TASK UPDATE
BRIEF OVERVIEW

Australian manufacturing industry has been performing consistently for the last few years. The Australian manufacturing industry had reached its zenith in the last one and a half years. Job openings in the Australian manufacturing industry attained the 40,000 mark last year. A lot has been invested in the Australian manufacturing industry for the purpose of research and development, exploring new technologies. The future of the manufacturing industry in Australia is very bright and things are expected to further look up. Australian manufacturing industry provided majority of the goods used by people in their daily lives. The manufacturing industry in Australia has to survive tough competition from other countries like China. In order to survive in the competitive market, Australia has to manufacture products which are as per industry standards and industry requirements. Moreover, other countries are increasingly incorporating latest techniques for enhancing quality production. Investment in the information technology sector has increased manifold. Every effort is made to develop new techniques which can escalate productivity of Australian manufacturing industry.
The success of the manufacturing industry in Australia is determined by the efficient communication with manufacturers abroad and the market conditions prevailing overseas. Australian manufacturing industry has to depend to a large extent on suppliers from abroad. 

ROLE OF MANUFACTURING SECTOR

The manufacturing sector plays an important role in the Australian economy. It accounts for a little over a tenth of Australian employment and output, but over a fifth of exports. The manufacturing sector exports around a quarter of its output. Manufacturing employs 1.1 million people, about half of whom worked for firms employing under 100 people.

Within manufacturing, food products account for about a fifth of production, machinery almost a fifth, and manufactures intensively using mining resources over a third (in terms of gross value added in 2004–05). At a finer degree of disaggregation, Australian manufacturers are moving up the value chain. For example, clothing production now only accounts for less than three per cent of manufacturing and what remains is increasingly high-end fashion or specialist wear such as fire-resistant clothing.

Compared to other sectors, manufacturing has less educated workers and so offers lower wage rates, but due to the prevalence of traditional Full-time employment, offers higher incomes.
LONG TERM TRENDS IN AUSTRALIAN MANUFACTURING
Australia’s manufacturing sector has undergone many changes as it has grown over the decades. Until around the middle of the 20th century, it grew faster than the rest of the economy, notably the rural sector, and so its share of output and employment increased (Figure 2.1).
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Source: Updated from the Treasury
Subsequently, while manufacturing output has continued to increase, the services sector has grown much faster. As a consequence, manufacturing now accounts for a smaller share of GDP and employment (Figure 2.1).

A portion of the decline reflects outsourcing.4 For example, the cleaners and cafeteria staff in a factory may once have been classified as employed in manufacturing, but are now recorded as working in the services sector as they are employed by contractors. But this effect is not large enough to cause the overall trends evident in Figure 2.1.

This ‘rise and fall’ in manufacturing’s share of the economy is not unusual.

The typical pattern of economic development across most advanced economies has been that the manufacturing sector initially increases its share of the economy at the expense of the agricultural sector and then is later itself displaced by the growth of the services sector.
Manufacturing employment has fallen in most OECD economies since 1990 and has fallen as a proportion of total employment in almost all of them. The decline in manufacturing’s share of output is reinforced by the general tendency for the price of manufactures to fall relative to services over time (which is related to the tendency for faster productivity growth in manufacturing than services).
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This pattern of a gradual decline in the share of agriculture and rise in the share of services as economies mature is consistent with the observation that food accounts for most of the consumption of poor households, but as they become more affluent a greater share of spending is on services.

THE COMPOSITION OF THE MANUFACTURING SECTOR

Australian manufacturing output has grown at a modest rate over recent years. However, this masks substantial variations within the sector. In particular, there has been a large decline in clothing and textiles, which have been most affected at the low-value end by the growth of textile manufactures in economies with low labour costs. But there has been solid growth in more sophisticated goods such as machinery, and some mineral products (e.g. bricks, cement) used by the construction industry to meet the housing boom and then the mining boom.

Even within textiles there are some areas of growth in more sophisticated products. For example, Bruck Textiles explained how it had moved from manufacturing standard blinds to specializing in flame-retardant blinds. Scientific advances are giving scope for more innovative products. For example, the CSIRO is a leader in nanotechnology which can be used in producing advanced textile products.
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Many Australian manufacturers have moved their production offshore, to remain competitive in international markets. These manufactures are no longer recorded in the manufacturing gross value added (GVA) reported in Table 2.2 and nor are they recorded as manufacturing exports in the balance of payments. However they still contribute to the well-being of Australians as the profits from the manufactures accrue to Australian shareholders. These profits appear in the income account of the balance of payments and add to gross national income in the national accounts.

Furthermore, often it is the basic manufacturing process that is now conducted offshore and the more high-value design and management functions remain in Australia.

MANUFACTURING EXPORTS BEFORE THE RESOURCES BOOM

As discussed earlier, manufacturing generally increased its share of Australian exports in the first half of the 20th century and its share declined from around the mid-1960s, largely paralleling movements in manufacturing’s share of output and employment.

There was a surge in manufactures’ share of exports from the mid-1980s until around the start of the resources boom around 2005. There are a number of factors which likely contributed to the surge, although views differ about their relative importance. Global economic activity expanded more strongly in the 1980s and 1990s than it had during the 1970s. There was a marked depreciation in the Australian dollar in the mid-1980s, which made Australian exporters ‘super-competitive’. This encouraged them to incur the fixed costs necessary to enter export markets. 

Government industry plans and assistance were also targeted at helping manufacturers seek out foreign markets.

A further spur to exporting came from the reduction in tariffs (Figure 2.2).

As a recent study by John Edwards put it, the tariff cuts:

Forced manufacturers to either meet import competition or cease business. If they could meet the competition of foreign producers at home, they could meet it elsewhere. Australian manufacturing began exporting.

[image: image4.png]Figure2.2  Effective rate of assistance for Australian manufacturers

1o Forean Prcent

o
N—=

» »

o 10

0

106860 197475 19

81 tomear 100203

Source: Updat

d from.

1y. Submissio





Since around 2000 there has been a slowing in manufacturing export volumes. As with manufacturing production, there were differences between different categories of manufacturing exports. 

There were absolute declines in exports of basic manufactured products such as iron and steel, while exports of more sophisticated equipment continued to grow.
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While manufacturing export growth slowed since 2000 compared to its strong growth in the 1990s, it has been respectable compared with its peers. 
The Department of Foreign Affairs and Trade submission noted:

Over the past decade Australia’s manufacturing export growth has not been dissimilar to that of other OECD countries. Since 1995, in US dollar terms, Australia’s manufacturing exports have grown on average, each year, by 3.4 per cent, compared with 3.2 per cent for the UK, 3.6 per cent for the US and 2.6 per cent for Japan.

To some extent the slowdown was inevitable as some of the one-off changes mentioned previously had led to very strong percentage growth in the 1990s off a low base (you can only start exporting once). But it also reflects the effect of the resources boom.
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China leads to a global resources boom
222 T'he main cause of the current resources boom is the industrialisation of

China and its re-emergence since around 1980 as a leading participant in
the international economy. China’s increased demand for raw materials

has driven up mining commodity prices the world over. At the same time,
the expansion of China’s exports of manufactures has driven down (or at
least moderated the growth of) the global price of manufactured goods

223 Most experts expect China’s economy to continue to grow strongly for
many years. For example, a Reserve Bank of Australia assistant governor





THE FUTURE OF AUSTRALIAN MANUFACTURING

The global financial crisis has hit against the backdrop of a long-term decline in Australian manufacturing amid competition from overseas.

The latest National Accounts trend figures showed that manufacturing output declined by 2.1 per cent in the 2008 December quarter. Among the biggest decreases were in wood and paper products, metal products and machinery and equipment.

Manufacturing revenues have barely kept pace with inflation, growing at an average of 3 per cent over the past two decades. Some areas, including food, mining, biomedical instruments and IT related manufacturing, have seen above average growth.

However this sector is important to Australia. It employs more than a million people nationally, roughly 10 per cent of the workforce. It accounts for more than half of Australia’s total exported goods. It is an integral part of the value chains of many other sectors, and it is closely linked to the rest of the economy.
Source: http://www.economywatch.com/world-industries/manufacturing/australian.html
http://www.aph.gov.au/House/committee/efpa/manufacturing/report/chapter2.pdf
