
they do business with new business structures emerging that lend themselves to a more volatile
environment. Economic uncertainty has also led to increased pressure to deliver short term
financial results and this has influenced the way in which business leaders approach strategy and
the metrics they use to support their decision-making. Lifting Australia’s leadership capability in
order to enhance productivity, innovation and sustainability is critical to our future.
The IMD World Competitiveness Yearbook19 2014 showed that in Australia the perception of
management practices by employees, relative to other countries has been dropping, with
Australia’s ranking falling from 8th in 2009 to 18th in 2014. This measure contributes to the decline
in Australia’s overall competitiveness ranking down from 7th in 2009 to 17th in 2014. The WEF
Global Competitiveness Report20 measures leadership on a limited basis using two elements of
leadership, staff training and the willingness of managers to delegate responsibility to measure
leadership. Australia’s ranking has slipped significantly in recent years with regard to staff training.
The second element of leadership measures willingness to delegate by asking employees about
the extent to which they believe managers are willing to delegate authority in their country, and in
this regard Australia is also slipping in its performance dropping from 11th in 2011 to 17th in 2014.
The level of innovation uptake and the ongoing competitiveness and sustainability of industry in
Australia will largely depend on the capability of our leadership and action taken now. Ai Group is
concerned that little policy attention has been devoted to building Australia’s leadership capability
18

2014 Survey of Workforce Development Needs.
International Institute of Management Development (2013),World Competitiveness Yearbook
20
World Economic Forum (2013), Global Competitiveness Report
19
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in recent years. Ai Group intends to work with member companies to develop leadership
communities, develop leadership tools and information and promote leadership success stories.
However support is needed from the Government to reform leadership and management
education; drive collaboration between our schools, academic institutions and business; and fund
practical leadership research.
Recommendations:
• Support increased and earlier exposure to businesses by the future workforce, through a

funded program of collaboration between schools, academic institutions and business.
• Provide funding for practical leadership research into cultural barriers that exist to

leadership and Australia’s ability to innovate, together with appropriate development
frameworks that allow organisations to build capability relating to an organisation’s
operating environment.
• Advocate and support further reform in the education sector as it relates to management

education.

VET in Schools
Ai Group notes the development of Preparing Secondary Students for Work21 which includes
coverage of the VET in Schools area. While acknowledging this important step there remains a
number of significant implementation issues which we outlined in our policy statement of June
2013.22 The Commonwealth is urged to embark on a second stage of this review and address the
range of implementation concerns in conjunction with the appropriate state and territory
departments and industry. Ai Group believes that this is necessary to restore the confidence of
industry in the VET in Schools arrangements.
Recommendation:
• Ai Group supports a review of implementation issues for VET in Schools across all

jurisdictions.

School Sector Reform
A world class economy needs the support of a world class education system. All the international
indicators reveal that we do not have this. Particular areas of concern are the lack of workreadiness and foundation skills of school leavers, the decline of the STEM skills very much needed
for the new economy, referred to elsewhere, and considerable employer unease about the quality
of VET in Schools arrangements.
Literacy and Numeracy
There are continuing concerns from industry about the adequacy of the literacy and numeracy
levels of young people entering the workforce from school. Despite increased expenditure on
school education and increases in the achievement of senior secondary certificates there has been
little improvement in average literacy and numeracy levels across age groups.
21
22

Preparing Secondary Students for Work, Education Services Australia, 2014.
Making Sense: A business perspective on school reform, Australian Industry Group, June 2013.
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In the 2014 Survey of Workforce Development Needs employers were asked to rate school leavers
on their foundation and employability skills. Employers reported that there level of dissatisfaction
with “Basic literacy and the use of English” was 22 per cent. The level of dissatisfaction with
numeracy was even higher at 27 per cent.
There are particular concerns in regard to school student performance in mathematics. The 2011
Trends in Mathematics and Science Study (TIMSS) indicates that Australia’s performance in
mathematics and science has stagnated over the past 16 years.23 Within this international
research 17 countries recorded significantly higher results than Australia in mathematics for Year 4
students including most of the Asian countries, England and the United States. Of particular
concern is the result that 30 per cent of Australian Year 4 students were achieving at the low
international benchmark or not achieving at least at this level.24

Chart 11 – Employer Satisfaction with School Leavers
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The latest Programme for International Student Assessment (PISA) results also present a bleak
picture. The mathematics skills of 15 year olds have slipped back and 16 countries achieved
significantly higher results than Australia. Australia’s mean mathematical literacy performance
declined significantly between PISA 2003 and PISA 2012 by the equivalent of more than a half year
23

Sue Thompson et al., Highlights from TIMSS and PIRLS 2011 from Australia’s perspective, Australian Council for
Educational Research, 2012.
24
Sue Thompson et al., Highlights from TIMSS and PIRLS 2011 from Australia’s perspective, Australian Council for
Educational Research, 2012.
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of schooling.25 The results indicate that 42 per cent of the students failed to reach the national
baseline proficiency level in mathematical literacy.26 In relation to scientific literacy Australia’s
mean score changed little in absolute and relative terms between 2006 and 2012.27 The Australian
Council of Education Research noted that an unacceptable proportion of 15 year olds are at
serious risk of not achieving literacy levels sufficient for them to effectively participate in the
workforce.
Recommendation:
• Develop and fund major initiatives to lift school sector literacy and numeracy achievement in
conjunction with States and Territories.
Lifting the Capability of the Teaching Profession
The role that education plays in underpinning productivity and economic performance is crucial.
For example, a country able to attain literacy scores 1 % higher that the international average will
achieve levels of labour productivity and GDP per capita that are 2.5 % and 1.55 % higher
respectively than those of other countries.28
The approach of a singular pathway into the teaching profession is no longer sustainable. All
professions, including teaching, need to embrace multiple entry points for acceptance into
professional practice. This not only reflects the modern workforce and the increasingly mobile
labour force, it also recognises the multiple careers an individual will increasingly pursue over the
course of their working life.
Even though we support broadening the entry pathways into the teaching profession and
diversifying the potential applicants, the issue of quality remains crucial. There is also a pressing
need to attract more candidates into the teaching profession with higher degrees of proficiency in
mathematics and science. The lack of qualified teachers was reported in the TIMSS study where
more than 20 per cent of Year 8 students were being taught mathematics by teachers who were
only ‘somewhat’ confident about teaching the subject.29 A 2011 study by the Australian Council for
Education Research found that for years 7 – 10 mathematics teaching, only 62 per cent of teachers
had two or more years of tertiary mathematics (the minimum requirement). More than a third
were teaching out of field and 23 per cent had no tertiary mathematics at all.30 This is related to
the low ATAR scores required for entry into teaching.
A weakness in Australian schooling systems has been the low key approach taken to continuous
professional development (CPD) for all teachers. As a nation we have embraced the mantra of lifelong-learning yet we do not systemically embed this notion within some of our key professions.

25

rd

MEDIA RELEASE, 3 December 2013, Latest PISA results ‘cause for concern’, says ACER.
26
ACER FACT SHEET, Selected results from PISA 2012, 3 December 2013
27
As reported in Benchmarking Australian Science, Technology, Engineering and Mathematics, Office of the Chief
Scientist, November 2014, page 93.
28
Education Outlook – OECD 2009.
29
th
MEDIA RELEASE, 13 December 2012, ACER releases results from latest international studies of student
achievement.
30
As reported in STEM: Country Comparisons, Final Report, Australian Council of Learned Academies, May 2013, page
17.
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The teaching profession needs and deserves an innovative model for CPD. This model needs to
mirror best practice lifelong learning principles.
Recommendation:
• Support a range of measures in conjunction with the States and Territories designed to
improve the capability of the teaching profession in general, and in particular, to expand the
pool of qualified teachers in mathematics and science.
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Trade
Key policy recommendations:
-

Ai Group believes that improving Australian businesses’ access to world markets is central to
the rebalancing needed in the economy. Governments should ensure trade is in focus when all
policy decisions are made in areas like infrastructure investment, improving skills around
logistics in Australia, industrial relations, reducing regulatory burdens on business and so on.

-

Ai Group believes that Austrade needs to take a more proactive role to ensure Australian
businesses are aware of and are able to benefit from the opportunities the Free Trade
Agreements bring to Australian businesses. This will involve better coordination with state
trade offices, and more proactive and business-focused engagement by Austrade.

-

Ai Group welcomes recent changes to the Export Market Development Grant scheme which
has enabled more SMEs to access the program. The program is currently subject to a review,
and Ai Group believes this is a worthy program that should be maintained, but with ongoing
refinements to ensure the program remains relevant and effective.

Improving Australia’s trade environment
As a small open economy, Australia relies heavily on exporting for our economic prosperity.
However, many businesses view the challenges to exporting as insurmountable. These challenges
include understanding how to access foreign markets as well as local logistics and regulations. Ai
Group welcomes changes made by Trade Minister Andrew Robb to improve trade policy, but we
would call for ongoing improvements to ensure Australian businesses are fully able to benefit from
opportunities that will arise in coming years, especially from the recently negotiated free trade
agreements with Korea and Japan, and prospective agreements with China and India.
Ai Group believes there should be two key changes to trade policy. Firstly, existing programs and
spending should be refocused and funds prioritized to focus on emerging economies, especially in
Asia. This will ensure that the limited funds available for trade programs yield the most benefits.
Secondly, the Government should continue to improve the role Austrade plays in lifting exports by
Australian SMEs.
Improving the role of Austrade to encourage trade
An important element in the success of converting opportunities from free trade agreements into
commercial outcomes is the role of State and Federal Government agency staff operating in
market and advising companies in Australia. This level of outreach may be expensive and
resource-intensive, but the significant investment by the Government in negotiating these
agreements − $350 million according to the Productivity Commission Report into Bilateral and
Regional Trade Agreements − warrants a significant investment post implementation to ensure
that Australian companies benefit from the gains secured by DFAT.
Austrade and State Government staff assisting companies in these markets must be trained in the
rules of the agreement and the new opportunities the free trade can offer Australian companies
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and given appropriate tools to assist them in educating their clients and stakeholders. This should
be provided to both onshore and offshore staff. Importantly, they must also be given instructions
on the protected rights of Australian companies and the mechanisms for review if unsuccessful.
Given the high turnover of staff in these areas this training should occur every three years and
include other agreements that complement the training.
For example, Ai Group believes Austrade, DFAT and AusIndustry should run industry workshops
where they outline the FTA rules, the opportunities in market and the services available to
businesses in Australia to improve competitiveness. The workshops should outline very clearly
what are the limitations of the FTAs and the dispute mechanisms available to Australian
businesses.
Austrade offshore staff from relevant markets can inform industry participants on the local
government procurement practices, provide an overview of key stakeholders and any future work
plans announced by the relevant foreign government agencies.
Ausindustry and Entrepreneurs’ Infrastructure Programme experts in supply chain management
and strategic partnering should be invited to provide an overview of the business and supply chain
support programs available to Australian businesses. All information, tools and factsheets should
be made available online after the workshop series has concluded.
Other agencies who are working with businesses to improve their competiveness and productivity,
particularly advisors from the three pillars of the Entrepreneurs’ Infrastructure Programme, should
also be provided with this information and tools to better inform their clients. Industry
associations, ICN and all TradeStart Network members should also be given the opportunity to
participate in these workshops.
Export Market Development Grants
The Export Market Development Grants (EMDG) scheme is a Government financial assistance
program for aspiring and current exporters by reimbursing 50% of export promotion expenses.
Administered by Austrade, the scheme supports a wide range of industry sectors and products. Ai
Group welcomes the recent changes made by Trade Minister Andrew Robb and Small Business
Minister Bruce Billson to widen eligibility and increase in funding to encourage more SMEs to
export. A review of the program is currently underway and Ai Group believes it should be
maintained, provided it remains flexible to technological changes in marketing and international
business.
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Encouraging business innovation and capability
Key policy recommendations:
•

We support, and are consulting the Government regarding the implementation of its Industry
Innovation and Competitiveness agenda, including the commitment to five Industry Growth
Centres.

•

Government policy should encourage investment in innovation. The Government should
reconsider the planned, further restrictions on access to the R&D Tax Incentive.

•

We welcome and are part of consultations on measures to encourage strong collaboration
among businesses and between businesses and researchers.
-

We would like to see the overall level of commitment to collaboration maintained,
while ensuring programs deliver the best value for money. In this context, we
believe the decision to review and reform the Cooperative Research Centres
Program is sensible; and

-

We strongly urge the Government to maintain its level of commitment to the
Entrepreneurs Infrastructure Programme (EIP), its flagship initiative to improve
business competitiveness and productivity at the firm level.

Boosting innovation
Boosting innovation, investment and productivity in Australian businesses must be an economic
priority, particularly in the non-mining sectors. To achieve this action will be needed across the
entire innovation system and needs to be integrated into all aspects of government policy.
Australia needs an innovation system that:
• encourages investment in innovation and encourage intellectual property (IP) and its flow
on benefits to stay, and create jobs and wealth, in Australia;
• facilitates networking opportunities;
• develops and helps to acquire human capital and skills; and
• provides support for institutions and organisations that generate and disseminate
knowledge.
We also need an ambitious, holistic innovation policy framework that maximises Australia’s
competitive strengths and ties together individual measures that are coordinated, cost-effective
and targeted.
Ai Groups emphasises the need for industry policies to be coherent and coordinated within an
overall framework directed at clearly identified goals. Policies should not be ad hoc bandages with
no clear objective. Ai Group understands the fiscal pressures facing the Government but stresses
that any savings identified in the industry space be redirected towards proven policies known to
boost the productive capacity of Australian industries, especially manufacturing. This will help
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Australia transition to a more balanced growth path and away from an excessive reliance on the
resource sector.
In particular, the Government should not proceed with plans to reduce the existing R&D Tax
Concession as a budget savings measure. The Incentive was set at its current level and coverage
after extensive consultation and design, and there is no convincing policy rationale to narrow or
reduce it. Indeed, additional measures to encourage the translation of research into commercial
outcomes should be considered. One example is the ‘patent box’ concept, a version of which has
been introduced in the UK. Similar proposals deserve further scrutiny in the Australian context.
Industry Growth Centres
We support the Government’s policy to create five Industry Growth Centres. It is appropriate that
several of these focus on manufacturing and its subsectors given the major transitions underway
in the sector.
The Centres need to be genuinely industry-centred: led by industry, responsive to industry needs,
with activities driven by industry, rather than researchers or government. They must capture
industry ideas and turn them into achievable plans. A clearly articulated rationale and purpose
should underpin every activity, rather than conducting networking or other activities for their own
sakes.
Widespread industry participation will be needed to ensure that the Centres are successful in
fulfilling their objectives. Unfortunately the transient nature of many past industry initiatives may
reduce industry enthusiasm to participate in the Centres. It will therefore be important to
demonstrate the seriousness of intent to commence and sustain these initiatives and achieve
worthwhile objectives.
It will also be important that opportunities to participate are open to businesses of all sizes across
the range of relevant industries, including providers of supporting or enabling technologies,
products and services to the targeted sectors.
While there is a useful role for the Centres, there are also a range of existing services and
programs offered by the private, not for profit and government sectors, from consultancies to
industry associations to the Entrepreneur’s Infrastructure Program. It is important that the
objectives and activities of the Centres complement these existing activities and build coherency,
rather than duplication or confusion.
Ai Group believes that Germany’s Fraunhofer Society, the UK’s Technology Strategy Board’s (TSB)
Catapult Programme, and the USA’s Small Business Innovation Research programs have done a
tremendous amount to bridge the gap between business, academia, research and government.
These initiatives should be considered as models for the Industry Growth Centres.
Improving collaboration between industry and research institutions
Ai Group supports collaborative links as an important means of lifting the pace of innovation by
Australian businesses. Collaboration and networking have been cited as consistent weaknesses in
Australian innovation when compared with other OECD countries, with just 4.6% of innovation-
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active businesses collaborate with universities and 8.9% with publicly funded research agencies
and programs.31
The relationship between the public research sector and industry represents a two-way
opportunity for the exchange of knowledge, ideas and capabilities. By gaining access to technical
expertise and research facilities businesses will be better equipped to exploit ideas and
opportunities as they arise. Equally, businesses can aid scientists and researchers in identifying
and exploiting commercial applications for their knowledge and resources. This mutually beneficial
relationship will require government funding of public research to be restructured to place greater
emphasis on the importance of demonstrating commercial outcomes. Government, in making
decisions about how it finances innovation and what activities it will fund, should play a greater
role in ensuring there are incentivises for collaboration between businesses and public sector
research organisations.
The Commonwealth invests in two programs that act as crucial bridges linking business and
industry. Funding for these measures should be retained.
Cooperative Research Centres Program32 (CRC)
Collaborative links between research institutions and industry are important to lift the pace of
innovation by Australian businesses. Ai Group supports the retention of initiatives, like the
Cooperative Research Centres (CRC) Program, to encourage greater collaboration between
businesses and researchers.
That said changes need to be made to the CRC program to enhance industry engagement and
improve the program’s effectiveness at realising commercial outcomes. We support the review
and reform of the Cooperative Research Centres Program. However, we would not like to see a
reduction in the overall level of support for initiatives to encourage collaboration.
Innovation and research and development are often prohibitively expensive for many businesses,
particularly small and medium enterprises. SMEs often lack familiarity with the research
community. By aggregating the financial and in-kind contributions of participants, and by giving
individual businesses privileged access to Australia’s finest researchers and institutions, CRCs
reduce the costs to industry of participating in R&D projects and ensure that businesses are
directed to the research organization best suited to their needs.
The broader benefits of an effective CRC are felt in an accelerated pace of innovation amongst
individual companies and the diffusion of new knowledge to the wider sector. There are also
benefits to the Australian economy, with a 2012 study estimating that CRCs have spun out
technologies, products and processes making an annual contribution of $278 million to the
economy.33

31

Australian Bureau of Statistics, Innovation in Australian Business 2010-11, August 2012.
Note that Ai Group is a Portal Partner in the proposed Innovative Manufacturing Cooperative Research Centre
currently being considered by the Commonwealth.
33
Department of Industry, Australia’s Innovation System Report.
32
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Entrepreneurs’ Infrastructure Programme
Ai Group is a partner in the delivery of the Entrepreneurs’ Infrastructure Programme (EIP), which is
the Australian Government’s flagship initiative to improve business competitiveness and
productivity at the firm level. It forms a crucial part of the Australian Government’s new industry
policy outlined in the Industry Innovation and Competitiveness Agenda.
Under EIP, Eligible businesses can access:
•

advice and support from highly experienced Advisers and Facilitators, drawn from industry,

•

co-funded grants to commercialise new products, processes and services

•

funding to take advantage of growth opportunities, and

•

connection and collaboration opportunities.

The delivery of the Entrepreneurs’ Infrastructure Programme in partnership with industry through
Advisers and Facilitators with real world business and business advisory experience is a key
strength. It is essential that there is a smooth roll out of the Programme from 1 July 2015 when
new delivery arrangements are due to commence.
Boosting the pool of early stage finance
Businesses need to have access to the early stage capital required to expand on and invest in new
ideas. We welcome the Government’s progress by winding back rules limiting employee share
schemes and the foreshadowed expansion in eligibility of significant investor scheme to include
venture capitalists.
Ai Group welcomes the Treasury’s review currently underway into establishing a crowdfunding
market in Australia, examining how the ease of regulation can be balanced against the need for
investor regulations. We would encourage the Government to act swiftly upon the review’s
recommendations once they are handed down to ensure Australia has a vibrant crowdfunding
market with appropriate investor safeguards.
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Energy & environment
Key policy recommendations:
•

The Budget should include an initiative to help small and medium sized businesses access
detailed and tailored information on their energy efficiency options. Energy cost pressures
remain serious and efficiency is a long term strategic priority.

•

The continuation of the Australian Renewable Energy Agency, the Clean Energy Finance
Corporation and the Climate Change Authority should be reflected in the Budget.

Market reform and reducing uncertainty
Energy is an essential input to all Australian businesses, and for many it is an important part of their cost
structure. Most of the pressing issues in energy are matters of policy and market structure rather

than Budget spending. We welcome the recent announcement that the Government will establish
a taskforce within the Department of the Prime Minister and Cabinet to develop options for
Australia’s post 2020 emissions reduction targets. Apart from the call for such targets as part of
the international climate negotiations, 2020 is now well within the planning horizon of most
businesses. Guidance as to future emissions goals is of fundamental importance to many long
lived investments, particularly in energy production and use, land use and management, and
production capacity for low-emissions and emission-intensive products. Post 2020 targets could
also have major implications for future Budgets, depending on the policy parameters that apply.
In previous Budgets the Government has so far committed $2.55 billion to 2017-18 for the
Emissions Reduction Fund to contribute towards the current 2020 -5% target. While the ERF has
not yet commenced operations and Australia’s projected future emissions are likely to be revised
down again, it is also likely that a further substantial funding commitment will be needed to
achieve the current target. Low cost high quality international carbon units provide a more
attractive alternative to such a funding injection. Despite the recent depreciation of the Australian
dollar, high quality Certified Emissions Reductions remain available in high volumes for less than
$0.75 per tonne. This option will remain open for several years should the Government wish to
revisit it. However, a large tranche of particularly affordable CERs will become unavailable once
Australia concludes accounting for its first Kyoto commitment period, likely in late 2015.
Rising gas prices are an increasing concern for energy users, and retail electricity prices remain at
historically elevated levels. Efficient use of energy is an immediate priority to manage these costs.
But it is also a long term imperative to limit future cost growth: new electricity generation capacity
will be very expensive by historical standards, regardless of the technology employed, and
investment in such capacity will not be brought forward by the National Electricity Market until
wholesale prices at least double. Current supply and demand projections suggest that transition is
well beyond 2020, but such projections have been badly wrong over the past few years.
Energy efficiency, demand management and embedded generation can delay a tighter market and
defer steep price rises. The Government’s Energy Policy Green Paper sensibly considers
development of an energy productivity agenda. This should include funding strategic work with all
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significant energy-using sectors to consider how their needs may evolve and be efficiently met
over the long term.
The Government should also develop a more immediate initiative to help small and medium sized
businesses access detailed information on their energy efficiency options. Ai Group’s research and
experience with a broad range of businesses demonstrates that such businesses often have
significant potential efficiency gains; that these may be difficult for time-poor or resourceconstrained businesses to identify or focus on; and that program to provide credible, accessible
and tailored efficiency information to business are effective and in high demand. Any program
along these lines should be coordinated with business information initiatives at all levels of
government.
Statements by the Government, agreements to which it is party, and the stated positions of nonGovernment Senators suggest that several bodies previously proposed for abolition will continue.
These are the Clean Energy Finance Corporation, the Australian Renewable Energy Agency and the
Climate Change Authority. To remove doubt and provide clarity, particularly for businesses
considering commercial dealings with CEFC and ARENA, the Budget should reflect the continuation
of these bodies.
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Immigration
Key policy recommendations:
•

Increase the migration planning level for 2015-16 from 190,000 to 220,000; and

•

Increase the proportion of the migration program that is devoted to skilled migration and
tighten the focus on demand-driven skilled migration.

In the Federal Budget for 2014-15 (May 2014), Australia’s total Migration Program Planning levels
were kept unchanged for a third consecutive year, at 190,000 places:
The 2014-15 Migration Programme will have 190,000 places and maintain the composition of
128,550 Skilled Stream places, 60,885 Family Stream places and 565 Special Eligibility Stream
places. The Skilled Stream will continue to focus on Australia’s longer term skills needs, including
addressing skills shortages in regional Australia.” (Federal Budget 2014-15, May 2014)

Table 4: Migration program outcomes and planning levels to 2014-15
Category

2010–11

2011–12

2012–13

2013–14

2014–15

Family stream

54 543

58 604

60 185

61 112

60 885

Employer Sponsored

44 345

46 554

47 740

47 450

48 250

Skilled Independent

36 167

37 772

44 251

44 984

43 990

State, Territory or Regional Nominated

25 292

34 047

29 769

29 756

28 850

125

180

200

200

200

7 796

7 202

7 010

6 160

7 260

Total skill

113 725

125 755

128 973

128 550

128 550

Total migration program

168 685

184 998

190 000

190 000

190 000

Distinguished Talent
Business Innovation & Investment

Source:https://www.immi.gov.au/media/statistics/statistical-info/visa-grants/migrant.htm
Notes: Total does not include refugee intake (20,019 in 2012-13 and 13,750 in 2013-14), New Zealand citizens,
students and other temporary visa holders.

Within the total Migration program, skilled migration has remained capped at around 128,000
arrivals per year. This static policy means that permanent migration and especially skilled
migration has not kept pace with growth in the Australian population (1.75% p.a. average for 2012
to 2014) or in the Australian workforce (1.1% p.a. average for 2012 to 2014). As a result, skilled
migration has fallen as a proportion of the workforce (from 1.13% in 2012 to 1.11% in 2014) and
as a proportion of the population.
This widening gap between the skilled migration program and general employment growth is
contributing to skill shortages and needs to be redressed. Ai Group therefore recommends that:
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• the Government’s annual migration planning level be lifted from 190,000 to 220,000 for
2015-16 and beyond; and
• more emphasis be given to the skilled migration portion of the program and especially the
demand-driven components of the skilled migration program.
This proposed increase takes into account the proven benefits to the economy of a stronger
migration program. This is necessary in order to support positive growth in our population and
especially in our adult workforce, due to relatively low rates of natural population growth and our
ageing population, which is pushing long-term trend rates in workforce participation lower.
In Ai Group’s annual Business Prospects report for 2015, 12% of CEOs continue to identify skill
shortages as a major impediment to their business growth. This proportion has been broadly
stable for the past three years, at 10-12% of CEOs.
A higher skilled migration intake is especially appropriate at present due to Australia’s relatively
low (albeit rising) unemployment rate; a relatively low workforce participation rate; the deepening
effects of our ageing workforce (with around 10% of all Australian employees now aged 60 or over
and 18% aged 55 or over); and persistent skills shortages in key growth industries such as
construction, professional services and health. Against this background, the Department of
Employment (Industry Employment Projections, March 2014) estimates that even if our current
modest employment growth rates continue, Australia will need 838,100 additional workers by
2018, or 7.2% more workers than were employed in 2013.
The construction industry for example, employs over one million people and is currently
Australia’s third largest employing industry, accounting for 9% of the workforce. It has grown by
an average of 2.5% over the past decade, adding around 24,000 employees per year. Healthcare is
even larger, with 1.4 million employees (12% of the workforce and the single largest employer). It
has had an average annual workforce growth rate of 4% over the past decade, equating to around
45,000 net additional employees per year.
Looking ahead, the residential cycle recovered strongly in 2014 and is moving higher again in 2015.
Australian Treasury (MYEFO, Dec 2014) expects national investment in dwellings (including new
housing, alterations and additions) to grow by 8% in 2014-15 and 5.5% in 2015-16, after a solid
recovery of 5.1% in 2013-14. Skills shortages and labour hire difficulties are expected to increase
as the volume of housing construction picks up pace again. Ai Group’s latest Construction Outlook
Report (Oct 2014) indicates that during the six months to September 2014, 46% of construction
companies reported ‘major or moderate difficulty’ in the recruitment of skilled labour and 34%
citing ‘major or moderate’ difficulty in sourcing sub-contractors. 43% of construction companies
were expecting further difficulties in hiring suitably skilled workers in the six months to March
2015 and 34% were expecting to experience difficulties in hiring sub-contractors.
The Department of Employment (Industry Employment Projections, March 2014) estimates that
construction will need 83,500 more employees by 2018 than it had in 2013, while healthcare will
need 229,400 more employees and professional services will need 88,700 more employees. Other
growth industries which tend to require higher skill levels include education (projected to require
118,900 more workers by 2018), finance (20,500 more workers) and transport services (32,000
more workers by 2018).
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In addition to these industry-specific trends, skill shortages are becoming endemic in occupations
requiring strong Science, Technology, Engineering and Mathematics (STEM) skills. In 2013, the
Australian Workforce and Productivity Agency (AWPA) estimated that Australia will be 2.8 million
short of the number of higher-skilled qualifications that industry will need by 2025. To be able to
meet this need domestically, Australia will need to increase the provision of STEM-related higher
skilled qualifications by 3% every year until 2025.
A larger skilled migration program is necessary to help manage these trends and to assist in
smoothing the path to future growth across the economy.
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Defence
Key policy recommendations:
•

Ai Group supports the provision of ongoing, critical and properly allocated funding to Defence.
This will enable the ADF to meet its operational responsibilities whilst offering Australia’s
defence industry further incentive to invest in vital infrastructure and skills.

•

Offer affordable, clear plans to acquire major new and upgraded equipment for the Australian
Defence Force (ADF) including the Future Submarine and new frigates to replace the Anzac
frigates, Joint Strike Fighter Program and new armoured fighting vehicles for the Army.

The Coalition Government, in its 2014-2015 Budget, honoured its pre-election commitments of no
further cuts to Defence spending and increase spending on Defence from 1.59 % of GDP (the
lowest level since 1938) to 2.0 % of GDP over the next decade. Defence industry congratulates the
Coalition Government on both policies.
The Federal Government has undertaken to introduce a new Defence White Paper in 2015 with
costed, affordable ways to meet Australia’s defence and national security objectives; release a
new Defence Industry Policy Statement and Defence Capability Plan; implement
recommendations from its first-principles review of the structure of the Department of Defence;
and introduce essential reform of the Defence Materiel Organisation and strengthen its
relationship with Australian business. Each of the latter measures should identify substantial
efficiency savings able to be re-invested in vital new equipment and support for the ADF.
The Ai Group has made submissions in regard to a number of these important initiatives. It calls on
the Coalition Government to quickly implement recommendations from each of these activities,
ensuring momentum for critical change.
In December 2014 correspondence to the Prime Minister, the Ai Group called on him to ensure
that the Future Submarine Program proceeds apace with a proper, 12 month Project Definition
Study of the options for acquiring either a proven European or Japanese design submarine,
reducing substantial risk and offering value-for-money. This would guarantee implementation of
the Coalition’s pre-election commitment to build 12 new submarines in South Australia. The new
submarine will be the most potent weapon in the ADF’s armoury, one required to be supported inservice for nearly 30 years.
The Ai Group Defence Council fully supports the Coalition Government’s Defence policy
commitments which, over time, will offer greater certainty and stability for Australia’s defence
industry.
We propose:
•

Providing ongoing, proper funding to Defence. Doing so will enable the ADF to meet its many
operational responsibilities, including continued, successful border protection.

•

Offering budget certainty on plans relating to acquiring major new and upgraded equipment
for the Australian Defence Force.
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•

Continuing to build greater confidence to Australian defence industry including through
ongoing support for vital programs such as the Skilling Australian Defence Industry and
Global Supply Chain programs.
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Infrastructure expenditure
Key policy recommendations:
•

Ai Group welcomes the Government’s focus on infrastructure and encourages the
Government to ensure existing commitments are met in the coming years.

•

The Abbott Government together with state governments should adhere to transparent and
rigorous selection processes for all federally-funded projects. This includes being open to all
types of infrastructure, be it road or rail or ports. Sound selection processes will bring clarity
and certainty to infrastructure.

•

Ai Group supports the Government’s Asset Recycling scheme and believes the Federal
Government can play a role in articulating the benefits of privatisation to the electorate.

•

The Federal Government can encourage state governments to ensure that tendering costs are
mininimised to ensure the best use of taxpayer funds.

The case for infrastructure
Ai Group has long advocated for both state and federal governments to have a sharper focus on
investment in infrastructure. It is well known and frequently observed by Reserve Bank of
Australia and Treasury officials together with Ai Group members that there is an urgent need to
address physical infrastructure needs around the country which are either inhibiting industry from
doing business or leading to excessive costs.
Living standards in Australia cannot continue to rise unless the country takes meaningful steps to
address our weak productivity performance and one of the most important steps is to build and
improve the nation’s roads, rail and ports. Only then will Australian business be able to compete
successfully in international markets in the years ahead and benefit from being situated close to
the fastest growing economies in the world.
The case for building more infrastructure now is made stronger by the wind down in engineering
investment by the mining sector. This is evident in the soft pipeline of work in engineering and
commercial construction is soft, as evidenced in Australian Industry Group/Housing Industry
Association Australian Performance of Construction Index.
Ai Group recognises and applauds the Abbott Government for its commitment to build in the
nation’s infrastructure. In particular, we welcome the long-awaited go-ahead on the second
Sydney Airport, and applaud both the federal and NSW Government on work already underway on
key road and public transport projects.
In other states, clarity and certainty around infrastructure projects is needed and projects need to
get underway. This is reinforced the Ai Group /Australian Constructors Association Construction
Outlook survey released in October, which indicated that unless public infrastructure projects step
up to fill the void left by waning mining investment, the sector will see a significant downturn.
Governments of all levels must not be diverted by the impact of the forthcoming electoral cycle,
especially as the pipeline of projects will provide very significant employment and economic
benefits across many communities and the supply chain in general over coming years. We ask that
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the Abbott Government maintain current commitments to infrastructure investments, and work
with other state governments and look beyond politics to ensure vital infrastructure is delivered
now.
Strengthening the infrastructure selection process
Ai Group believes that transparency and rigorous selection criteria are vital for infrastructure
projects, a case that was also made in the Productivity Commission’s final report on Public
Infrastructure released in early 2014.
Sound project selection plays a major role in productivity and growth outcomes according to work
by the International Monetary Fund.34 They examined the institutional environment underpinning
infrastructure investment management across four different stages: project appraisal, selection,
implementation and evaluation. The research found that the quality of public investment, as
measured by variables capturing the adequacy of project selection and implementation, is
statistically significant in explaining variations in economic growth across countries. They
concluded that these studies highlight the importance of going beyond discussions of spending
levels and addressing issues of the broad institutional framework underpinning the provision of
investment.
Ai Group believes each proposed infrastructure project should be subject to thorough and
transparent cost-benefit analysis to ensure the government gets the best possible use of taxpayer
funds. A clear and transparent process also helps to foster public support for infrastructure
projects and avoid costly delays in construction. Furthermore, having independent planning bodies
like Infrastructure Australia improve the integrity around infrastructure planning and
prioritization. Not only does this build public support for major projects, it also ensures
governments can access private finance to invest in infrastructure. Having a transparent and
rigorous project creates confidence among investors ensuring that lower-cost financing and a
deep pool of investment funds exists for future projects. Together with transparency, Ai Group
believes that certainty must exist when it comes to projects.
The importance of having sound selection process was made clear in Victoria in 2014 around the
construction of the East West Link. The project would have led to several years of work for
construction companies after several years of subdued activity in major construction projects and
would have created jobs in the coming years as the state contends with the closure of the
automotive assembly industry. It is now unlikely to be built and this will come at significant cost to
construction companies, and ultimately the Victorian taxpayer given greater perceived risk of
government contracts, as the project’s contract had been signed.
Ai Group would ask the Abbott Government to ensure state government projects that receive
federal funding follow this processes to avoid the costly and disruptive experience seen over the
East West Link. The federal Infrastructure Australia body can play an important role in this
process.

34

Dabla-Norris, Era, Deputy Chief, Strategy, Policy, and Review Department, International Monetary Fund. Comments
at Reserve Bank of Australia’s conference on Infrastructure.
http://www.rba.gov.au/publications/confs/2014/pdf/poole-toohey-harris-disc.pdf
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Ai Group also believes governments should not display a clear preference for one type of
infrastructure over others. The Abbott Government significantly wound back spending on rail
projects since coming to Government. Rail is an important component of the infrastructure mix,
and Ai Group believes that each project regardless of the type should be assessed on a sound costbenefit analysis performance relative to the alternatives, with the project with the strongest
business case proceeding, regardless of its type.
Asset Recycling
Ai Group supports the Abbott Government’s Asset Recycling Fund, which is used to top up any
funds raised by states privitising public assets. We also support the privitisation of federal
government assets, like the successful sale of Medibank Private, with the funds raised to support
this initiative. While it is clear no Government has the mandate to privatise state assets in
Queensland, privitisation of public assets in NSW will feature heavily in that state’s upcoming
election. Ai Group believes the Federal Government can play a role in ensuring the benefits of
these initiatives and the need for infrastructure is well understood.
Tendering Costs
Australia is considered to have among the highest costs to tender for major public projects in the
world, with governments demanding unnecessarily and burdensome levels of detail that simply
add to the project cost and are borne by the tax payer.35
The Productivity Commission’s inquiry into Public Infrastructure in 2014 also noted that
governments across the country could also achieve better value for money for taxpayers if they
changed tendering requirements to be more in line with private sector commercial projects. This
would reduce unnecessary costs borne by construction companies to meet often excessive and
onerous tendering requirements including extensive design work for projects they have more
chance of losing than winning. Ai Group calls upon the Abbott Government to encourage state
governments to follow this process.

35

Wiggins, Jenny; “Why infrastructure costs more in Australia than France” Australian Financial Review; 2 August
2014.
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Removing unnecessary regulation
Key policy recommendations:
Ai Groups stresses the importance for the Government with respect to regulatory reform that we
support an ongoing commitment to identify and repeal unnecessary regulation, and urge that the
focus remain on regulations that are proving to be obstacles to business. Annual targets for cost
reduction are an important spur to action, though bad regulations should be removed whether or not
a broader target has been met – and conversely, regulatory action should be maintained where its
overall benefits outweigh the costs. Costs imposed by State regulation are just as important to
industry as those imposed by the Commonwealth, and the Government’s regulatory reform agenda
can play a role in relieving or avoiding these State costs too.
Specific regulatory reform priorities are:
•

The Government should continue to work with the States and the Parliament to streamline
environmental approvals while meeting high standards and Australia’s international obligations.

•

The Commonwealth should encourage the States to remove blanket restrictions on development
of gas and wind energy resources, and replace these where necessary with carefully drawn
regulation tailored to any specific risks identified by science.

•

Existing and potential new Product Stewardship schemes need to be developed with a close eye on
costs and benefits and the fair distribution of burdens.

Ai Group supports an ongoing commitment to identify and repeal unnecessary regulation, noting
the success of initial Repeal Days, and we urge that the focus remain on winnowing regulations
that place obstacles in the way of business performance and competitiveness. Sound regulation
has a strong role to play in protecting the community and environment and underpinning
economic activity. But Ai Group’s member businesses agree that excessive or poorly implemented
regulation is a serious problem. This assessment has been expressed repeatedly by respondents to
Ai Group’s own surveys and is corroborated by international comparisons. The 2014 World
Economic Forum Global Competitiveness Report ranked Australia 124th for the burden of
government regulation, a marginal improvement on 2013 but down from 60th in 2010-11.
The Government’s goals of reducing regulatory burdens by a further $1 billion per annum every
year, and of fully offsetting the costs of new regulations with reductions in existing regulations,
are worthy and important spurs to action. However they need to be applied with care to avoid
replacing one set of perverse public sector incentives with another. One risk is the ‘stockpiling’ of
opportunities for regulatory cost reduction to set against other actions that departments wish to
pursue. Another is the removal of valuable activities whose costs are balanced by wider benefits,
in order to meet internal government targets. In short, bad regulations should be removed
whether or not a broader target has been met – and conversely, regulatory action should be
maintained where its overall benefits outweigh the costs.
Costs imposed by State regulation are just as important to industry as those imposed by the
Commonwealth, and the Government’s regulatory reform agenda can play a role in relieving or
avoiding these State costs too. Some policies implemented by the States are developed in close
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coordination with the Commonwealth through COAG. In other cases the Commonwealth brings a
vital national perspective to State regulatory issues with wider significance.
Current priorities for improvement to regulatory arrangements and processes include:
• the Government should continue to work with the States and the Parliament to streamline
environmental approvals while meeting high standards and Australia’s international
obligations.
• the Government should encourage the States to ensure their regulation of energy resource
development is efficient and based in science. Restrictions on development of
unconventional gas and wind farms have limited investment and worsened other pressures
in the energy markets.
• Product Stewardship schemes need to be developed with a close eye on costs and benefits
and the fair distribution of burdens. Proposed new schemes for batteries and refrigeration
and air conditioning would need to demonstrate clear net benefits if they are to proceed;
the existing Packaging Covenant should not be replaced by a federal Container Deposit
Scheme, which would be expensive and burdensome; and the National Television and
Computer Recycling Scheme should be reformed to produce more accurate company
targets.
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