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Preface
A rapidly expanding Chinese economy is changing the environment in which Australian 

industry competes, posing major challenges for manufacturers and national industry 

development. There are great opportunities for Australian industry, but there are also 

risks for those who are slow to respond or do not get it right.

While rapid growth in the Chinese economy is opening up tremendous opportunities 

in the world’s fastest growing market, China has also emerged as a major competitor 

in the export and domestic markets of Australian �  rms. Based on an extremely low 

wage and cost base, an increasing range of competitively priced Chinese products are 

entering world markets.

This report highlights the impact of China’s rapid development on Australian industry. 

Based on a survey of 848 manufacturers, the report identi�  es the nature and extent 

of China’s in�  uence and how �  rms have responded to the changed environment. 

China is putting enormous pressure on every manufacturer to further improve their 

competitiveness. However, if the opportunities China provides are to be fully realised, 

� rms will need to have access to the skills and resources to penetrate and develop 

new markets.

Ai Group has an extensive action agenda and services in place to assist members. At 

the same time, Ai Group is actively lobbying for action to accelerate skills, innovation, 

export development and other initiatives to boost our competitiveness and implement 

trade policies that support Australian �  rms. Ai Group is also developing considerable 

resources to representing the interests of members in the upcoming discussions 

between Canberra and Beijing about a possible free trade agreement, particularly in 

terms of promoting a fair trading environment.

This report raises many important issues for both industry and government. The 

� ndings underscore the importance of strong national policies to enable industry to 

respond effectively to the opportunities and challenges resulting from strong 

Chinese growth.

Heather Ridout

Chief Executive
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Key � ndings

The rapid growth of China�s economy and its increasing engagement 

in world trade has assured its place as a major driver of world markets. 

While the impact of a surging China on the Australian economy is largely 

positive, the changed environment is putting enormous pressure on every 

manufacturer to maintain and improve their competitiveness.

Ai Group sought to assess China�s in� uence on Australian manufacturing 

in a survey of 848 domestic manufacturers conducted in late May and 

early June 2004.

The Ai Group survey in particular, sought feedback on the impacts of 

China in terms of customer and product markets, company performance, 

strategic responses to China, and views surrounding closer economic ties 

between Australia and China. Around 50 senior executives were also 

interviewed in depth with the objective of adding qualitative information 

to the survey results.
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Background

Chart 1: Manufacturing�s share of economic activity and growth rate

2  Largely reflecting China’s demand driving up world commodity prices, of which Australia is a net exporter, and its ability to p roduce low cost manufactures, of 
which Australia is a net importer.

Stimulated by entry to the WTO and 

other reforms, China is now the sixth largest 

economy and fourth largest trader in the 

world, and is taking its place alongside Japan 

as a major driver of Asian growth and the 

world economy. China’s share of world trade 

has rocketed from less than one per cent 20 

years ago to nearly six per cent currently. 

Since the mid 1990’s economic growth in 

China has averaged over eight per cent. 

Synonymous with China’s rapid 

economic development has been a shi�  

away from agriculture towards services 

and manufacturing. Manufacturing 

now accounts for 37 per cent of China’s 

economy, and is growing at an annual rate 

above 15 per cent (Chart 1). In terms of 

size and growth, Chinese manufacturing 

dwarfs most other economies. 

Australia has bene� ted from 

China’s growth through the extensive 

synergies between our natural resources 

and China’s growing industrial 

requirements, and not unrelated, an 

improvement in our terms of trade. 2

Over the past decade, Australia’s exports 

to China have grown at an average rate of 

nearly 15 per cent and by 2003, China was 

Australia’s third largest export market with 

exports totalling over $9 billion (Chart 

2). Australia’s basket of exports to China is 

dominated by raw materials such as iron 

ore, wool, aluminium, coal and petroleum. 

� e pace of export growth has been 

outstripped by imports. Imports from 

China have grown by over 20 per cent per 

year (on average) over the past decade, 

reaching more than $14 billion by the 

end of 2003, making China our third 

largest source of imports. Australia’s 

major imports from China mainly 

comprise consumer goods such as clothing, 

computers, toys, telecommunications 

equipment and furniture. 
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China�s impact on the domestic 
manufacturing industry 

�China is a potential market as well as a threat. In many materials, China is 

already a net importer, and could well stay so for some time. In particular, 

for our business, they may well want value added products as they 

�westernise� their cities.� � Managing Director, construction material and auto component manufacturer

� e Ai Group survey con� rms 

that China is a key issue confronting 

manufacturers. Ai Group speci� cally sought 

company feedback on China’s impact as:

(1) An export market for domestically 

produced goods;

(2) A competitive threat to exports 

in markets other than China;

(3) A competitive threat (from imports) 

in the domestic market;

(4) A source of low-cost inputs for use 

in domestic production; and/or

(5) A destination for foreign investment.

Some 68.4 per cent of manfacturers 

reported as being a� ected by China in at 

least one of these customer or supplier 

markets. Survey responses illustrate the 

nature of China as both an opportunity 

and a threat to local industry.

� e most frequently cited response, 

nominated by 54.8 per cent of all � rms, 

was the competitive threat posed by China 

in the domestic market through import 

competition (Chart 4). Along with a 

further 31.8 per cent of � rms reporting 

China as a competitive threat in other 

export markets, the survey � ndings suggest 

China is making signi� cant intrusions 

into the overall market share of local 

manufacturers and/or eating into margins 

through its impact on selling prices.

On the positive side, 43.9 per cent of 

� rms said China was having a favourable 

impact as an alternative source of low cost 

inputs for use in domestic production. 

A further one-in-� ve � rms (19.7%) 

were bene� ting from greater exports to 

China, although this was well below the 

corresponding number of � rms citing 

China had made inroads into other export 

markets (noted above to be 31.8% of � rms).

Just under one-in-six manufacturers 

(15.7%) viewed China as a more attractive 

destination for foreign investment, 

although most nominated its in� uence as 

either minor (7.6%) or moderate (4.6%).

While there are gains from China 

in some areas, the survey results 

suggest that the net impact of China on 

Australian industry is negative. Many 

case study interviewees noted that 
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Chart 4: China�s impact on customer and supplier markets

�Everything we supply has been affected by Chinese competition. 

The Chinese currency is pegged to the US dollar, and as the US dollar 

depreciates China�s export prices fall. Chinese companies bene� t from 

subsidised freight, subsidised cotton, lower wages, no super commitments, 

and don�t pay for trade waste. We�ve lost one-third of our business to 

Chinese imports.� � Managing Director, TCF manufacturer

China was a signi� cant driver of growth 

for the Australian economy, primarily 

through demand for resources, and as 

a potentially lucrative export market. 

However, most recognised that China 

had developed strong capabilities in 

world manufacturing markets posing a 

threat to many parts of local industry, and 

not con� ned to simple manufactures.

Only 9.3 per cent of manufacturers 

reported higher pro� ts due to China over 

the past year, contrasting with the 29.6 

per cent reporting declines (Chart 5), 

with the net loss to the sector re� ecting 

a mix of volume and price e� ects.

China’s impact on competition 

in domestic and (to a lesser extent) 

export markets was shown above 

to be impacting on competition 

and presumably, market share.

And as shown in Chart 5, selling prices 

in local and export markets have also come 

under moderate pressure. Just under one-

third (31.4%) of manufacturers reported 

a decline in local selling prices in the past 

year due to China, contrasting the 7.0 per 

cent of � rms citing a rise. Selling price 

outcomes for export markets (for China 

and third countries) were less pronounced 

with a relatively large number of � rms 

reporting no change (89.2% and 82.7% 

respectively). Nevertheless, the proportion 

of � rms reporting a fall in export prices 

was greater than those reporting a rise. 

China appears to be having a mixed 

impact on local input costs. A similar 

proportion of manufacturers cited 

input costs rises due to China (16.4%) 

as those reporting falls (17.8%). While 

China has historically provided local 

manufacturers with a competitive source 

of low cost (mainly manufactured) 

inputs, strong growth combined with 

capacity constraints within the Chinese 

economy has had a stimulatory e� ect on 
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raw material costs, particularly in terms 

of metal products (discussed later).

Re� ecting competition in domestic 

and export markets, lower pro� ts, and the 

attractiveness of China as a source of inputs 

for use in domestic production (including 

from direct investments in China), local 

production has declined. Just over one-in-

four � rms (25.5%) reported lower local 

production over the past 12 months due 

to China, well above the corresponding 

proportion reporting a rise (5.5%). 

Chart 5: China�s impact on operating performance
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Quantifying the impact 
of China on the domestic 
manufacturing industry

3  An adjustment to aggregated survey responses was made to account for the relatively high proportion of exporters responding to the survey. These firms 
accounted for approximately half of total turnover of responding firms. To adjust for this, the reported total lost export sale s due to China, and the reported 
total rise in exports to China, were halved.

To enable a � nancial assessment 

of China’s impact on the domestic 

manufacturing industry, survey 

respondents were asked to provide a 

dollar estimate of China’s in� uence 

over the past 12 months on:

(1) Export sales to China;

(2) Local input costs;

(3) Revenue from China-based investments;

(4) Domestic sales; and

(5) Export sales excluding China.

Individual company responses were 

aggregated for each of these � ve areas, and 

converted to represent a proportion of 

total reported turnover. � ese percentages 

were then applied to an estimate of total 

annual manufacturing turnover of $270 

billion to derive an industry-wide estimate 

of China’s impact.3 � e results (Table 1) 

con� rm that China does provide bene� ts 

in terms of being an important export 

market (providing a stimulus estimated at 

around $280 million over the past year), a 

source of low cost inputs for use in domestic 

production (providing cost savings 

estimated at $240 million), and in terms 

of additional revenue from Chinese based 

investments (providing additional revenue 

of an estimated $30 million). However, 

these gains are outweighed by China’s 

Table 1: Estimated � nancial impact of China on operating performance

Business performance indicator Estimated impact 
($m)

Estimated impact 
as % of turnover

Impact of China as an export market 280 0.10

Impact of China on input costs 240 0.09

Additional revenue from China based 
investments

30 0.01

Impact of China on domestic sales -920 -0.34

Impact of China on export sales (ex-China) -190 -0.07

Net impact of China on domestic 
manufacturing -560 -0.21
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Chart 6: OECD forecasts for export growth

estimated impact on lower domestic sales 

($920 million) and lower sales to export 

markets other than China ($190 million). 

Ai Group estimates the net impact 

of China over the past year on the 

domestic manufacturing sector is 

equivalent to a � nancial loss in the order 

of $560 million, or 0.21% of turnover.

� ese results are critical given that 

China’s presence in world manufacturing 

markets is likely to increase. For instance, 

the OECD forecasts solid export growth 

for China over 2004 and 2005, contrasting 

Australia, the US and the UK (Chart 6).

A number of case study interviewees 

highlighted this point. Many noted that 

while China had grown as an important 

in� uence in manufacturing markets, 

the extent of its impact on domestic 

manufacturing (either positive or 

negative) would be likely to increase in the 

years ahead. How � rms respond to this 

challenge is critical to the future structure 

of Australia’s manufacturing industry.

�Despite China we are still running at full capacity but we have cancelled 

plans to extend local capacity. Any new plants will be overseas. In two 

years time China will have 30 per cent of the market, and while we expect 

customers to stay with us, they will want a price closer to what China is 

offering.� � Managing Director, construction materials manufacturer


