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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.  

About  this Submission  

Ai GroupΩǎ Budget Submission was originally handed to the Government in December 2017. While 

there have been some minor adjustments, the analysis and the recommendations have not 

changed.  

Australian  Industry  Group  contact  for this submission  

Dr Peter Burn, Head of Influence and Policy  
Ph: 02 9466 5566 
Email: peter.burn@aigroup.com.au 
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1. Summary  and  recommendations  

In framing the 2018-19 Federal Budget, the DƻǾŜǊƴƳŜƴǘΩǎ should reinforce confidence in the path 

to fiscal sustainability while providing personal income tax relief for low and middle-income 

households, pursuing further strong employment growth and making targeted investments in the 

underlying drivers of domestic productivity and social inclusiveness.  

The Government should stay the course on the proposed phase-down in the corporate tax rate over 

the coming decade and should use this initiative to build a program of more far-reaching tax 

measures that puts !ǳǎǘǊŀƭƛŀΩǎ tax arrangements on the more solid foundation that will become all 

the more important in coming years.  

The economic context this year is one of still slow global growth and promising but fragile local 

growth. The Australian economy improved through 2017, with stronger employment, incomes and 

business investment evident across a wide range of industries and locations. Any further recovery 

and acceleration is likely to be modest however, with risks and challenges from a wide range of 

sources. 

The focus of this ȅŜŀǊΩǎ Budget should go beyond underwriting aggregate growth and performance. 

It must complement this with an emphasis on the promotion of social inclusiveness. This emphasis 

is reflected in the priority we recommend be given to: 

¶ making further inroads into labour underutilisation;  

¶ the proposed targeting of personal income tax relief to lower and middle-income households; 

and  

¶ the fundamental emphasis we place on improving education and training outcomes.  

Against this background, Ai DǊƻǳǇΩǎ policy recommendations for the 2018-19 Budget are: 

Fiscal policy 

¶ Ai Group strongly supports the determination to return the Budget to a position of long-term 

sustainability and to provide room to put in place stimulatory fiscal measures in the event of a 

major threat to aggregate demand. 

¶ Ai Group supports the enactment of the remaining provisions under the DƻǾŜǊƴƳŜƴǘΩǎ 

Enterprise Tax Plan which would see a company tax rate of 25 per cent phased in over the 

coming decade.  This should be accompanied by a program of broader tax reform measures. 

¶ As always, the budget should pursue greater efficiency in programs. 

¶ A good proportion of these savings, together with the improved bottom line revealed in MYEFO 

should be directed to accelerating the pace of consolidation towards a sustainable budget 

position.  
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¶ The accelerated pace of consolidation should nevertheless retain a degree of fiscal stimulus 

appropriate to the clear persistence of labour force underutilisation particularly in the form of 

underemployment. 

¶ Consistent with the scope for a degree of stimulus, Ai Group supports personal income tax 

reform targeted to lower and middle-income households and modest increases in expenditure 

on the key growth drivers identified in this submission. These are aimed at achieving meaningful 

improvements to our workforce capabilities, business capabilities; and innovation capabilities. 

¶ While we support the budgetary discipline of ensuring that recurrent outlays are covered by 

recurrent revenue, Ai Group believes there is a clear rationale for using public-sector borrowing 

to finance rigorously and transparently assessed public sector investment in productivity-

enhancing, intergenerational infrastructure. 

Skills, education and training policy 

¶ Increase investment in the development of key categories of skills for the transforming economy 

through all education and training sectors. 

¶ Fund a national industry skills development and training support program focussing on digital 

skills, organisational change, workplace innovation and management development.  

¶ The Commonwealth and COAG should address declining investment in VET and increasingly 

uneven investment across jurisdictions, by examining the possibility of moving towards a 

nationally funded and nationally operated tertiary education system. 

¶ Commit further resources to the incorporation of higher order skills development within VET 

qualifications. 

¶ Implement measures to achieve full national consistency for all apprenticeships across Australia, 

including consideration of an oversighting body to ensure programs and arrangements meet 

current and emerging occupational needs. 

¶ In consultation with industry, develop measures designed to increase the level of participation 

in apprenticeships/traineeships. 

¶ Facilitate direct industry and employer engagement through the Skilling Australians Fund. 

¶ Initiate a review of school-based apprenticeships to determine the reasons for low levels of 

participation and to develop strategies to facilitate greater participation by schools and industry. 

¶ Review the employer incentive regime and develop incentives for first time participants in the 

system. 

¶ Develop and effectively resource a national STEM skills strategy in conjunction with industry to 

expand the STEM-qualified workforce. 

¶ Promote the findings and recommendations of the Strengthening School ς Industry STEM Skills 

Partnerships Project on a national basis to encourage increased participation. 
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¶ Implement measures to increase the level of STEM participation in the VET sector, especially 

through apprenticeships and traineeships relevant to STEM skills. 

¶ Introduce employer incentives for employers engaging apprentices and trainees in STEM-related 

areas. 

¶ Develop specific measures to expand the STEM workforce in SMEs through cluster/network 

models. 

¶ A national foundation skills strategy needs to be provided with a sufficient budget to support 

workforce literacy and numeracy programs. 

¶ The Government commence discussions with industry and other appropriate stakeholders 

about the development of a new workplace LLN program. 

¶ Fund a widespread review of learning and teaching practices in higher education providers to 

embed employability, through work integrated learning approaches, into all curricula.  

¶ Fund pilots which examine a range of innovative models of connecting between industry and 

higher education providers, with the view to establishing new models of learning. 

¶ Implement incentives to assist companies provide opportunities for students to experience the 

workforce and make meaning of their learning. 

Innovation and digital capabilities 

¶ Control the costs of the R&D Tax Incentive by adopting a cap on the refundable element.  If 

further savings are required, a reduction in the headline rate for both the refundable and non-

refundable elements are likely to preferable to more distorting changes such as intensity 

thresholds. 

¶ Work closely with industry to design a premium for R&D Tax Incentive claims related to 

employment of new PhD graduates or to collaborative projects. 

¶ Commit to maintaining broad stability for the overall Incentive, while reviewing and refining the 

collaboration premium over time. 

¶ The Australian Government, NBN Co and industry could work together to describe and 

communicate business approaches to making the most of broadband, including through case 

studies.  

¶ Businesses need to look for opportunities to invest in and maximise the use and benefit of IoT 

and related digital technologies. Public support may be beneficial, including through: business 

capability policies such as the 9ƴǘǊŜǇǊŜƴŜǳǊǎΩ Programme and facilitating collaboration with 

universities, Data61, other research institutions, and other businesses.  
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¶ Complementing this, businesses need to understand better the longer-term benefits of digitally 

upskilling staff. Government initiatives (such as the EntreprŜƴŜǳǊǎΩ Programme and Industry 

Growth Centres) could be avenues of support.  

¶ Businesses could benefit from Government and industry support in increasing their cyber 

security skills and capabilities. We welcome working with Government and industry to raise 

business awareness and facilitate business access to appropriate experts and existing initiatives 

for cyber security.  

¶ Incentives could be created to encourage businesses to take risks to determine how investment 

in technologies can benefit their business and people. Options include grants or tax concessions 

for investment in digital transformation, including demonstration projects.   

¶ As an industry partner of the 9ƴǘǊŜǇǊŜƴŜǳǊǎΩ Programme, we have observed that there is a gap 

around providing non-IT businesses with cyber security and digital transformation enablement. 

Many SMEs, particularly those outside of IT and digital, say that they find it very difficult to get 

impartial advice around these topics, rather than promotion of a ǇǊƻǾƛŘŜǊΩǎ commercial product 

or service. There is an opportunity to provide additional resourcing to the 9ƴǘǊŜǇǊŜƴŜǳǊǎΩ 

Programme to facilitate provision of specialist independent expert advice in this space, similar 

to the provision of independent business advice. 

¶ Given the rapidly evolving state of cyber threats and attacks, it is essential that our law 

enforcement bodies are sufficiently resourced, not only for protecting our national security, but 

also to protect business and consumers against global cyber crime. 

¶ It is critical that there is better collaboration between government and industry to tackle cyber 

security. Collaboration enables sharing of information about threats, and helps build an 

innovative industry. In this context, Ai Group is working with our members to help them 

overcome these barriers, and we are open to working with industry and government to this end. 

Trade policy 

¶ Resource Austrade appropriately so it has the skills and resources to support Australian 

companies to access global value chains and to invest abroad. 

¶ Increase the availability of one-on-one support for new and emerging exporters. 

¶ Progressively increase the budget allocation for Export Market Development Grants (EMDG) by 

at least $12.4 million per year over the next three years to $175 million.  

Defence industry capabilities 

¶ Maintain the funding path as set out in the previous budget, with an underlying commitment to 

grow to two per cent of GDP by 2020-21, including $150 billion over the forward estimates; 

¶ Implement supporting industry policies, including the Defence Export Strategy, the Defence 

Industry Capability Plan and the Skilling and STEM strategy;   
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¶ Support the training and skilling !ǳǎǘǊŀƭƛŀΩǎ workforce to manage the ramp up of defence 

industry; and  

¶ Support the improvement of exports of Australian-made defence equipment and services over 

the coming decade and beyond. 

Energy policy 

¶ Establish an Energy Capability Unit to help industry better manage in the new high-cost energy 

environment 

¶ Establish an Energy Transition Fund with $200m for grants to improve industrial energy 

management capability and implement opportunities; and 

¶ Allocate additional funds to the Emissions Reduction Fund to ensure continuity. 

Migration policy 

¶ The annual permanent migration planning level should be maintained at the current cap of 

190,000; and 

¶ Stronger priority should be given to the skilled migration stream within the permanent migration 

program and especially to the demand-driven components of skilled migration. 
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2. Economic  Outlook  for Australian  Business 

The Australian economy has improved in 2017, but growth remains fragile and vulnerable to shocks 

from domestic and international sources. GDP growth has improved through 2017 to date, and 

business conditions are relatively elevated across most (but not all) industries and states. After a 

surprising drop in GDP in Q3 of 2016 (-0.5% q/q and just 1.8% p.a.), annual GDP growth accelerated 

from 1.8% in Q1 and 1.9% in Q2 to 2.8% in Q3 2017. Output growth remains slower than long-run 

averages however, and is highly vulnerable to disruption. The labour market has also improved in 

2017, with total employment growth accelerating to 3.1% (up from 0.9% at the end of 2016) and 

the unemployment rate falling to 5.4%, as of November (down from 5.8% at the end of 2016). 

Australian growth is now being driven by a combination of: growth in export volumes; public sector 

investment and recurrent spending; relatively strong population growth; peaking residential 

construction; a large pipeline of public and private engineering construction projects; a resurgence 

in mining-related investment; and a very welcome (but long overdue) pickup in non-mining business 

investment. Growth has spread more evenly across industries and the states in 2017. Weak 

household incomes and spending (including poor local retail sales) are the most disappointing 

aspects of AustraliaΩǎ outlook for 2018. To some extent, slow incomes growth reflects longstanding 

weaknesses in Australian productivity growth but also relatively weak output (and hence income) 

growth per head; although GDP grew by 2.8% p.a. in Q3 2017, it was up by just 1.3% p.a. per capita. 

Positively for the outlook in 2018-19, these improvements in 2017 suggest that the foundations are 

now in place for stronger growth in local output, productivity and incomes. In particular, the very 

recent pickup in business conditions and non-mining business investment ς if supported by further 

progress in infrastructure development, skills development, innovation and energy policy ς could 

provide the basis for repairing national productivity growth and boosting incomes growth for all. 

The Federal Budget must be mindful of this improving but vulnerable and uneven economic context. 

New opportunities are always emerging, but significant risks abound, from both international and 

domestic sources. These risks demand a careful approach to fiscal policy. 

2.1 Global  economic  outlook : slower  for longer  (again)  

In its latest assessment of the global economy1, the International Monetary Fund (IMF) reported 

that global growth in the first half of 2017 was better than forecast, due to άnotable pickups in 

investment, trade, and industrial production, coupled with strengthening business and consumer 

confidenceέΦ The IMF revised up its growth estimates for 2016 and upgraded its forecasts for 2017 

and 2018 as a result (see chart 1 and table 1). This was the first time the LaCΩǎ half yearly forecasts 

had been revised up instead of down, in almost a decade (see chart 1).  

Growth did not improve in all countries or regions however; better results in the euro area, Japan, 

China, emerging Europe and Russia were offset by downward revisions for the US, the UK and India. 

The IMF notes that many emerging market and developing economies are άŜȄǇŜǊƛŜƴŎƛƴƎ stagnant 

                                                 
1 IMF, World Economic Outlook, October 2017. 
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per capita ƛƴŎƻƳŜǎέΣ while fuel exporters have been hit by lower commodity prices. More positively 

for Australia, the IMF remains optimistic about China in 2017 and 2018, while Japan ό!ǳǎǘǊŀƭƛŀΩǎ 

second largest trade partner) is expected to accelerate to 1.5% in 2017 and settle at 0.7% in 2018. 

Global risks remain skewed to the downside due to elevated political, policy and financial market 

uncertainty in key economies (including but not limited to the US and the UK). Risks to trade from 

rising protectionism have not disappeared. The IMF notes that this ΨŎȅŎƭƛŎŀƭ ǳǇǘǳǊƴΩ is still tentative 

and fragile. It urges Governments and central banks globally to actively support it: 

άStructural reforms and growth-friendly fiscal policy measures are needed to boost 

productivity and labor supply, with varying priorities across countries. In advanced 

economies, monetary policy should remain accommodative until there are firm signs of 

inflation returning to targets. ΧΦ Fiscal policy should be aligned with structural reform efforts, 

taking advantage of favorable cyclical conditions to place public debt on a sustainable path 

while supporting demand where still needed and feasible.έ 

Chart  1: Global  growth  2008 to 2018: 10 years  of IMF estimates  and  forecasts  

 

Source: IMF, World Economic Outlook, Oct 2017. 

The OECD largely concurs with this outlook for 2018. It expects an acceleration in 2018 for the global 

economy and for most but not all individual countries, but says this will be followed by another 

slower year in 2019, due to the lingering drags on growth from weak productivity and incomes. The 

IMF, the OECD ŀƴŘ !ǳǎǘǊŀƭƛŀΩǎ w.! ǊŜƳŀƛƴ ŎƻƴŎŜǊƴŜŘ ŀōƻǳǘ ǇŜǊǎƛǎǘŜƴǘƭȅ ǿŜŀƪ ƛƴŦƭŀǘƛƻƴ ŀƴŘ ǿŀƎŜǎ 

growth globally. The OECD also highlights long-term problems arising from slow global business 

investment and productivity, which continue to hold back growth in production and incomes:  

Annual growth of the world economy is projected to improve slightly in 2018, but remains 

below the pre-crisis [GFC] period aƴŘ ǘƘŀǘ ƻŦ Ǉŀǎǘ ǊŜŎƻǾŜǊƛŜǎΦ Χ tŜǊǎƛǎǘŜƴǘ ŜŦŦŜŎǘǎ ƻŦ ǇǊƻƭƻƴƎŜŘ 

sub-ǇŀǊ ƎǊƻǿǘƘ ƻƴ ǇǊƛǾŀǘŜ ǎŜŎǘƻǊ ǇŜǊŦƻǊƳŀƴŎŜ ƛƴŎƭǳŘŜ ƛƴǾŜǎǘƳŜƴǘΣ ǘǊŀŘŜ ŀƴŘ ǇǊƻŘǳŎǘƛǾƛǘȅΦ Χ 

In the absence of a clear sign of change in [these] underlying trends, growth across the OECD 
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is projecǘŜŘ ǘƻ ǿŜŀƪŜƴ ƛƴ нлмфΦ Χ /ƻǳƴǘǊƛŜǎ ǎƘƻǳƭŘ ƛƳǇƭŜƳŜƴǘ ǊŜŦƻǊƳ ǇŀŎƪŀƎŜǎ ǘƘŀǘ ŎŀǘŀƭȅǎŜ 

ǘƘŜ ǇǊƛǾŀǘŜ ǎŜŎǘƻǊ ǘƻ ǇǊƻƳƻǘŜ ǇǊƻŘǳŎǘƛǾƛǘȅΣ ƘƛƎƘŜǊ ǿŀƎŜǎ ŀƴŘ ƳƻǊŜ ƛƴŎƭǳǎƛǾŜ ƎǊƻǿǘƘέ 

In this latest update, the OECD revised up its global growth expectations very slightly, to reflect 

better than expected growth in 2017 to date. The OECD now expects global GDP growth of 3.6% p.a. 

in 2017, 3.7% in 2018 and 3.6% in 2019. Advanced economies will be slower than developing and 

emerging economies such as China (table 1). Chinese GDP is projected to grow by 6.8% in 2017, 

сΦс҈ ƛƴ нлмуΣ ŀƴŘ сΦп҈ ƛƴ нлмфΣ ǇŀǊǘƭȅ ǊŜŦƭŜŎǘƛƴƎ άǘƘŜ ƻƴƎƻƛƴƎ ǊŜōŀƭŀƴŎƛƴƎ ƛƴ /ƘƛƴŀΩǎ ƎǊƻǿǘƘ ƳƻŘŜƭΦέ 

Table  1: IMF and  OECD forecasts  for Global  Growth  
  OECD, Nov 2017 IMF, Oct 2017 

Change in GDP, % p.a. 2016 2017 2018 2019 2017 2018 

World 3.1 3.6 3.7 3.6 3.6 3.7 

World trade volumes 2.6 4.8 4.1 4.0 4.2 4.0 

OECD /  Advanced economies (IMF) 1.8 2.4 2.4 2.1 2.2 2.0 

US 1.5 2.2 2.5 2.1 2.2 2.3 

Euro area 1.8 2.4 2.1 1.9 2.1 1.9 

UK 1.8 1.5 1.2 1.1 1.7 1.5 

Japan 1.0 1.5 1.2 1.0 1.5 0.7 

Non-OECD/developing economies (IMF) 4.1 4.6 4.9 4.8 4.6 4.9 

China 6.7 6.8 6.6 6.4 6.8 6.5 

India 7.1 6.7 7.0 7.4 6.7 7.4 

ASEAN 4.9 - - - 5.2 5.2 

Sources: IMF, World Economic Outlook, Oct 2017; OECD Economic Outlook, Nov 2017. 

 

2.2 Australian  economic  outlook : improving  but  vulnerable  

Confirming the slow and vulnerable nature of the Australian economy in 2016-17, Australian real 

GDP fell by 0.5% in Q3 2016, the first quarterly fall since Q1 2011. GDP growth recovered through 

2017, reaching 0.6% q/q and 2.8% p.a. in Q3 2017. This improvement in growth is welcome, but it 

remains below long-run averages and slower than RBA or Treasury estimates of ΨǘǊŜƴŘΩ or ΨǇƻǘŜƴǘƛŀƭΩ 

growth (currently thought to be around 3.0% p.a. but formerly estimated at 3¼ % p.a.).2  

In 2017, the main drivers of growth have been exports, housing construction, public sector spending 

and ς most recently and most promisingly for the outlook ς non-mining business investment. The 

all-important investment cycles are shifting again; housing investment is now over its peak, public 

sector investment is elevated, while engineering construction and investment in non-residential 

buildings and intellectual property are recovering from recent low points (chart 2). 

The pattern of growth in 2017 has spread the benefits across more industries and locations, instead 

of being overly concentrated (in contrast to the mining investment boom, which was concentrated 

in Western Australia and Queensland). In Q3 2017, 17 out of 20 major industry groups grew in the 

quarter, with all except agriculture growing over the year (chart 3).  

                                                 
2 Robert Ewing, Sian Fenner, Steven Kennedy and Jyoti Rahman, άwŜŎŜƴǘ productivity outcomes and !ǳǎǘǊŀƭƛŀΩǎ 
potential ƎǊƻǿǘƘέΣ The Treasury Economic Roundup, Winter 2007. 
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Manufacturing output grew by 2.4% p.a. to Q3 2017, despite the final stage of closure for 

automotive assembly in Australia occurring during this period. Within manufacturing, growth in 

food, beverages, consumables, chemicals, building materials and packaging has outweighed the exit 

of car assembly and further shrinkage in metals production, in output and employment terms. This 

is in line with Ai DǊƻǳǇΩǎ Australian Performance of Manufacturing Index (PMI®), which had 

indicated positive or neutral conditions for manufacturers in every month since September 2016.  

In aggregate, the more timely monthly business surveys indicate that business conditions have been 

relatively elevated across the board through late 2017, with positive conditions evident in most 

sectors. Industrials and business-oriented sectors are performing better than consumer-oriented 

sectors and especially retail trade, because of reluctant consumer spending (chart 4). 

Chart  2: Components  of investment  expenditure , $bn  per  quarter,  to  Q3 2017 

 

Source: ABS, National Accounts, Sep 2017. 

Chart  3: Major  industriesõ value -added  output,  size and  growth,  Q3 2017 

 

Source: ABS, National Accounts, Sep 2017. 
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Chart  4: Ai Group  composite  index  of business conditions  (to  Nov  2017)  

and  NAB index  of business conditions  (to  Nov  2017) 

 

Source: Ai Group (weighted composite of Australian PMI® Australian PSI® Australian PCI®) and NAB. 

!ǳǎǘǊŀƭƛŀΩǎ ƭŀōƻǳǊ ƳŀǊƪŜǘ Ƙŀǎ ƛƳǇǊƻǾŜŘ ǘƘǊƻǳƎƘ нлмтΣ ŀƭǘƘƻǳƎƘ ǎƛƎƴƛŦƛŎŀƴǘ ǇƻŎƪŜǘǎ ƻŦ ΨǎǇŀǊŜ 

ŎŀǇŀŎƛǘȅΩ ǊŜƳŀƛƴ ƛƴ ǘƘŜ ŦƻǊƳ ƻŦ ǳƴŜƳǇƭƻȅƳŜƴǘΣ ǳƴŘŜǊŜƳǇƭƻȅƳŜƴǘ ŀƴŘ ŘƛǎŎƻǳǊŀƎŜŘ ǿƻǊƪŜǊǎ όǘƘƻǎŜ 

out of the labour market who might re-enter if conditions improve). As of November, the national 

unemployment rate had fallen to 5.4%, the underemployment rate had edged lower to 8.4% 

(though still close to historical high levels) and total employment had grown by 3.1% (seasonally 

adjusted year to end of November). More of the new jobs in 2017 have been full-time than part-

time and so the rate of part-time work has fallen to 31.5% of the workforce and the number of total 

hours worked across the economy has grown by 3.4% p.a. (seasonally adjusted). 

Commensurate with this lower rate of part-time work, 1.09 million people are now underemployed 

(in paid work but wanting more work hours), down from an all-time peak of 1.17 million in 

December 2016. The number of unemployed people fell to 707,000 in November, the lowest 

number since 2013. Among the unemployed, 31% are looking only for part-time work, including 

23% of unemployed men and 40% of unemployed women. 

Reflecting these improvements in the labour market in 2017, more people are actively coming back 

into it, to work or to seek work. At 65.4% of the adult population, labour force participation is now 

ŀǇǇǊƻŀŎƘƛƴƎ !ǳǎǘǊŀƭƛŀΩǎ ǊŜŎƻǊŘ ƘƛƎƘ ƻŦ срΦт҈ ŀŎƘƛŜǾŜŘ ƛƴ 5ŜŎŜƳōŜǊ нлмлΦ [ŀōƻǳǊ ŦƻǊŎŜ ǇŀǊǘƛŎƛǇŀǘƛƻƴ 

for Australian women is at a record high of 60.1% (trend). Rising job advertisement numbers 

(published monthly in the SEEK and ANZ job ads series), suggest further jobs growth into 2018, 

which is likely to attract even more non-participating people into active participation and jobseeking. 

Despite a larger (and somewhat tighter) labour market, annual wages growth accelerated only 

slightly in Q3 2017. At 2.0% p.a.ς and 1.9% p.a. in the private sector ς wage growth remains weak 

ŀƴŘ ŀǘ ǘƘŜ ōƻǘǘƻƳ ƻŦ ǘƘŜ w.!Ωǎ ƛƴŦƭation target of 2-3% p.a. Annual wages growth in the private 

sector (1.9% p.a.) has tracked lower in line with headline inflation. Private sector wage growth is 

now just above headline inflation (1.8% p.a.) and remains well above the ABS estimate of annual 

changes in living costs for employees in Q3 (1.5% p.a.). Annual wages growth is faster in the public 

sector, at 2.4% p.a. in Q3 (chart 5). !ǳǎǘǊŀƭƛŀΩǎ ƳƛƴƛƳǳƳ ǿŀƎŜ ǊƻǎŜ ōȅ оΦо҈ ŦǊƻƳ м Wǳƭȅ нлмтΦ 

Slow growth in nominal wages and prices has been persistent globally as well as in Australia over 



Australian  Industry  Group  Submission  to  the  2018-19 Federal  Budget   

14 

the past decade. Concerns about low inflation and its implications for growth are widespread. In a 

recent ǎǇŜŜŎƘ ŀōƻǳǘ !ǳǎǘǊŀƭƛŀΩǎ ŜŎƻƴƻƳƛŎ ƻǳǘƭƻƻƪ for example, RBA Governor Lowe noted that άƛƴ 

a number of countries, low rates of unemployment are coexisting with below-average inflation. Low 

ƛƴŦƭŀǘƛƻƴΣ ƛƴ ǘǳǊƴΣ ƳŜŀƴǎ ƭƻǿ ƛƴǘŜǊŜǎǘ ǊŀǘŜǎΦέ. This situation is finally starting to improve, across a 

range of local and international indicators. Wages growth might not pick up hoǿŜǾŜǊΣ ōŜŎŀǳǎŜ άin 

Australia, we are still some way short of our estimates of full employment of around 5%, so it is not 

ǎǳǊǇǊƛǎƛƴƎ ǘƘŀǘ ǿŀƎŜ ƎǊƻǿǘƘ ƛǎ ōŜƭƻǿ ŀǾŜǊŀƎŜΦ Χ ǎǘǊǳŎǘǳǊŀƭ ŦŀŎǘƻǊǎ ŀǊŜ ƭƛƪŜƭȅ ǘƻ ōŜ ŀǘ ǿƻǊƪ ŀǎ ǿŜƭƭΦ 

Χ ǘƘŜ ŜŎƻƴƻƳȅ ƛǎ ƭŜǎǎ ƛƴŦƭŀǘƛƻƴ ǇǊone than it once was. Both workers and firms feel more competition, 

and it is plausible that the wage- and price-setting processes are adjusting in responseΦέ3 That is, 

more competition in various domestic and international markets is helping to keep a lid on inflation, 

by forcing workers to accept smaller (nominal) pay rises and businesses to accept smaller margins. 

Chart  5: Inflation,  living  costs  for employee s and  wage  price  indexes  

 
Source: ABS Wage Price Index, Consumer Price Index, Living Cost Indexes, Sep 2017. 

At the same time, negligible productivity growth (globally and in Australia) is continuing to limit real 

incomes growth, in aggregate and per capita. Real GDP per capita grew by just 0.3% in 2016-17, but 

accelerated to 1.3% p.a. in Q3 2017. Real GDP per hour worked grew by just 0.8% in 2016-17 and 

value added per hour worked in the market sector up just 1.3%. Real net national disposable income 

per capita accelerated to 2.9% p.a. in Q3 2017, but remains below its recent peak in Q1.  

Some of these changes in net national income relate to the effects of the terms of trade (chart 6), 

but this boost to national incomes from volatile global resources pricing is not a reliable source of 

income growth, and does not spread reliably and easily beyond the mining industry that earns it. 

Indeed, although nominal profits for private non-financial corporations rose by 19.7% p.a. in Q3 

2017, the more detailed Business Indicators data confirm that half of this increase was in the mining 

sector, with a further 12% going to financial services and 17% going to professional services. In 

contrast, profits in many of the larger private-sector employing sectors such as manufacturing, 

transport, retail and hospitality were stagnant or declined over the year to Q3 2017 (chart 7).  

                                                 
3 RBA Governor Lowe, ά{ƻƳŜ evolving vǳŜǎǘƛƻƴǎέΣ Address to the Australian Business Economists Annual Dinner,  
Sydney, 21 November 2017. 
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Chart  6: GDP per  capita,  national  income  per  capita  and  the  terms  of trade  

 

Source: ABS, National Accounts, Sep 2017. 

Chart  7: nominal  profits  per  quarter,  major  market  sectors,  to  Q3 2017 

 

Source: ABS, Business Indicators, Sep 2017. 

In contrast to somewhat stagnant incomes and prices, recent improvements in business conditions 

are finally leading to stronger (but still relatively cautious) non-mining business investment. Over 

the year to Q3 2017, private sector business investment (CAPEX) by all industries other than mining 

rose by 8.7% p.a., with rises of 9.8% p.a. for manufacturing CAPEX and 8.5% p.a. for other industries. 

Even with mining-related investment still falling from boom-time peaks, the National Accounts 

indicate that total national spending on non-dwelling construction rose 12.9% p.a. in Q3, new 

machinery and equipment rose by 2.9% p.a. and intellectual property products rose by 4.8% p.a. 

Looking ahead, the latest CAPEX data indicated that Australian businesses plan to invest a total of 

$108,922m in 2017-18. Once adjusted for probable realisations (based on an average realisation 
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ratio of the past five years), this implies total CAPEX in 2017-18 will be around $105,436mn, which 

is 7.8% lower than the actual amount of CAPEX in 2016-17 (in nominal terms). All of this fall however, 

is due to lower CAPEX in the mining industry, which is still coming down from record-high peaks.  

Outside of mining, CAPEX looks likely to rise by 8.8% to $82,316mn in 2017-18. This will include a 

stable level of CAPEX in manufacturing (+0.1% p.a.) and an increase of around 10% among 

businesses outside mining and manufacturing, compared to 2016-17. This is a significant step up 

from just 1.8% p.a. growth in non-mining CAPEX in 2016-17. 

In its latest quarterly Statement on Monetary Policy (November 2017) the RBA forecasts GDP growth 

to remain at around the current rate of 2.8% p.a. (as of Q3 2017) in 2017-18 before accelerating to 

3.5% in 2018-19 (see Table 2). The RBA sees headline inflation accelerating modestly into the lower 

end of its 2-3% p.a. target band in 2018-19. The RBA expects GDP growth to be supported over the 

forecast period by a continued lift in public demand and non-mining business investment, as the 

drag from falling mining investment comes to an end. Stronger gains in employment and a gradual 

improvement in wages growth are expected to support household consumption. A key positive for 

the economy is higher levels of public investment, led by transport and telecommunications projects. 

In addition, the RBA notes the substantial pipeline of residential construction work will continue to 

contribute to growth in 2018-19, as will improving conditions in the non-residential building sector. 

The RBA identifies five sources of high risk for the Australian economy over the next two years: 

1. The Chinese economy and commodity prices όŜΦƎΦ /ƘƛƴŀΩǎ ƛƴǘŜƴǘƛƻƴ ǘƻ Ŏǳǘ ǎǘŜŜƭ ǇǊƻŘǳŎtion, iron 

ore imports and coal imports, and to regulate financial markets and capital outflows); 

2. Spare capacity in the Australian labour market (i.e. unemployment and underemployment); 

3. Slow growth in wages, household income and consumption; 

4. Inflationary and margin pressures (i.e. άHeightened competitive pressures and their effect on the 

ability of businesses to pass on cost pressuresέ ŀǊƛǎƛƴƎ ŦǊƻƳ ŜƴŜǊƎȅ ŀƴŘ ǿŀƎŜǎύΤ ŀƴŘ 

5. {ƭƻǿ ōǳǎƛƴŜǎǎ ƛƴǾŜǎǘƳŜƴǘΦ ¢ƘŜ w.! ƴƻǘŜǎ ǘƘŀǘ άOver the forecast period, non-mining investment 

is forecast to continue increasing, but the pace of the pick-up is still expected to be relatively 

gradual and less than what has been typical in previous expansionsέΦ4 

Table  2: RBA forecasts  for Australia  in 2018 & 2019 

 
2015-16 
actual 

2016-17 
actual 

Jun Ψму 
f 

Jun Ψмф 
f 

Dec Ωмф 
p 

GDP, % change p.a., year end 3.1 1.8 2.75 3.5 3.25 
Unemployment rate, %, year end 5.8 5.6 5.5 5.5 5.25 

Inflation (CPI), % change p.a., year end 1.0 1.9 2.0 2.25 2.25 
f = forecast. p = projection.  

Source: RBA Statement on Monetary Policy (SoMP), November 2017. 

¢ƘŜ LaC ŎƻƴŎƭǳŘŜŘ ƛǘǎ ƭŀǘŜǎǘ ŀǎǎŜǎǎƳŜƴǘ ƻŦ !ǳǎǘǊŀƭƛŀΩǎ ŜŎƻƴƻƳȅ ƻƴ мф bƻǾŜƳōŜǊΦ Like the RBA, it 

expects a modest pickup in growth in 2018 and 2019 due to a stronger global economy (good for 

export demand) and stronger local infrastructure investment by state governments. The IMF agrees 

                                                 
4 RBA, ά9ŎƻƴƻƳƛŎ hǳǘƭƻƻƪέ in Statement on Monetary Policy, Nov 2017. 
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with the RBA that slow prices and wages growth is likely to continue to weigh down household 

ƛƴŎƻƳŜǎ ŀƴŘ ŎƻƴǎǳƳǇǘƛƻƴ ǳƴǘƛƭ ǳƴŜƳǇƭƻȅƳŜƴǘ ŀƴŘ ǳƴŘŜǊŜƳǇƭƻȅƳŜƴǘ ŀǊŜ ΨǎǳŦŦƛŎƛŜƴǘƭȅ ǊŜŘǳŎŜŘΩΦ 

That is, the labour market needs to tighten further before nominal (or real) wages will rise. 

In response to this modestly positive outlook, the IMF advises the Australian Government to 

ŘŜǾŜƭƻǇ άa strong structural reform agenda [to] renew the foundation for productivity increases and 

higher longer-term growthέ ƛƴŎƭǳŘƛƴƎΥ 

¶ ƘƛƎƘŜǊ ƛƴŦǊŀǎǘǊǳŎǘǳǊŜ ǎǇŜƴŘƛƴƎ ǘƻ ƛƳǇǊƻǾŜ άǇƘȅǎƛŎŀƭ ŀƴŘ ŘƛƎƛǘŀƭ ƛƴǘŜǊŎƻƴƴŜŎǘƛǾƛǘȅέΤ 

¶ comprehensive tax reform aimed at shifting the tax base from mobile factors of production (i.e. 

capital and labour) to consumption and fixed factors and inputs (e.g. lower company and income 

taxes in favour of a higher GST, or replacing stamp duty on property transfers with a national 

land tax), plus a simplified system of tax concessions, welfare payments and tax revenue 

distributions across the states and territories;  

¶ fostering innovation, research and workforce skills (e.g. expanding business incentives for R&D 

ŀƴŘ ŜȄǇŀƴŘƛƴƎ ǘƘŜ Ψbŀǘƛƻƴŀƭ LƴƴƻǾŀǘƛƻƴ ŀƴŘ {ŎƛŜƴŎŜ !ƎŜƴŘŀΩύΤ ŀƴŘ 

¶ structural reforms in health, education, urban development, and regulatory aspects of market 

ŜŦŦƛŎƛŜƴŎȅΣ ŀǎ ǊŜŎƻƳƳŜƴŘŜŘ ōȅ ǘƘŜ tǊƻŘǳŎǘƛǾƛǘȅ /ƻƳƳƛǎǎƛƻƴ ƛƴ ƛǘǎ ƛƴŀǳƎǳǊŀƭ ΨCƛǾŜ ȅŜŀǊƭȅ 

PǊƻŘǳŎǘƛǾƛǘȅ wŜǾƛŜǿΩ ŀƴŘ ōȅ ǘƘŜ /ƻƳǇŜǘƛǘƛƻƴ tƻƭƛŎȅ wŜǾƛŜǿ όǘƘŜ IŀǊǇŜǊ ǊŜǇƻǊǘύΦ 

The OECD is more circumspect on AustraliaΩǎ growth prospects than the RBA or IMF. In its November 

assessment of Australia, tƘŜ h9/5 ŜȄǇŜŎǘǎ άǊƻōǳǎǘέ ŀƴƴǳŀƭ D5t ƎǊƻǿǘƘ ƻŦ нΦу҈ ƛƴ 2018 and 2.7% 

in 2019 (up from 2.5% in 2016 and 2017), with the unemployment rate dropping to 5.3% (currently 

5.5%) (see table 3). This implies little or no acceleration from current GDP growth of 2.8% (as of Q3 

2017). The OECD notes that stronger jobs growth should push up wages and inflation by enough to 

enable the RBA to begin to raise the cash rate from its current record low of 1.50% in late 2018. 

For the Australian Government, the OECD recommends policies and tax settings that are more 

supportive of business investment, innovation, trade and social inclusion. It says Australia has 

άscope for further tax reforms that make greater use of efficient tax bases, such as the GST 

and land tax, in lieu of corporate tax and inefficient taxes. Improved competition policy would 

boost productivity and encourage market entry by innovative businessesΦέ 

Table  3: OECD forecasts  for all  OECD countries  and  Australia  in 2018 & 2019 

 All OECD member countries Australia 
 2018 2019 2018 2019 

GDP, % change p.a. 2.4 2.1 2.8 2.7 
Unemployment rate, % 5.5 5.3 5.4 5.3 
Business investment, % change p.a. 3.3 3.3 1.6 3.4 
Consumption, % change p.a. 2.3 2.1 2.0 2.6 
Export volumes, % change p.a. 4.3 4.2 6.3 3.7 
Headline inflation, % change p.a. 2.1 2.3 2.0 2.2 

Source: OECD, Economic Outlook, Nov 2017. 
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3. Fiscal position  

Putting the Federal budget on a sustainable footing remains an outstanding policy priority. 

While fiscal sustainability is often equated with the objective of retaining or regaining a AAA credit 

rating from the rating agencies, for Ai Group this is a lesser order issue than the more fundamental 

fiscal objectives of: 

¶ Rigorously assessing and prioritising spending;  

¶ Raising taxation revenue as efficiently as possible; 

¶ Ensuring that recurrent spending is comfortably covered by recurrent revenue; and 

¶ Rebuilding a fiscal buffer against the possibility of another crisis that will again call for 

expansionary fiscal measures to underwrite aggregate demand. 

With the net operating deficit for the 2017-18 year estimated in the Budget at $19.8 billion (or 1.1 

per cent of GDP) and with the underlying cash deficit estimated at $29.4 billion (1.6 per cent of GDP), 

we are clearly well short of these objectives. 

With additional savings identified in the Budget process and with the economy picking up and on 

track to achieving trend growth rates there is a strong case now to reinforce the strategy of fiscal 

consolidation.  A healthy proportion of savings together with the improved bottom line revealed in 

MYEFO should be directed to accelerating the pace of consolidation towards a sustainable budget 

position while retaining a degree of fiscal stimulus appropriate given the persistence of relatively 

high labour force underutilisation (now dominated by high rates of underemployment).   

This stimulus should also provide scope for personal income tax relief - particularly for lower and 

middle-income households - that unwinds at least some of the fiscal drag that has contained 

disposable income growth in recent years.  There should also be scope for a modest and selective 

lift in areas of expenditure that will lift economic capacity (and the future tax base) including by 

improving incentives to work.   

Noting that the trajectory to structural surplus mapped in Chart 8 includes the fiscal impact of the 

foreshadowed company tax cuts, we anticipate that there will be scope for a modest bring-forward 

of the current trajectory of fiscal consolidation; for affordable income tax relief targeted to lower 

and middle-income households and for modest and carefully targeted expenditure on the key 

drivers of growth identified in this submission: lifting the capabilities of the future and current 

ǿƻǊƪŦƻǊŎŜΤ ŘŜǾŜƭƻǇƛƴƎ ōǳǎƛƴŜǎǎ ŎŀǇŀōƛƭƛǘƛŜǎΤ ŀƴŘ ŦǳǊǘƘŜǊ ǎǳǇǇƻǊǘƛƴƎ ŀŘǾŀƴŎŜǎ ƛƴ !ǳǎǘǊŀƭƛŀΩǎ 

innovation record.  
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Chart  8: Structural  Budget  Balance  Estimates  
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Source: 2017-18 Budget Papers, Budget Paper 1, Statement 3, May 2017. 

 

We also favour further efforts to remove waste and inefficiencies in Commonwealth programs and, 

where the Commonwealth has a leadership role across the federation, in state and territory 

programs. Such savings and productivity improvements should be reallocated to underwrite 

sustainable rises in domestic living standards by accelerating the expansion of economic and social 

opportunities including by funding carefully-assessed improvements in health and education 

services.   

In relation to the end point of fiscal consolidation, Ai Group does not have an ideological adherence 

either to running a cash surplus or to achieving a position of zero net debt.  We certainly support a 

highly disciplined approach to spending and taxation and ensuring that recurrent spending is 

comfortably covered by recurrent revenue over the course of the business cycle.  We also support 

rebuilding a fiscal buffer that could be deployed in the event of another crisis that posed a 

substantial threat to aggregate demand. 

However, we do not see advantages in denying the scope for governments to borrow to finance 

investments that would generate a return sufficient to manage risks and cover borrowing costs, 

maintenance and depreciation.  While in many cases such investments will be better financed by 

the private sector, in other cases ς such as where there are highly dispersed benefits (including 

intergenerational spillovers) that cannot be adequately captured with user-charges ς public 

investment and ownership can be the most efficient approach. 

Where publicly-owned assets can be better managed under private-sector ownership, such as in 

electricity generation and transmission, we strongly support asset sales or long-term lease 

arrangements coupled with appropriate regulatory arrangements that address market power and 

performance concerns.  As demonstrated in several Australian jurisdictions, tapping into the private 

sector to realise the value of publicly-owned assets can be a fruitful way to finance new investment 
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or to reduce the stock of public-sector debt.  We strongly support further consideration by the 

Commonwealth of potential asset sales and any encouragement that it can provide to the states 

and territories. 

Recommendations:  

¶ Ai Group strongly supports the determination to return the Budget to a position of long-term 

sustainability and to provide room to put in place stimulatory fiscal measures in the event of 

a major threat to aggregate demand. 

¶ With the likelihood of MYEFO revealing an improvement in the budget bottom line, a good 

proportion of any improvement should be directed to accelerating the pace of consolidation 

towards a sustainable budget position.  

¶ The accelerated pace of consolidation should nevertheless provide a degree of fiscal stimulus 

appropriate to the clear persistence of labour force underutlisation particularly in the form of 

underemployment. 

¶ Consistent with the scope for a degree of stimulus, Ai Group supports personal income tax 

reform targeted to lower and middle-income households and modest increases in expenditure 

on the key growth drivers identified in this submission. These are aimed at achieving 

meaningful improvements to !ǳǎǘǊŀƭƛŀΩǎ workforce capabilities, business capabilities; and 

innovation capabilities. 

¶ While we support the budgetary discipline of ensuring that recurrent outlays are covered by 

recurrent revenue, Ai Group believes there is a clear rationale for using public-sector 

borrowing to finance rigorously and transparently assessed public sector investment in 

productivity-enhancing, intergenerational infrastructure. 
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4. Taxation  Reform  

Ai Group strongly supports a phased overhaul of !ǳǎǘǊŀƭƛŀΩǎ taxation arrangements both at the 

Commonwealth and State/Territory levels and we continue to see considerable merits in many of 

the directions canvassed in the AusǘǊŀƭƛŀΩǎ Future Tax System Report (Henry Tax Review).   

Australia has a high recourse to the taxation of income. Relative to the OECD as a whole, Australia 

also stands out for having one of the highest company tax to GDP ratios. Australia also has a 

relatively high recourse to personal income taxation. This is despite !ǳǎǘǊŀƭƛŀΩǎ lower-than-average 

overall tax to GDP ratio. Further, the gap between the Australian experience and the OECD average 

has tended to widen since the mid-1980s as the share of company tax to GDP in Australia has 

trended higher (against a more gently rising OECD trend).  

As of 2014, 19% of !ǳǎǘǊŀƭƛŀΩǎ taxation revenue came from company income taxes versus 9% across 

all OECD countries (see table x). In its latest assessment of the Australian economy in November 

2017, the OECD (again) recommended that Australia reform its taxation arrangements in order to 

reduce this heavy reliance on company taxation and ΨǇǊƻŘǳŎǘƛƻƴ ǎƛŘŜΩ taxation sources and to άboost 

productivity and encourage market entry by innovative businessesέ (see section 2.2 above). 

In response to this high taxation burden and the associated erosion of national competitiveness, Ai 

Group supports the policy changes proposed in the Enterprise Tax Plan No 2 2017 which would 

gradually introduce reduce the company tax rate to 25 per cent by the start of the 2026-27 year.   

Reducing the rate of company tax can be expected to have a positive impact on the health of the 

economy. Lowering the company tax rate can be expected to lift  investment in Australia with the 

following ramifications: 

¶ Higher quantities of capital per employee; 

¶ More rapid modernisation of the capital stock; 

¶ Increased labour productivity; and 

¶ Higher real wage rates and higher living standards. 

At the same time, we recognise that many other aspects of the tax system should be changed 

contributing to a comprehensive remodeling of the tax system that better meets the fundamental 

objectives of revenue adequacy and sustainability, economic efficiency, simplicity and fairness.     

Securing support for the broader remodeling of our tax arrangements will require extensive 

community-wide and cross-jurisdictional discussion and consultation.  !ǳǎǘǊŀƭƛŀΩǎ experience 

suggests that it would take considerable time and effort to secure support and then design and 

begin implementing such a program.  This should not deter launching the exercise which could be 

scheduled around the proposed timetable for the company tax phase-down. 

In the meantime, advantage should be taken of fiscal capacity to make affordable improvements to 

taxation arrangements consistent with the broader direction of reform. As discussed in the previous 
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section, in anticipation of a sufficient improvement to the budget bottom line being unveiled with 

the release of MYEFO later in December, Ai Group supports personal income tax reforms targeted 

to lower and middle-income households in the 2018-19 Budget. 

Table  4: Structure  of Australian  and  OECD Taxation  (2014)   

 

Source: OECD, Revenue Statistics Australia, 2014  

 
  
































































