Business Prospects for Australian

Manufacturing in 2008

ﬁ_’-‘ffﬂ' ¥

Moderate year forecast amid belt tightening ...

/7A\j\ AUSTRALIAN INDUSTRY GROUP January 2008




© Copyright in this publication is owned by The Australian Industry Group, 20 Queens Rd
Melbourne Victoria Australia, 2008.

All rights reserved. This publication must not be copied or reproduced, published,
stored or distributed in any form in whole or in part by any means or modified or
amended or otherwise dealt with in any manner whatsoever without the prior written
permission of The Australian Industry Group.

The information in this publication is provided to members of The Australian Industry
Group as a general guide only and does not purport to be comprehensive or to render
legal, financial, or medical advice. No reader should act on the basis of this publication
without first obtaining specific professional advice. Whilst every effort has been made
to ensure the accuracy of the information contained in this publication (including
legislative and regulatory references) up to the Issue Date, no responsibility will be
accepted by The Australian Industry Group for any error or omission.

Disclaimer Statement

The Australian Industry Group provides information services to its members and
others, which include economic and industry policy and forecasting services. None
of the information or opinions provided here is represented or implied to be legal,
accounting, financial or investment advice and does not constitute financial product
advice. The Australian Industry Group does not invite and does not expect any person
to act or rely on any statement, opinion, representation or inference expressed or
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Summary

* Australian manufacturers are anticipating moderate growth
in 2008, against a background of belt tightening as the
sector faces continuing global uncertainty and potential
softening in demand. While nominal sales are expected to
repeat the strong performance of 2006/7, growth in volume
terms will remain moderate.

* Nominal sales are expected to rise by 7.2% in 2008
(marginally higher than the 6.9% rise in 2006/7). However,
adjusting for goods price movements, sales volumes are
expected to increase by a modest 2.7% (just above the
medium term average).

* The sales performance will be driven in large part by
domestic demand, as the continuation of a strong
Australian dollar weakens export performance.

* Nominal export growth is expected to be 7.5% in 2008,
well down on the growth of 13.7% in 2006/7. Price
movements, particularly for metals and fuel, however have
inflated nominal export performance in recent years.
Adjusting for these movements, suggests in volume terms,
manufacturing exports will grow by 0.5% in 2008, down
from 3.4% in 2006/7.

* As a precaution against potential softening in demand
conditions, manufacturers are tightening their

belts, with growth in capital expenditure and research and
development expected to slow, and companies making
greater use of imported goods and production inputs.

Expenditure on new capital equipment is expected to fall
for a second consecutive year, dropping by 1.2%, while
expenditure on research and development is forecast to
rise by less than 1%, after an estimated 4.2% rise in
2006/7. Use of offshore materials (as a percentage of
sales) is estimated to rise to 32% from 31.7%

Manufacturers are expected to make greater use of new
products to improve competitiveness in 2008, the ratio of
new products to sales rising from 21.2% in 2007 to 23.1%.

Offsetting these savings, will be an increase in
manufacturing employment of 2.2% (for the second
consecutive year), as manufacturers continue to lift
production to meet rising demand.

Selling prices are expected to creep marginally higher, to
4.5%, with average wages expected to rise by 4.6%.

The survey was conducted in late December 2007,
covering over 500 manufacturers across all states. It
precedes the recent reversal in financial markets since
January 2008.

Sales

* Nominal sales (based on ABS data) rose by 6.9% in
2006/7. However, after taking into account price increase,
the sector experienced an overall 2.2% rise in sales
volumes, a significant improvement on the previous two
years.

* Prospects for 2008 appear set to remain steady, although
in volume terms the sector is forecasting only a moderate
lift in sales.

* Nominal sales are forecast to rise by 7.2%, but in volume
terms, forecast to grow by 2.7%.
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Sales are forecast to rise by 2.7% in volume terms ...
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Employment

Employment in manufacturing is forecast to rise by 2.2%
in 2008, continuing the trend of the past year. In 2006/7,
employment also rose by 2.2% in manufacturing (ABS).

The forecast increase reflects both the expectation of
positive domestic demand conditions, as well as the
restructuring process in response to heightened global
competition.

Nevertheless, the employment forecast is optimistic,

%

Annual change in employment

particularly if demand conditions do make an unexpected 4
turn.
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Employment is expected to rise by 2.2% ...
) ) Annual change in plant & machinery expenditure
Investment in plant and machinery -
* Despite the positive sales conditions in 2006/7, ABS data 25 |
shows there was a strong reduction in investment in new
plant and equipment, a fall of 12.4%. However, this was 20
after a surge in new investment in 2005/6.
15
* In 2008 investment in new plant and equipment is
expected to continue to decline, by 1.2%. . 101
* This is consistent with ABS forecasts that anticipate 51
expenditure on new capital equipment in manufacturing 04
will remain flat in 2008.
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New investment spend forecast to decline by 1.2% ...
Annual change in research and development
Research and development
30 1
* The latest official ABS data for 2005/6 shows that
research and development (R & D) spending by 25
manufacturing rose by 12.0%. 20 4
* In 2007, along with the substantial reduction in investment 15 1
spending, the forecast suggests that spendingon R & D
was also affected, with only a 4.2% increase expected. 10
X
* The forecast for 2008 is for a marginal increase in R & D 51
expenditure (0.8%). 01
-5
-10 1
-15 -
AN O < 0O O~ 0 O O « N O & VL © N~ ©
D OO O O O 0O O O O O o
ST O ITWBWORBIIJS-A® IO
D OO O O O O O O
D 0O O 0O O O O O O O O O O O O
F\—\—\—FFF\—%NNNNNN

Research and development is anticipated to rise by 0.8%% ...
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Annual change in exports

Exports 207
* In nominal terms, manufacturing exports rose relatively 15
strongly in 2006/7, an increase of 13.7%, although in
volume terms the increase was significantly smaller. 10 1
* Manufacturers are forecasting exports in nominal terms
will rise by 7.5% in 2008. The Australian dollar is forecast X 5
to remain relatively strong for much of 2008, and this will
impact on export growth. 0l
* Adjusting for price movements, the impact of the
Australian dollar will see exports in volume terms grow by -5
just 0.5%, the weakest outcome in nine years.
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Export volume growth forecast to rise by 0.5% ...
Selling prices and wages
Selling prices and wages 50 -
» Manufacturers expect selling prices to rise by 4.5% on 45
average in 2008, a marginal increase on the 4.4% rise 40 |
predicted for the previous year. g "
©
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* The expectation for average wage growth in 2008 also g
rose marginally, lifting from 4.5% in 2007 to 4.6%. ° 30 1
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Selling prices forecast to rise by 4.5% and wages by 4.6% ...
. New products and offshoring
New products and offshoring 35 -
* Heightened global competition is placing increasing 30 |
pressures on manufacturers to be more innovative and to
make better use of global supply chains.
25
* New product intensity (the percentage of sales derived 8
from new products introduced in the last three years) is % 20 A
expected to rise from 21.2% in 2007 to 23.1% in 2008. G
3
* Offshoring can take two forms: companies moving part or o 157
whole of their operations overseas; and/or using a greater &
share of imported materials in domestic production. Both 10 1
are seen as a major means of achieving cost reductions.
5 4
* The level of offshore intensity (offshore activity as a
percentage of sales) is forecast to rise from 31.7% 0l

(revised) in 2007 to 32.0% in 2008.
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New product development and offshoring to intensify ...

Australian Industry Group Annual Manufacturing Forecasts - 2008

5




CONTACT DETAILS AUSTRALIAN INDUSTRY GROUP

MAIN OFFICES

SYDNEY

51 Walker Street

Nth Sydney NSW 2060
Tel 02 9466 5566

Fax 02 9466 5599

MELBOURNE

20 Queens Road
Melbourne VIC 3004
Tel 03 9867 0111

Fax 03 9867 0199

CANBERRA

L2, 44 Sydney Avenue
Forrest ACT 2603

Tel 02 6233 0700

Fax 02 6233 0799

BRISBANE

202 Boundary Street
Spring Hill QLD 4004
Tel 07 3244 1777

Fax 07 3244 1799

REGIONAL OFFICES ¢ Newcastle ® Wollongong ¢ Albury/Wodonga e Ballarat ¢ Bendigo ¢ Geelong
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Tel 08 8300 0133
Fax 08 8300 0134
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East Perth WA 6004
Tel 08 9365 7555
Fax 08 9365 7550
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