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Regrettably, there is an absence of timely and accurate data on logistics operations in Australian manufacturing. 
Linking Australia with Global Supply Chains is a �rst step in addressing this shortage of information, pro�ling the 
transport and logistics activities, costs, and customer and supplier bases of over 700 Australian manufacturers. 

The major �ndings of the study have important implications for individual manufacturers and government policy-
makers alike. Transport and logistics costs comprise a considerable proportion of total manufacturing costs, equal 
to more than half of general administration costs and almost as much as spending on marketing, water, energy and 
research and development combined. 

The study also found Australia�s freight transport system has contributed to increases in the general transport costs of 
two thirds of manufacturers in the past two years, and that there are signi�cant pockets of dissatisfaction with most 
freight transport modes across industries and states.

More positively, there is strong evidence that outsourcing transport and logistics activities to specialist operators can 
result in substantial cost savings. Australia�s transport system also appears to compare favourably with some other 
industrialised economies, particularly those suffering from widespread road and rail congestion.

Given Australia�s distance from major global markets, our transport infrastructure system needs to be at the frontier 
of global best practice. Linking Australia with Global Supply Chains suggests there is an outstanding need for urgent 
action in several key areas, particularly the rail freight network and intermodal connections. 

Recent increases in government transport funding are welcome, including commitments to develop port precincts 
in Melbourne, Brisbane and around Sydney. At the same time, however, governments need to clarify the role of 
public-private partnerships in the development of Australia�s transport infrastructure. And perhaps even more 
importantly, the study reaf�rms the compelling need for a more integrated approach and better coordination across all 
government jurisdictions.

As the pressure for global engagement continues to intensify, along with the need to further lower costs and extend 
collaboration between customers and suppliers, Ai Group intends to re-examine manufacturing transport and logistics 
activities on a regular basis.  

Heather Ridout
Chief Executive
Australian Industry Group

Transport and logistics operations are 
emerging as an increasingly important aspect 
of Australian manufacturing competitiveness, 
as manufacturing becomes more specialised 
and complex, and as industry supply chains 
become more globally integrated. 
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1. Introduction

The study is based on a 

survey of 710 Australian 

manufacturers, with 

almost $40 billion of global 

turnover and over 70,000 

domestic employees.
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Freight transport and logistics operations have 
emerged as an increasingly important aspect of 
manufacturing activity and competitiveness in the 
past few years, as more Australian manufacturers seek 
to integrate closely with regional and global supply 
chains. E�cient logistics operations are essential to 
the e�ective functioning of industry supply chains, 
helping to enhance the responsiveness of suppliers 
to customer needs, improving speed to market and 
ensuring greater reliability of delivery schedules. In an 
increasingly competitive environment, freight logistics 
operations are also a potential source of cost savings. 

Greater global engagement, and the accompanying 
increases in specialisation and complexity of 
manufacturing activities, is contributing also to 
continued strong growth in freight movements. 
Nevertheless, while data on the national freight 
task is widely available, it is di�cult to ascertain 
even approximately the contribution from the 
manufacturing sector. 

�e Australian Industry Group consequently sought 
to examine more closely the evolving freight logistics 
activities of Australian manufacturers. A particular 
focus of the study is on the breadth and complexity 
of logistics activities, the cost to manufacturers of 
transport and logistics operations, the advantages and 
extent of logistics outsourcing, and the future growth 
in logistics needs. 

For the purposes of this study, freight logistics 
operations were de�ned to include freight transport 
activities; freight forwarding; customs delivery and 
documentation; warehousing and storage; assembly 
and packaging; materials and stock management; 
order planning and processing; and other logistics 
administration functions. 

Ai Group also sought to discover the extent to 
which Australia�s transport infrastructure is able 
to accommodate these evolving patterns of freight 
growth. �e study examines levels of satisfaction 
with the various freight transport modes in Australia, 
and the impact changes in the infrastructure 
are having on various aspects of Australian 
manufacturing operations.

�e study is based on a survey of 710 Australian 
manufacturers, with almost $40 billion of global 
turnover and over 70,000 domestic employees. �e 
survey was undertaken in the June quarter of 2006, 
and included manufacturers from all six states and 12 
major industry sectors. �e de�nitions of enterprise 

size, and each group�s representation in the survey, are 
as follows:

n	 Small (1-25 employees): 44%
n	 Medium (26 � 100 employees): 37%
n	 Large (101 or more employees): 19% 

�e key �ndings are presented in Section Two of the 
report. Section �ree examines the logistics activities 
of Australian manufacturers in more detail, with 
the analysis extended across industries and �rms of 
di�erent sizes. �e prospective logistics requirements 
of Australian manufacturers over the next two years are 
discussed in Section Four. 

Section Five assesses the capacity of Australia�s freight 
transport infrastructure to meet these challenges, 
across sea, air and land surface links. Finally, 
Section Six brie�y discusses some various policy 
implications. While the study �nds Australia�s transport 
infrastructure is not necessarily a source of competitive 
disadvantage for domestic manufacturers, there appears 
to be scope for governments to signi�cantly improve 
transport e�ciency and reduce general transport costs.
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2. Key �ndings

Australian manufacturers have 

mixed views on the capacity of the 

domestic transport infrastructure 

to accommodate the likely growth 

in freight and logistics demands.

Freight transport and logistics operations have emerged as a 
crucial element of Australian manufacturing competitiveness, 
equal to 3.9% of manufacturing sales (or $12.8 billion1). 

n	 Logistics costs are higher than marketing costs and equal 
to around half of general administration costs. 

n	 Costs vary widely across industry, ranging from over 
10% in wood, wood products & furniture to a little under 
4% in textiles; paper, printing & publishing; transport 
equipment; and machinery & equipment. 

n	 Costs also vary widely across enterprises of broadly 
similar sizes.

1 Derived from Australian Bureau of Statistics Cat. No. 5676.0, June quarter 2006.
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�e extent of logistics outsourcing appears to be the most 
important factor determining the logistics costs of individual 
manufacturers, more so than market fragmentation (the 
number of customers and suppliers), export intensity (the 
ratio of exports to total sales), and the size of the enterprise.

n	 �e average gain from outsourcing logistics operations 
in the past two years has been over 5% of total logistics 
costs (or savings of around $640 million).

n	 Across industries, these savings tend to fall as the 
level of outsourcing increases, suggesting that in most 
sectors there are signi�cant e�ciency gains during the 
initial phase of outsourcing.

�e study found 56% of all manufacturing logistics 
activities are now undertaken by external providers, 
although outsourcing is still concentrated primarily 
among distribution activities.

n	 Over half (52%) of transport operations are outsourced, 
compared with 48% of freight forwarding activities and 
32% of customs documentation and delivery. 

n	 Activities more closely linked to production, 
including warehousing, assembly and packaging, 
materials and stock management, order planning and 
processing, and other logistics activities, are much less 
likely to be outsourced. 

n	 Outsourcing is forecast to gather additional 
momentum over the next two years. 

�e increase in outsourcing corresponds with 
expectations of continuing global engagement, 
the need for continuous cost reductions across all 
facets of manufacturing operations, and signi�cant 
changes in the customer and supplier bases of 
Australian manufacturers. 

n	 A�er two years in which the strong exchange rate 
and intense o�shore competition has contributed 
to a lacklustre increase in the number of export 
customers, growth is expected to strengthen in the 
next two years (in addition to a forecast further 
increase in the number of domestic customers). 

n	 Concurrently, the number of o�shore suppliers also is 
expected to continue growing strongly, while the number of 
domestic suppliers is forecast to contract moderately. 

Australian manufacturers have mixed views on the 
capacity of the domestic transport infrastructure to 
accommodate the likely growth in freight and logistics 
demands. �e survey found the numbers of manufacturers 

satis�ed and dissatis�ed with the broad state of Australia�s 
transport infrastructure almost equal. However, there exist 
signi�cant pockets of dissatisfaction with most modes 
across industries and states:

n	 Domestic freight transport modes were much 
more likely to be a source of dissatisfaction than 
international links (including among industries with 
relatively high levels of import and export intensity).

 
n	 Manufacturers were least satis�ed with regional and 

interstate rail networks, with majorities dissatis�ed 
in �ve of the six states and in 10 of the 12 major 
industries. Air transport was the only mode with 
which a majority was satis�ed in all states and in 
all industries. 

n	 Western Australia was the only state in which a 
majority of manufacturers was satis�ed with all six 
modes. By contrast, Queensland manufacturers were 
the most dissatis�ed with three of the six modes.

In net terms, these shortcomings have adversely a�ected 
several speci�c areas of manufacturing operations 
over the past two years. �e transport network has 
contributed also to increases in the general transport 
costs across a broad range of manufacturers. 

n	 Almost two thirds (65%) of manufacturers attribute 
some increase in general transport costs to Australia�s 
transport infrastructure network, compared with only 
7% citing declines.

 
n	 General transport costs also tend to increase with 

both the import and export intensity of industries. 
Given these manufacturers are generally satis�ed with 
international freight transport links, this suggests costs 
may be impacted by the presence of multiple transport 
links and intermodal connections.

In conclusion, the study highlights the scope for 
additional government action to enhance the e�ciency of 
Australia�s transport infrastructure, and to reduce general 
transport costs (particularly through the upgrading of 
intermodal connections). At the enterprise level, there 
appear to be grounds for governments to promote further 
awareness (particularly among smaller manufacturers) 
of the importance of the logistics function. E�cient and 
reliable logistics operations are crucial to integrating 
with regional and global supply chains, and an important 
source of international competitiveness and longer-term 
growth opportunities. 
 
�e �ndings and implications are discussed in more 
detail in the remainder of this paper.
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3. Transport and 
logistics activities

The study found transport 

and logistics operations are 

a signi�cant component 

in the cost structure of 

Australian manufacturing, 

equivalent to 3.9% of total 

manufacturing sales.
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Industry supply chains have become increasingly 
integrated in recent years, as customers and suppliers 
acknowledge the potential gains from working more 
closely together. While collaboration may have been 
founded initially on the imperative to continuously drive 
down costs (particularly through reductions in working 
capital and inventory requirements), it also enhances 
the ability of customers and suppliers to exploit new 
technologies and innovation. At the same time, supply 
chains are continuing to transcend national borders, with 
di�erent stages of production now likely to be located in 
regions or countries with relevant competitive advantages.

E�cient freight transport and logistics operations are 
essential to the e�ective functioning of industry supply 
chains. �ey also have a vital economic impact. It has 
been estimated total expenditure on logistics activities 
is equal to 11% of GDP in North America and 12% in 
Europe and selected Asian economies.2 In Australia, 
selected freight transport, storage and warehousing, 
inventory and administration activities have been 
estimated at 9% of GDP.3 Logistics activities also have an 
important enabling e�ect across the broader economy, 
delivering greater market reach; a wider choice of inputs 
and products; and less waste within the economy.4 

3.1 Logistics costs in Australian 
manufacturing  
�e Ai Group study found transport and logistics 
operations are a signi�cant component in the cost 
structure of Australian manufacturing, equivalent to 
3.9% of total manufacturing sales. Based on o�cial sales 
data, total freight logistics costs for manufacturers are 
estimated at $12.8 billion. Transport and logistics costs 
comprise a higher proportion of sales than marketing 
costs (2.3%), and slightly more than half of general 
administration costs (which were estimated at 6.8% 
of sales).5 �e cost of funding transport and logistics 
operations was also equal to approximately 18% of total 
raw material costs (Chart 1).

Chart 2 highlights the wide dispersion in logistics costs 
across industries (a�er adjusting for a small number 
of large outliers). At 10.1% of sales, logistics costs 
were the highest in wood, wood products & furniture, 
followed by miscellaneous manufacturing (9.1%) and 
construction material products (7.9%). At the other 
end of the range, textiles; paper, printing & publishing; 
transport equipment and machinery & equipment all 
enjoyed a ratio of logistics costs to sales of under 4.0%. 

Chart 1: Selected costs of manufacturers     
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Chart 1: Selected costs of manufacturers

2 The Financial Times, quoted in Freight Transport Logistics Industry Action Agenda Industry Steering Committee, Freight Logistics in Australia. An Agenda for Action. 
May 2002.

3 Bureau of Transport Economics, quoted in Freight Logistics in Australia. page 10 
4 Freight Logistics in Australia. page 15
5 Australian Industry Group, Industry in the Regions 2004. 2004
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Across manufacturers of di�erent sizes, logistics 
costs were lowest among large manufacturers (3.6% 
of sales) and highest for medium-sized enterprises 
(6.4%). Logistics costs were equal to 5.3% of sales for 
small manufacturers.

3.2 Customer and supplier markets
�e average number of each manufacturer�s customers 
and suppliers (market fragmentation) varies widely 
across industries. Domestic customer and supplier 
bases are much more fragmented than overseas 
markets, with the number of domestic customers and 
suppliers a signi�cant multiple of o�shore counterparts 
in every industry. On average, Australian manufacturers 
have over 400 major domestic customers, but just 
10 major export customers. Similarly, the average 
manufacturer has approximately 100 major domestic 
suppliers and also 10 major o�shore suppliers. 

Charts 3 and 4 illustrate the average number of 
customers and suppliers � domestic and o�shore � for 
manufacturers in the 12 major sectors. �e wood, wood 
products & furniture and paper, printing & publishing 
sectors have the most fragmented domestic customer 
bases, with an average of over 1,000 and 900 major 

customers for each manufacturer respectively. �e 
least fragmented are miscellaneous manufacturing 
and textiles, each with an average of fewer than 150 
domestic customers.

Wood, wood products & furniture also has the largest 
average number of major domestic suppliers, with over 
350. By comparison, miscellaneous manufacturing; 
paper, printing & publishing; textiles; and clothing & 
footwear on average all have fewer than 50.

�e chemicals, petroleum & coal products sector has 
the largest number of export customers, averaging 60. 
�e remaining 11 sectors all average less than 30 major 
o�shore customers. Wood, wood products & furniture 
again has the most fragmented o�shore supplier base, 
averaging over 23. All the other 11 sectors have less 
than 20 major o�shore suppliers.

3.3 Logistics outsourcing
�e growing complexity of transport and logistics 
activities has resulted in the outsourcing of a large 
proportion to specialist third party providers. 
Furthermore, outsourcing has delivered substantial 
savings to Australian manufacturers in the past two 

Chart 2: Ratio of logistics costs to total sales
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Chart 2: Ratio of logistics costs to total sales



14

Linking Australia with Global Supply Chains 

Chart 3: Average number of domestic customers and suppliers    
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Chart 3: Average number of domestic customers and suppliers

Chart 4: Average number of offshore customers and suppliers
Chart 4: Average number of offshore customers and suppliers        
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Chart 3: Average number of domestic customers and suppliers    

Domestic Customers                  Domestic Suppliers

0 100 200 300 400 500 600 700 800 900 1000 1100

All manufacturing

Miscellaneous manuf.

Machinery & equipment

Transport equipment

Fabricated metals

Basic metals

Construction materials

Chemicals, petroleum, etc.

Paper, printing, etc.

Wood, wood products, etc.

Clothing & footwear

Textiles

Food & beverages

Chart 4: Average number of offshore customers and suppliers        
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years, with an average decline in logistics costs of 5.1%. 
While cost savings tend to diminish across industries as 
the level of outsourcing increases (refer Chart 5), this 
suggests the most signi�cant gains are during the initial 
phase of outsourcing (and that it becomes more di�cult 
to secure additional large gains as further activities 
are outsourced).   

Although over half (55.8%) of all transport and 
logistics operations are now undertaken by external 
operators, outsourcing is still largely con�ned to 
distribution activities. A little over half (52.1%) of 
transport functions are outsourced (refer Chart 6), 
while a little less than half (48.9%) of freight forwarding 
is undertaken externally. Approximately one third of 
customs delivery and documentation activities are 
also outsourced. 

By contrast, a large majority of those logistics 
functions more closely linked to production (including 
warehousing and storage; assembly and packaging; 
materials and stock management; and order planning 
and processing), as well as other aspects of logistics 
administration, are still undertaken predominantly 
inhouse.

Corresponding with the cost bene�ts from logistics 
outsourcing, a greater proportion of each activity 
is expected to be undertaken by external providers 
in the next two years. Approximately seven in 10 
Australian manufacturers expect to have outsourced 
both transport and freight forwarding operations, 
while 45% of customs documentation and delivery will 
also be undertaken externally. Nevertheless, a large 
proportion of other logistics functions will continue to 
be undertaken inhouse.

�e highest level of outsourcing is in the basic metal 
products sector (almost 63%), with over 60% also in 
chemicals, petroleum & coal products. Of the other 10 
sectors, only wood, wood products & furniture (46%) 
and miscellaneous manufacturing (47%) outsource less 
than 50% of logistics operations (refer Chart 7). 

�e extent of outsourcing was also mixed among 
enterprises of di�erent sizes. �e proportion of 
outsourced logistics operations averaged 52.9% among 
small manufacturers and 53.6% for large enterprises. By 
contrast, the average proportion of logistics activities 
outsourced among medium-sized manufacturers 
was 61.9%.

Chart 5: Relationship between logistics outsourcing and savings by sector        
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