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Speech to the Rotary Club of Melbourne 
 
Alberto Calderon - Chief Executive Officer, Orica  
 
Sustaining our economic success 

 
 
Introduction 

Good afternoon ladies and gentlemen and thank you the opportunity to speak with you at 
today’s Luncheon Program. When I last spoke at this forum in 2011 the theme of my speech 
was that the mining boom would not last forever, and we needed to invest the windfalls to 
benefit the broader community and for future generations.  
 
You don’t need to be an economist to know that you’re generally on safe ground with a 
prediction that what goes up must come down, but I did not realise at the time how soon that 
prediction would be realised.  
 
History shows the boom peaked in 2012 and I think it also records we did not make all that we 
could have from the windfall it bestowed.  
 
Some seven years later, under very different conditions, I again want to discuss the economy, 
and what we must now do to ensure the continued prosperity of our nation.  
 
Rotarians know the importance of a prosperous economy. It creates wealth for our community 
and means we can lend a helping hand to improve the lives of those who need it the most and 
move forward together. 
 
As I see it, there are two critical and inter-related aspects of the economy that need to be clearly 
understood if we are to see this prosperity continue. The first concerns an emerging investment 
vacuum in the housing and mining sectors which I consider to be the most significant long-term 
and structural threat to our future growth. The second is how well positioned we are, both 
economically and politically, to fill this vacuum and ensure the country’s longest period of 
economic growth - some 27 years going into 2018 – continues into the next decade.  
 
This boom, which has been the envy of the economic world, is no accident nor simply good 
fortune. To quote just one set of figures to summarise the impact this uninterrupted run of 
growth has had on Australia, in 1990 we were ranked 18th for per capita income behind the likes 
of France, the U.S.  and Canada. By the beginning of 2015, in the wake of all the disruption 
caused by the Asian Financial Crisis, the dot.com bubble and Global Financial Crisis, we had 
risen to 3rd among all nations, only exceeded by the resource-rich nations of Norway and Qatar.   
 
In that period we saw schools and hospitals and other vital infrastructure put in place and one 
of the most generous public health care and welfare systems in the world expanded. There is 
no doubt we now rightly count ourselves as among the most fortunate people on earth. A snap-
shot of the economy - GDP growth at 3.1 per cent, inflation around a very manageable 
2 per cent and the unemployment rate around 5 per cent – shows us in relatively good health 
compared to both others and our own history.  
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But whether we have invested enough during the boom to build the resilience and diversity 
required to weather the economic cycle and maintain this comparative standard of living is less 
clear. 
 
Let me begin by outlining what I consider to be the two critical drivers of the boom, that is, 
almost three decades of sustained private sector investment growth in mining and housing.  
 
To give you an idea of how significant these two sectors have been, the mining sector and the 
housing, finance and construction sectors account for over 40% of Australia’s GDP growth in 
the 25 years leading up to 2015.  
 
Consider that, in 1990, manufacturing was Australia’s leading contributor to GDP, almost 
doubling the size of the next largest contributor, taxation receipts. Fast forward to 2015 and 
ownership of dwellings was the number one contributor to GDP with manufacturing relegated 
to 7th.  
 
In this time, loan approvals for apartments across the country jumped from around 2000 per 
year to a peak of 10,000.  The number of applications from foreign investors across all real 
estate – residential and commercial - jumped from under 4000 a year in the early 1990s to over 
36,000 in 2014/15 totalling some $95 billion in annual investment.  
 
And the sector has continued to grow in economic relevance. In January of this year the 
Property Council announced that with 1.4 million jobs, the sector had overtaken health care and 
social assistance as the biggest direct contributor to employment in Australia by industry. It also 
remains the biggest direct contributor to GDP, totalling over $200 billion in 2015-16. As 
importantly, the industry now contributes some $87 billion annually in combined Australian, 
state, territory and local government tax revenues.  
 
Since the 1990s, investment in the mining sector has also been spectacular and well 
documented. From around 2% of GDP prior to the boom, investment in mining rose to a peak 
of $136 billion in 2012/13 or over 9% of GDP. Today, it still accounts for 7% of our economy, 
over half our total exports and directly employs 220,000 Australians   
 
Such was the ascendancy of mining investment in the early parts of the new century that it 
masked a worrying stagnation in non-mining investment. Alarm bells about the broader health 
of the economy should have been ringing for business and political leaders but the momentum 
from mining more than compensated for the rest and it pushed overall private investment from 
approx. 12 per cent in 2005 to 17% of GDP by 2012. What this masked was a decline in private 
non-mining investment from around 12% of GDP to under 9% where it still sits.  
 
In a recent speech, the Deputy Governor of the Reserve Bank pointed to poor confidence in 
demand growth as a reason for mediocre levels of non-mining investment and a general 
aversion to risk. He concluded that; ”There appears to be a desire to have excess capital 
returned to shareholders through buy backs and dividends, rather than utilising that capital for 
investment with uncertain returns.” Now that mining investment rates are normalising, this lack 
of broader investor confidence in other sectors will become more apparent and a potential hand-
brake on growth.  
 
All good things must come to an end and it is safe to say that investor interest in both the 
housing and mining sectors has peaked.  
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Mining investment will continue to stabilise at around 2-3% share of GDP from a high of almost 
double-digit contribution. And we won’t see again the surge in China commodity demand that 
we saw a few years ago. That is a once in a generation event and it won’t happen again in the 
foreseeable future.  
 
We are also all aware of the gloomy predictions that continue to hang over the housing and 
construction sector and watched in recent times as clearance rates and building approval 
numbers have declined in our major cities. Last weekend, most indices suggested that the 
auction clearance rates in Melbourne and Sydney were below 50 percent – figures that have 
only been this low in the immediate wake of the GFC and when official rates hit 17% back in 
the 1980s.  
 
In regards household earnings, savings and spending growth, the outlook is equally 
challenging, and levels of personal debt add to the concern as we enter a period of anticipated 
declines in housing prices and lending. It is well known that Australia has one of the highest 
levels of household debt relative to income (170%) in the world. What this implies is that there 
is no more fuel for the housing sector for many many years. In this environment, household 
spending is highly likely to be subdued and targeted towards meeting rising costs of living and 
reducing debt 
 
The macro-economic levers available to governments to stimulate the economy also look 
problematic, with public sector investment already at almost 20% of GDP underpinned by 
uncompetitive personal and company tax rates. Regardless of which political party wins office 
next year, for the foreseeable future the government’s key priority will be to simultaneously 
return the budget to surplus by reducing government spending whilst moving to a more globally 
competitive tax base. The economic and political challenges of achieving one of these, let alone 
both at the same time, are considerable. 
 
In this regard, the recent bi-partisan support for tax relief for small and medium enterprises and 
the knock-on impact this will have over time on wages growth, personal income tax receipts 
and employment will be important and is welcomed. For corporations, my firm belief remains 
that targeted tax relief incentivising R&D investment will provide a higher longer-term return to 
the domestic economy and be less politically contentious than the current proposal for a broad-
based reduction in the corporate tax rate.  
 
As it stands, the current parliamentary impasse on what to do on tax rates for Australia’s largest 
businesses will only add to the pressure on Boards and management to consider their global 
options. This is especially critical in the Australian context as the range of other input costs 
confronting large multinationals operating in Australia, such as energy, are already 
comparatively high. Compromise must be struck or else our ability to generate the wealth to 
invest in the schools, hospitals and support services of the future simply will not be there.  
 
On this point I would also add that the answer to future growth is not just about finding new 
sources of investment, it is also about increasing the rate of return on what investments have 
already been made. We can only do that by encouraging innovation and efficiency measures. 
Again, the case for more targeted tax reform to incentivise start-ups and established businesses 
to invest in R&D and innovation is strong and obvious. Many assume that the Information and 
Technology sector in Australia is our future and will fill some of the wealth vacuum created by 
the retreat of the housing and mining sectors. But I doubt our domestic IT sector can catch up 
and then compete with the global pace of innovation and change without this type of support.     
 



   

 Page 4 

In regards monetary policy, official RBA interest rates are already at low levels and the potential 
to cut rates to stimulate spending is simply not there. Indeed, the RBA will likely come under 
increasing pressure to retain some level of parity with The Fed as it continues to raise rates in 
the United States.  As energy and fuel consumables increase in cost, the RBA may also have 
to respond to keep inflation within tolerances. All this suggests that rates can only go in one 
direction over the next couple of years.    
 
It is then clear that the driving forces of growth in the Australian economy during the last decade 
are no longer there. What will close this gap? Clearly one would expect that someone in 
government is looking at these long trends and is anticipating how we can maintain our 
prosperity. We know that the outlook for net exports is subdued and the prospect of a trade war 
between the US and China casts a long shadow over the entire global economy. More broadly, 
sharp divides, military flashpoints and instability in political leadership across the globe adds to 
the uncertainty and undermines investor and consumer confidence, especially where long term 
investment horizons are involved.  
 
So, the answers need to come from within. Unfortunately, Australia has not been immune from 
its own upheaval in political leadership with the result in the Wentworth bi-election over the 
weekend the most recent reminder.  Politicians are often driven by the urgency of the day and 
not the long-term needs of the country.  
 
There is no more striking example of the lack of government long term planning than the current 
energy debate in Australia. We have seen highly credible, independent policy frameworks - 
such as that recently advised by Australia’s Chief Scientist Alan Finkle and the energy 
regulators in the form of the National Energy Guarantee - fail to be negotiated to a consensus 
outcome due to a lack of commitment by decision makers to work together. This is a good 
example of a lack of long-term vision.  
 
It was a well-known fact - many years ago - to those who understand the Energy sector that the 
combination of closing old thermal coal plants plus the unrealistic renewable energy targets of 
some States plus the high costs of natural gas was going to make energy prices uncompetitive 
and unreliable. And this is what happened.   
 
As another example, a single state government, the Qld government, was able to drive the 
development of an LNG export infrastructure with little regard to the impact this would have on 
the entire east coast market. Every single gas producing country in the world, and by this I 
mean United States, Canada, Algeria, Russia, Qatar and many others, have ensured that their 
export market of LNG does not come at the expense of the domestic natural gas market or the 
interests of local consumers. Nevertheless, in East Australia we are now all paying the price 
and being asked to underwrite the investments of the LNG exporters for which domestic users 
– both households and businesses – get no benefit or service.  
 
It is my firm view that we will witness a sharp restructure in manufacturing in Australia - with 
significant negative implications for employment and the diversity of our economic base - if gas 
prices do not stabilise below $10GJ through a combination of lifting state moratoriums and 
increasing competition among suppliers.  
 
In summary, we are at the end of the unprecedented investment cycle in the mining and housing 
sectors, the twin engine rooms of the boom of the last decade.  And this does not leave Australia 
in a good situation. 
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The statistics speak for themselves. Private business investment as percentage of GDP is at 
one of its lowest points in the last 60 years. How will we fill this emerging vacuum and where 
will continued growth come from is the vexing question now before us?  
 
What can we do to revive the other critical variable for long term growth, multifactor productivity? 
MFP measures the overall efficiency with which labour and capital inputs are used together in 
the production process and in adding value to what we produce. It is one of the key drivers of 
per capita income and an indicator of the rate of technological change and innovation in your 
economy.  Australia’s latest annual MFP growth figure is a mediocre 0.6% and it has been 
below 1% during most years since 2004. It will be nearly impossible to sustain GDP growth 
above 2% per year if we don’t address long term improvements in investment and productivity.  
 
So what must we do to maintain growth?  The answer I believe is not to look to household or 
public sector spending or monetary policy. As a nation, we must continue to earn our keep on 
the global playing field, even if our past performers in housing and mining are no longer the 
investment powerhouses they once were.   
 
There are some bright lights: Agriculture also has a bright future as it responds to the enormous 
growth in Asian demand for our produce, but prolonged drought conditions and high energy 
costs will remain a threat. With a low Australian dollar, earnings from education and tourism will 
likely grow but these sectors face significant competition.  
 
Ultimately the market will decide, but the fiscal and investment conditions set by our 
governments and regulators will be critical in ensuring that the potential of emerging sectors is 
realised and that investments are encouraged and made with confidence.   
 
Ensuring that the enormous natural endowment that God has given Australia becomes a source 
of competitive advantage and not a burden for our domestic industries would be a first good 
step. Australia is rich in natural gas. With the right conditions supply would grow and could 
benefit not only manufacturing but, even more importantly, the reliability and competitiveness 
of power generation. Faster deregulation and hopefully the right tax incentives to kick start 
private investment would also be steps in the right direction. But the main point I am trying to 
make today is that something must be done to change the current trend, or if not we will 
inevitably end with very low long- term growth.  
 
Rotary is renowned for having the principles, the organisation and the commitment to improve 
communities for the benefit of current and future generations.  Our decision makers need to 
take a similar approach. There is also real opportunity for business leaders to contribute more 
to the wider debate about what we could and should be doing now given the challenges we 
face.  
 
Thank you again for this opportunity.  


