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Executive Summary
OVERVIEW
In May 2013 Regional Development
Australia (RDA) Pilbara completed a
report on the cost of doing business in
the Pilbara. This report was updated in
June 2014 following the end of the major
construction phase of new and expanded
resource sector investments in the region.
Its coverage included the main centres
of Karratha, Port Hedland, Newman and
Onslow. The 2015 Cost of Doing Business
Report in the Pilbara is the third in the
series and was completed in August 2015.
What has changed?
Investment in the resources sector has
declined further, with a sharper decrease
in construction activity. Employment and
population growth have continued to slow
down. As a result, as anticipated in the
2013 and 2014 reports, costs have fallen
for some items, particularly the costs of
accommodation and remuneration (wages
and benefits) in all centres.

start production towards the end of 2015.
The value of Liquefied Natural Gas (LNG)
exports will rise dramatically with the
increase in LNG volumes once Gorgon and
Wheatstone start production.
The significant contribution of the Pilbara
economy to the economy of Western
Australia and Australia needs to be
maintained, by reducing costs and
increasing the market opportunities,
particularly for Small and Medium sized
Enterprises (SMEs) with diversification a
key element of development strategy
that has been recognised by RDA
Pilbara, other development agencies and
government departments.
The results and conclusions of this report
will be used to:

• The cost to households and businesses of
utilities is anticipated to continue to rise
in the Pilbara.
• The high socio-economic costs to
communities and businesses still create
a level of distortion in comparison to
“normal” market price signals; however,
these costs have diminished.
• The median cost of buying a house in
the first quarter of 2015 was very much
lower in all major Pilbara centres than
in the period 2010 to 2013 which points
towards house market normalisation.

• Inform Businesses and Non-Government Business Cost Multipliers
Organisations (NGO) about the prevailing • Multipliers show the comparative cost for
cost structure and future costs to improve
similar products and services in different
planning and operations; and
locations. Perth = 1.2

• Inform development and government
agencies about costs so that policy
This reduction in costs is a positive
formulation can be adjusted to not only
development and will eventually contribute
take the high costs into account but
to stabilising the economy and opening up
also recognise that a falling overall cost
opportunities.
structure presents opportunities.
Nonetheless, in 2015 the Pilbara costs of
doing business remain higher than the rest KEY FINDINGS
of Western Australia and most of Australia.
Regional Price Indicators (RPI)
This high cost structure remains a constraint
• The major cost drivers in the Pilbara
to starting new businesses, operating
remain the resource sector, constraints
successfully as an existing enterprise and
to economic diversification and
discourages diversification.
infrastructure provision.
The market for goods and services in some
•
Over
the two years from 2011 to 2013
sectors has declined further adding to the
the
gap
between the Consumer Regional
difficulties for businesses in the region. The
Price Index for the region and Perth has
downturn in business conditions is illustrated
fallen from 137 to 118.1
by falls in turnover in small businesses
in Newman, Port Hedland and Karratha
for example, where stakeholders report
decreases of up to 30% to 40% in 2015,
compared to 2013/14 in some sectors.

• Although costs will continue to moderate
over the medium term (2014 to 2018)
the absolute level of costs will remain
one of the highest in Australia overall.

• The 2015 RPI will be available in late
2015. It may well be that prices have
declined further for some items in the
consumer basket.

• Estimates of multipliers for a range of
major cost items comparing the main
towns in the Pilbara with Perth indicate
high price differences across some major
items with wages and accommodation still
dominating the differentials even though
these have come down considerably.
• These multipliers demonstrate the
continued high cost structure faced by
businesses operating in the Pilbara.
• Aggregating the comparative costs of
operating businesses of a similar type in
Perth and in each of the main towns in
the Pilbara shows significant overall cost
differentials.
• Although the cost of operating a business
has declined in the Pilbara towns over the
last 24 months, there is still a way to go
before costs can be considered “normal”.
The comparative data for 2014 and 2015
is shown over. Note that the cost of
doing business is now highest in Onslow.

• Nonetheless the Consumer Price Index
As with the 2014 report, it should be
• Faced with substantial costs above those
for the Pilbara remains the highest of
noted that whilst investment has declined,
in Perth and with a small market size,
any region in Western Australia and total
the export value of commodities remains
there remains pressure on businesses
employment costs continue to have a
extremely high despite the sharp fall in iron
to survive, while NGOs continue to deal
negative impact on businesses and NGOs.
ore prices. Volumes of exports of iron ore
with programme funding challenges.
will continue to rise as the existing large
• The rate of inflation in the Pilbara was
•
Businesses
and NGOs face relatively
iron ore mines are continuing to increase
negative in 2013 and early 2014 and this
high
costs
for
several other important
production, albeit at a slower rate than
is likely to be a feature of prices in 2015.
cost
items,
such
as staff training,
initially planned and the Roy Hill mine will
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IN 2015 THE PILBARA COSTS OF DOING BUSINESS REMAIN HIGHER
THAN THE REST OF WA AND MOST OF AUSTRALIA.
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staff recruitment and turnover, travel,
professional services and consumables,
although some of these cost pressures
have abated to an extent.
• Businesses sometimes have to purchase
or rent accommodation for staff, adding
a significant cost for business start-ups in
particular. As with other cost factors this
factor has become less prevalent.

Business Cost Multipliers (First Quarter 2015): Pilbara Towns compared to Perth
Karratha

Port
Hedland

Newman

Onslow

Median Individual Weekly Income (2015)

1.5

1.4

1.5

1.7

Median Family Weekly Income (2015)

1.1

1.1

1.1

1.0

Cost Item

House Prices (2015)

1.09

1.4

1.1

1.4

• Although construction costs have fallen,
the costs of construction can be as much
as 1.5 to 1.6 times the Perth norm for a
similar building.

Rent - Accommodation (2015)

1.6

1.9

1.6

3.4

Rent - Commercial (2015)

0.9

1.1

0.8

1.0

Rent - Retail (2015)

0.9

1.2

0.9

0.9

Future Costs 2015 to 2018

Rent - Industrial (2015)

0.5

0.4

0.5

0.5

It is obvious that economic forecasting is
extremely difficult and judgements at any
point of time can subsequently be changed
quickly. This is particularly the case in an
economy based primarily on resources.
Assumptions are based on an analysis
of the economy of the Pilbara, including
the global economic outlook, commodity
markets, resource sector investments,
population, employments and income
trends, and other factors.

Construction (2015)

1.5

1.5

1.6

1.7

Water (2015)

1.7

1.4

1.1

3.3

Electricity SMEs (2014/15)

2.4

2.4

2.4

2.4

Electricity Large Businesses (2014/15)

2.4

2.4

2.4

2.4

Insurance Home and Contents (2015)

6.7

14.6

4.8

6.5

Insurance SME Light Industrial (2015)

2.5

3.8

1.6

2.5

Insurance SME Services (2015)

2.9

2.9

1.1

3.1

Price increases in the Pilbara will likely
continue to moderate over the next few
years. Investment has slowed down and
no firm commitments regarding very large
scale new infrastructure or major additions
to production capacity have been made in
the medium term. However, if decisions
are made to proceed with the new Port
Anketell then costs may come under a
limited amount of pressure in Karratha.
In addition, discoveries of additional
commercially exploitable LNG reserves in
the oceans adjacent to the City of Karratha
and Shire of Ashburton will also lead to
price pressures in Karratha and Onslow
in a limited way, if decisions are made to
increase capacity at some stage in the future.

Petrol (2015)

1.1

1.1

1.1

1.1

Diesel (2015)

1.0

1.0

1.1

1.0

Car Hire (2015)

3.3

3.8

2.3

3.0

performance of the Chinese economy.
The economy of China has slowed down
markedly and there are signs that this
slowdown is accelerating. This heavily
weights the risks of our forecasts to the
downside. The upside risk is that the signs
of global economic recovery accelerate and
commodity demand and prices increase
as a result – stimulating a further round of
resource industry investment. This appears
to be far less likely and is examined in
more detail in subsequent sections of the
There are both downside and upside risks
text. It is also quite possible that further
to the resource industry investment picture.
commercially exploitable mineral and oil
The main downside risks include failure
and gas reserves will be found, and more
of economic policy in the USA, Europe,
investments in the Pilbara region will take
China and Japan to further address debt
place, although these are not likely in the
problems. Deflation is also a threat in
medium term.
Europe. Lower global economic growth
Predicting future costs remains difficult. There
rates will occur with reduced demand
are a large number of variables involved
for commodities under this scenario. Of
and developments in commodity markets
particular importance to the Pilbara is the
and investment intentions are constantly
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changing. Global energy markets are
changing exceptionally quickly with major
new sources of supply emerging for natural
gas and oil, and on the other hand, significant
increases in demand. The dependency on
China as the major iron ore market still has
an “all our eggs in one basket” risk and
recent developments in iron ore pricing with
very significant reductions are well known,
as are the consequences to the region, to
Western Australia and to Australia.
Increased competition from LNG suppliers
such as Russia, Canada, and the USA has
gained further momentum. However, the
market situation is fluid and diversified.
Although Japan and South Korea remain as
the main LNG markets, other markets are
opening up such as China, other countries
in Asia and potentially in Europe. On
balance though, LNG prices are likely to
remain subdued in the medium term with
prices rising only after 2020.

Indicative Cost Comparison Model of an SME Service Business in the Pilbara towns compared to Perth in 2015 ($ per annum)
Perth

Karratha

Port
Hedland

Newman

Onslow

800,000

1,230,095

1,090,583

1,226,109

1,355,257

-

12,043

13,681

11,872

24,664

Rent - Commercial

120,000

110,400

136,800

96,000

124,800

Water

20,000

33,793

28,473

22,069

112,866

Electricity

100,000

238,100

238,100

238,100

238,100

Business Insurance

10,000

28,710

28,935

11,290

31,290

Petrol

20,000

47,413

47,620

47,620

47,413

Diesel

10,000

23,706

23,714

23,706

23,706

Other Vehicle Costs

5,000

7,500

7,500

7,500

7,500

Car Hire

10,000

32,566

37,611

23,274

30,265

Consumables

10,000

13,000

13,000

13,000

13,000

Services (Accountancy etc)

12,000

15,600

15,600

15,600

15,600

1,117,000

1,792,926

1,681,616

1,736,140

2,024,461

-

61

51

55

81

560,000

570,000

760,000

601,000

732,000

Illustrative Business Model
Salaries and Wages
Subsidised Rent - Accommodation

Total
Percentage above Perth Costs
House Purchase

Comparison of Percentage Costs of Operating a Business in 2014 and 2015 Pilbara Towns with Perth
Town

Percentage above Perth 2014

Percentage above Perth 2015

Karratha

88

61

Port Hedland

71

51

Newman

85

55

Onslow

105

81

For the Pilbara as a whole, the rate of
inflation should continue to moderate
in the medium term (2014 to 2018),
because of the reduction in mining
investment relieving pressure on housing
and employment costs and other services.
Nonetheless it is anticipated that the
overall cost structure will remain high
compared to Perth.
The implication for businesses and NGOs
is that although price rises have slowed
down they are likely to remain well above
the Perth benchmark and the cost structure

for all Pilbara centres needs to be reduced
further. Policy makers need to continue to
promote an enabling environment, which
assists in reducing costs across the board.

• In the resource sector, capital costs
have been reduced considerably and
in the medium term the level of cost
competiveness of Australia, and the
Pilbara in particular has improved.

KEY MESSAGES

• A move by the LNG sector to process
offshore on floating platforms may
Resource Sector
decrease the size of the potential labour
• The resources sector has been a key
force somewhat and thus the demand
driver of both the Western Australian and
for local SME goods and services, albeit
Australian economies over the last decade,
on a limited scale.
providing investment, employment
• Beyond the current expansion and
opportunities, higher incomes and
committed new iron ore mines and
generating demand for services.
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transport infrastructure, there will be
very limited new investment over the
next few years.
• The feasibility of new investments in
the LNG sector is currently hampered
by what may prove to be a temporary
oversupply, however, introduction of
floating technology means that a further
degree of cost competitiveness may be
attained.

Non-Government Organisations
• Despite cost reductions, the still
relatively high costs faced by NGOs in
2015 in the Pilbara must be taken into
account by funding agencies to ensure
there is provision for adequate and
secure funding.
• NGOs have a vital role to play in the
region in providing a range of much
needed services.

• Increased competition from the USA and
other LNG sources will increase, but the
impact of the competition is still too
early to judge.

• Numerous NGOs based in Perth still have
very little “on the ground” presence in
the Pilbara due to the affordability and
staffing challenges of the region.

• The resource companies have focussed
on cost cutting with considerable success
and this can be expected to continue.

• NGOs still have difficulties in attracting
and retaining staff unless they make
significant contributions to their
accommodation costs.

• Fly-In Fly-Out (FIFO) activity is unlikely
to transform into more permanent
residency until costs in the Pilbara
“normalise” further and the range of
services/facilities on offer also improves
further, despite much progress in these
areas.
• Tax incentives for FIFO have recently
been adjusted and may contribute to
persons selecting to be resident rather
than working as FIFO workers.

• Policy makers and funding agencies
should consider NGOs in the Pilbara
as still operating under “exceptional
circumstances” when assessing their
funding applications.
Small and Medium Size Enterprises (SME)
• In the past the cost of doing business
in the Pilbara for SMEs (and NGOs) has
risen primarily as a result of the high
demand for labour, accommodation and
other services by the resources sector.

• As mentioned in the 2014 Study,
resource companies planning for major
investments need to prepare planning
• Cost pressures have eased considerably
schedules for all aspects of construction
for these inputs (less so in Onslow),
and operation well in advance – including
however, they remain high and a barrier
such aspects as site selection for all
to entry for new start-up SMEs.
infrastructure and dependable sources of
water and power.

6

THE COST OF DOING BUSINESS IN THE PILBARA

• In 2015 in the SME sector it is necessary
for businesses to still pay relatively high
costs for labour, accommodation and
other employment incentives in order to
secure and retain staff, it is emphasised
though that cost pressures have reduced
substantially.
• Diversification opportunities are limited
by the cost structure, distance and small
markets, however, there are considerable
opportunities in the agriculture, energy
and niche tourism sectors, and the
forthcoming North West Investment
Portfolio commissioned by Regional
Development Australia Pilbara for the
Pilbara, Kimberley and the Mid-West
Gascoyne regions will assist in defining
such opportunities.
• In numerous service sectors (such
as finance) there is still limited
representation in the Pilbara, with much
of the back office work done in Perth,
resulting in minimum staff levels in
the Pilbara.

THE COST OF DOING BUSINESS IN THE PILBARA
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Recommendations
DESPITE COST REDUCTIONS, THE HIGH COST STRUCTURE OF THE PILBARA FOR ALL
TYPES OF BUSINESSES AND NGOS REMAINS OF SERIOUS CONCERN AND NEEDS TO
BE ADDRESSED.
Actions to be taken are proposed as follows:
Recommendation

1
2
3
4
5
6

Recommendation

Submissions to the Federal Government for developing the Northern Australia (including the Pilbara) have
been prepared by LGAs, RDA Pilbara and other organisations.

The Federal Government has just published its recommendations for economic development of Northern
Australia and the concept of diversification and changes to the enabling environment are firmly embedded
in the approach.

Recommendation
This policy needs to be taken advantage of not only in the Pilbara but also through inter-regional
initiatives that cross regional boundaries.

Recommendation

8

The concept of a Special Economic Zone (SEZ) as proposed in the RDA Pilbara Plan 2012 and previous RDA
Pilbara cost of doing business studies remains a priority for in-depth feasibility.

Recommendation

Major steps have been taken to increase the size of the resident population. One impact of this is to
enhance the size of the market for goods and services and encourage competition. Additional effort
to increase the quality of life and reduce high costs is still required in order to attract a larger resident
population as envisaged in the Pilbara Regional Investment Blueprint.

Recommendation

Following the 2013 Cost of Doing Business Study, the Department of Regional Development decided to
compile a Regional Price Index (RPI) every two years, making it a more effective tool, which can be used
together with cost multipliers to establish grant funding amounts in the NGO sector and for the use of
Pilbara based organisations to establish remuneration levels. This initiative needs to continue going forward.

THE COST OF DOING BUSINESS IN THE PILBARA

Recommendation

7
8
9
10
11
12
13
14

Recommendation

Recommendation

Efforts to reduce the cost of accommodation should be continued despite significant falls over the last
two years.

Challenges to further investment in property development now exist insofar as there are currently surplus
stocks on the market and construction costs remain higher than in Perth, but the property market requires
further normalisation.
Options to reduce the impact of high and increasing costs of electricity and water need to be given further
attention and further investments in such vital infrastructure should continue to be promoted to encourage
economic growth.

Recommendation

Recommendation

Recommendation

Recommendation

Recommendation

Discussion is needed with policymakers aimed at reducing the cost of insurance across the community as a
whole and for business in particular.
Support needs to be given to the Federal Government’s Northern Australia Insurance Premiums Task Force
established in March 2015, particularly in examining whether or not the Government could provide
support to a reinsurance pool or a mutual insurer that provides cyclone-specific cover. The Taskforce will
also assess the merits of other policy options that currently exist or are put forward by stakeholders.
Organisations such as the Pilbara Small Business Centres and Chambers of Commerce and Industries are
well aware of SME needs and provide support. Taking advantage of their information and training is
highlighted and it is recommended that as much support as possible be given to these activities.
The banking industry needs to engage closely with customers to make sure that opportunities are
understood for accessing finance. In this regard service provision to more remote communities is important
and needs development.
Improving market opportunities is of paramount importance and in this regard, both local and export
opportunities need to be constantly appraised and the benefits and requirement for diversification of the
economy needs to be underlined.
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1. Context
Regional Development Australia (RDA)
Pilbara3 commissioned Imani Development
Austral to update the previous 2013 and
2014 studies on the Cost of Doing Business
in the Pilbara with a 2015 report. The study
has been undertaken after consultations
with a range of stakeholders in the main
centres. The intent is to update the cost of
doing business profile for each major centre
(Karratha, Port Hedland, Newman, and
Onslow) in the Region.

for some cost items, and while the still
high cost structure overall is a constraint
to starting new businesses and operating
successfully as an existing enterprise, costs
have fallen substantially.

The results and conclusions will be used to:

It should also be noted that whilst
investment has declined, the export value
of commodities has increased dramatically
and will continue to increase as
investments in iron ore and LNG production
substantially increase export volumes. From
a policy perspective economic development
in the Pilbara remains critical to the
fortunes of the nation.

• Inform businesses and NGOs about the
prevailing cost structure and future costs
to improve planning and operations; and
• Inform government agencies about
costs so that policy formulation can
be adjusted to take the high costs into
account.
The economic environment for SMEs in
2015 is particularly difficult as a result of
the downturn in the construction phase
of the resources sector of the economy,
resulting in a decrease for goods and
services and reductions in employment.
The downturn in the demand for services
has resulted in a reduction in market
and trading opportunities and a tougher
economic environment for SMEs. Over
the period 2012 to 2014 there has been
a fall in the number of small businesses
(turnover of less than $200k per year) in
the Pilbara.
Although the Pilbara costs of doing
business remain higher than the rest of
Western Australia and most of Australia

10
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The positive aspect of the downturn has
been a sharp reduction in many cost
items, which makes the Pilbara a more
attractive place to invest and do business.
It may encourage diversification and new
opportunities can be explored.

The major cost drivers in the Pilbara are
the costs of operating resource sector
production facilities. These have been
considerably reduced. In 2015 attention has
continued to be paid to the future direction
of the resources sector as increases or
decreases in the level of investment and
production and the resultant demand for
services has the largest impact on the
economic growth of the region and the
regional inflation trend. In the resource
sector one of the main considerations
remains the competiveness of Australia and
the Pilbara in particular. In this regard the
picture is more positive.

As a result of substantial decreases in
the level of investment and construction,
and cost cutting measures taken by
the organisations operating in the
sector, operating costs have fallen and
competitiveness has improved substantially.
However, the impact of a still high cost
structure in the Pilbara remains evident. As
a result, in the LNG sector, the alternative
processing option of offshore platforms is
increasingly likely to become the norm.
Clearly it is in the best interests of all
businesses, small or large that costs are
brought down further.
The cost of doing business in the Pilbara
for SMEs and NGOs has fallen partly as a
result of a reduction in the demand for
labour, accommodation and other services;
although less so in Onslow (although
declines are anticipated in the medium
term).
Limited supply options and constraints
to economic diversification remain.
However opportunities are being explored
by development agencies, LGAs and
businesses. Lack of diversity is a situation
that needs to be addressed and a North
West Investment Portfolio commissioned by
Regional Development Australia Pilbara will
be prepared later in 2015 for the Pilbara,
Kimberley and the Mid-West Gascoyne
regions.

THE POSITIVE ASPECT OF THE DOWNTURN HAS BEEN A SHARP
REDUCTION IN MANY COST ITEMS.
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2. Methodology
2.1 FOCUS
The focus of the Study is on the major
costs of doing business in the Pilbara.
Costs in the main towns of Karratha, Port
Hedland, Newman and Onslow, have been
compared with costs in Perth, and in some
cases Western Australia and Australia. The
inclusion of Western Australia and Australia
as a point of comparison is because Perth
still remains an expensive city in some
aspects compared to some others in
Australia.
Two methods of collecting and analysing
data have been used4, which give a
reasonably comprehensive picture of the
costs of doing business in the Pilbara.

2.2 DATA SOURCES AND
COST INDICATORS

2. Data from ABS, Western Australian
Apex bodies, LGAs, the Department
of Regional Development, the Pilbara
Development Commission, and
companies in the resources sectors.
3. Discussions were held with major
resource companies, Business Apex and
regional organisations in Perth and the
Pilbara, State and Local Government
Agencies, utility providers, SMEs in the
Pilbara, Estate Agents and Employment
Agencies which provided useful insights
on the cost structure and the future
direction of costs.
The selection of indicators for establishing
costs in the Pilbara is based on cost
items that are common to all types of
business; the importance of the cost
item (contribution to total budgets); data
availability and data accuracy.

In 2012 the consultant participated in the
preparation of the Pilbara Plan Report for
RDA Pilbara7, which included an analysis of
the economy of the Pilbara. This analysis
was recently updated (2013), as part of
a study on future retail and commercial
space needs for the City of Karratha8 , and
in 2014 additional analysis was carried out
as part of a study on the revitalisation of
the three older suburbs in Karratha9. In the
last six months of 2015 further analysis
of the economy will be undertaken in the
preparation of a North West Investment
Portfolio for the Pilbara, Kimberley and the
Mid-West Gascoyne regions for Regional
Development Australia (RDA) Pilbara by the
consultant. Some preliminary analysis on
global factors influencing the economy of
the Pilbara has already been undertaken.

These reports have been used to assist in
estimating future costs increases in the
Cost Items include:
main towns in the Pilbara. Analysis of the
1. Other studies such as the 2015 to 2025
• Employment (salaries and wages);
economy is an essential input into the
Resources Sector Outlook – CME – Deloitte
cost estimation process. The reduction in
•
Accommodation;
Access Economics; the Consumer Price
future investments by the resources sector
• Utilities (electricity, water and gas);
Index (CPI) and Regional Price Indices
(oil, Liquefied Natural Gas (LNG), iron ore
(RPI) prepared by the Department of
• Commercial and Retail Rent;
and other minerals and commodities),
Regional Development in 2007, 2011
• Vehicle Hire;
and production volumes and values,
and 2013 (estimates of the CPI are
have a major influence in determining
•
Fuel
(petrol
and
diesel);
used by businesses as one set of data
employment, population and service
•
Insurance;
to negotiate salaries and wages.) No
requirements. Changes to the economic
estimates of the CPI are prepared by the • Airfares;
scenario, influenced by these main drivers,
Australian Bureau of Statistics (ABS), or
• The cost of buying properties is also
have the largest influence on the cost
the WA Treasury Department at regional
included since this cost is a major
of doing business in the Pilbara, for all
level. CPI estimates are made only for
consideration for employees and
categories of business, small or large, and
States and major cities. A cost of doing
employers, who often provide subsidised in every sector.
business study prepared by the Chamber
housing or purchase accommodation
of Minerals and Energy (CME) in 20135;
outright for their work force;
the Business Map, Gap and Supply
• Since high construction costs are a
Chain Research Project, April 2012; the
major factor in determining office
2013 Cost of Doing Business Study; the
accommodation and commercial costs
2014 Cost of Doing Business Study, the
these have also been analysed;
Pilbara Plan 2012, a Study on Banking
Data sources include:

and Insurance in the Pilbara,6 various
economic and development reports
of the Pilbara Shires and numerous
reports on various aspects of economic
development in the Pilbara.
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• Environmental costs are also (briefly)
included; and
• Other cost issues given some attention
are overall competiveness and the high
cost of capital in the Pilbara.

2.3 DATA ANALYSIS AND OUTPUTS
Where possible, prices have been
estimated to show not only absolute prices
and price differences, but also changes over
time. A comparison of costs in the Pilbara
towns with Perth was undertaken, and for
some indicators comparison was also made
with Western Australia and Australia as a
whole. An estimate of the CPI and Business
Cost Multipliers for major cost categories
between the towns in the region and Perth
was updated.
Future price increases and the cost structure
for doing business in the Pilbara was
estimated based on the available data,
and the opinions and the views of involved
stakeholder organisations.
An illustrative model budget showing the
relative cost of doing business in the main
towns in the Pilbara in 2015 compared to
Perth was prepared. It is not possible to
do this for all categories of business and
therefore typical cost items for a medium
size commercial service type business
were used for the model based either
on average costs (salaries and wages) or
actual unit costs. The data needs to be
treated with caution, as particular business
costs vary enormously, as do variations
between sectors.

THE COST OF DOING BUSINESS IN THE PILBARA
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3. The cost of doing business in the Pilbara
3.1 REGIONAL PRICE INDICES (RPI)
2011 AND 201310
The cost of living is a standard and
fundamental factor taken into account
in setting employment benefits. The
Australian Bureau of Statistics and the
Western Australian Treasury Department
do not compile cost of living indices below
state and city level. The Department of
Regional Development (DRD) estimates
regional price indices every two years as
from 2013, comparing the cost of living
in the main Pilbara towns (Karratha, Port
Hedland) with prices in Perth.
The two most recent estimates were made
in 2011 and 2013. This allows for cost of
living comparisons specifically in those
years. There is no data between the two
years and no forecasts of future rates of
inflation. An update of the RPI is due in
late 2015 and is therefore not available
for this report. The 2013 data showed that
although there has been a decrease in
costs in the Pilbara, it is clear that the cost
of living in all Pilbara centres remained
higher than Perth (and also the remainder
of Western Australia and Australia). For the
entire basket of goods and services, prices
were the highest in the Pilbara region,
followed closely by the Kimberley and
Gascoyne regions. Data is not available
for Onslow.
Stakeholder information indicates that the
rate of inflation was high between 2011
and 2013, however, price decreases did
start from 2012 for some commodities and
this trend continued in 2014 and 2015 and
may continue in the future for items such
as house rentals and purchases.
In 2013 the State Department for Regional
Development and Lands (RDL) indices
show that in the Pilbara the level of
remuneration was 18% higher than that
in Perth. Regarding individual towns, Port
Hedland was 22% more expensive than
Perth, Karratha 19% higher and Newman
12%. The largest fall in the index was in
Newman. It is anticipated that in 2015
further reductions in price levels of regional
centres in the Pilbara may well be reflected
in the RPI estimates made by DRD.
Business organisations and NGOs still
need to continue to offer salaries that
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DRD estimates of RPI in the Pilbara Towns (Perth = 100)
Region/ Town

Pilbara

Karratha

Port Hedland

Newman

Year

2011

2013

2011

2013

2011

2013

2011

2013

Composite Index

137.1

118.6

137.5

118.8

136.1

121.8

137.9

111.9

Cost Differences (for Specific Cost items) between the Pilbara Towns and
Perth: 2011 compared to 2013
Indicator Group/
Cost Difference

Karratha
(%)

Port Hedland
(%)

Newman
(%)

Year

2011

2013

2011

2013

2011

2013

Food

15.5

1.0

12.8

1.9

9.6

2.0

Housing

102

41.5

96.5

47.7

100.6

21.0

Cigarettes, Tobacco,
Alcoholic Drinks

1.1

0.9

0.8

19.3

7.5

6.4

Transportation

9.5

10.4

12.6

13.4

14.8

13.3

Household Equipment and
Operation

7.2

9.7

9.8

10.4

5.6

4.2

Recreation and Education

9.5

9.1

9.3

15.5

16.5

10.8

Health and Personal care

12.2

37.0

9.0

28.2

10.1

13.9

Clothing

17.4

15.9

17.9

Minus
5.3

24.5

10.3

Source: Regional Price Index, 2011, and 2013 RDL
are sufficient to meet high costs of living and to attract staff – albeit that cost pressures
have subsided to an extent. There remains a need to provide subsidised or free
accommodation for staff in some cases; although this practice has become less necessary,
where it is necessary it adds a major additional cost burden for NGOs and businesses.

Pilbara
• The indexes for the Pilbara in 2013 were the highest of any
region in WA
• In 2013 the indices show that in the Pilbara the level of
remuneration should have been 18% higher than that in Perth
• The difference between the overall indices in 2011 and 2013
indicates that over the two year period the cost of living in
the Pilbara decreased in comparison to Perth – however, the
overall cost structure is still high
• The 2013 indexes imply a decrease in the rate of inflation for
consumer prices between 2011 and 2013

IN THE RESOURCE SECTOR ONE OF THE MAIN CONSIDERATIONS REMAINS
THE COMPETIVENESS OF AUSTRALIA AND THE PILBARA IN PARTICULAR.
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The high cost structure still has policy
implications for government agencies.
Although this is already well known and
steps have been taken to reduce cost
pressures regarding accommodation in
particular, the cost base of the Pilbara
needs ongoing attention. Although costs
have recently fallen for some items, they
need to be reduced further for long term
community sustainability, and the viability
of the NGO and SME sectors.

The Reserve Bank of Australia and Treasury Forecasts for Headline Inflation
(LPI, CPI, AWOTE)

The influence of specific cost items on the
RPI is clear. Differences in costs compared
to Perth remained very large for housing,
insurance, transport, household equipment
and operation, recreation and education,
health and personal care and clothing (with
the exception of Port Hedland).

3.2 EMPLOYMENT COSTS

2013

2014

2015

CPI

2.9%

2.6%

2.5%

LPI

4.3%

4.5%

3.8%

AWOTE

5.0%

5.6%

4.9%

Employment costs have moderated
since 2012 and have fallen further in
2015 compared to 2014 in all sectors.
Nonetheless policy designed to increase
the mobility and freedom of movement of
labour is required to meet future demand.
Labour costs remain higher in some
categories than Perth.

The Reserve Bank of Australia (RBA) and
Treasury forecasts for headline Consumer
Price Inflation (CPI) and Labour Price
11
Inflation (LPI), and Average Weekly Ordinary 3.2.1 Resource Sector Employment
Time Earnings (AWOTE) are shown opposite. The cost of labour in all sectors is
influenced by employment in the resources
The implication for both businesses
sector, although other sectors are becoming
and NGOs is that although prices have
more important to the economy of the
moderated, prices are likely to remain
Pilbara. Factors such as distance and
somewhat elevated. Lower rates of
isolation are also important.
inflation are likely to remain over the
medium term, however, the cost structure
of all centres will remain too high. Policy
makers need to promote an enabling
environment, which assists in reducing
costs and not just stabilising price rises.

The Economist magazine introduced
the concept of the McDonald’s
Exchange Rate – a slightly flippant
way of calculating if a country’s
currency was over or under valued.
It has gained popularity and is
remarkably accurate. If you apply
the same fuzzy logic to the cost
of a Big Mac in Perth with that in
Karratha in July 2015, the outcome is
illuminating.
• Perth:

$5.70

• Karratha:

$6.75

Karratha is 18% higher-priced
compared to Perth. This is a 1.5%
increase from 2014
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In Western Australia as a whole, the
resources sector workforce is expected
to decline from 105,200 in 2014 to
87,000 by 2025. While lower than current
numbers, the resources sector workforce
will still be approximately double that
of pre-expansion levels in 2004. Labour
productivity in the production phase is
expected to increase by 40% to 2017 and
then plateau to 2025.
In 2014, the proportion of residential
workers in the construction phase was
13% of the workforce. This is expected to
increase to 25% of the overall workforce in
2020. The proportion of residential workers
in the operational phase is expected to
decrease to 37% in 2020, from 40% in 2014.

The proportion of FIFO workers in the
operational phase is expected to increase
to 63% in 2020 from 60% in 2014. (The
Perth and Peel regions contributed 70% of
the FIFO workforce in 2014. A further 3%
of the FIFO workforce is expected to come
from this region in 2020).
The implications of labour force changes
in the resources sector are that there will
be fewer workers, however, the impact of
this decrease on incomes and expenditure
in regional towns will be mitigated by
the higher proportion of residential
employment.
In the Pilbara the workforce is expected
to decrease by 14,300 workers by
2020, comprising a reduction of 17,900
construction workers and increase of
3,600 operational workers. The transition
from the construction to the operational
phase will decrease the construction based
workforce. Unemployment in the Pilbara
has risen from a very low base to a high of
4.1% in March 2014 and recently has come
down somewhat to 3.2% in March 2015.

3.2.2 Comparison of 2013 SME Survey Data
with Estimated 2015 Labour Costs12

Minerals and Energy Workforce

Workforce (Headcount)

120,000

The main points of the survey of SMEs
carried out by the consultant in 2013
were as follows, and structurally the same
conditions apply in 2015:

100,000
80,000

• The survey confirmed official data
showing the high cost structure of labour
in the Pilbara for SMEs. Rates of pay
differ considerably between business
categories with high employment costs
in industries such as finance, insurance
and construction;

60,000
40,000
20,000
0
-20,000

2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025
Total

Change from 2014 level

Source: Resources Sector Outlook Survey, ABS Catalogue 6291.0

• Persons working in higher paid
professions can potentially cope with
the high costs of living. For persons in
lower paid categories such as clerical
and administrative workers the high
cost structure in the Pilbara remains
problematic.

Incremental workforce (Headcount)

Operational and Construction Workforces
10,000
5,000

Discussions with a wide range of
stakeholders in the Pilbara (resource
companies, port authorities, employment
agencies, real estate agents etc.) indicate
that high employment costs have abated
since about mid 2012 and into the first six
months of 2015.

0
-5,000
-10,000
-15,000
-20,000

• Remuneration is lower in services such
as travel agencies and florists (but were
still high in comparison to Perth); and

2015
Operational

2016
Construction

Source: Resources Sector Outlook Survey

2017

2018
Total

2019

2020

This situation is likely to remain in the
medium term with the downturn in
investment and construction since 2012
(with the exception of Onslow). Overall
absolute costs and cost pressures will not
be as severe as in the past. There have
been reductions in benefits such as housing
subsidies/allowances.
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Estimated 2015 SME Employment Costs ($ salaries and wages - averages per week)13
compared to 2013 SME Survey Data
2013 SME
Survey Data

2015
Estimate

Difference
(minus - %)

Managers Full Time

2,640

2,110

20

Managers Part Time

1,810

1,450

20

Professionals Full Time

2,190

1,750

20

Professionals Part Time

2,080

1,660

20

Technicians and Trade Workers Full Time

2,600

1,560

40

Technicians and Trade Workers Part Time

2,000

1,400

30

Clerical and Administrative Workers

1,120

780

30

Machinery Operators and Drivers Full Time

2,880

2,300

30

Machinery Operators and Drivers Part Time

2,040

1,630

30

Employment Cost Item

3.3 COMPARISON OF 2013 NGO SURVEY DATA WITH 2015 ESTIMATES
Similarly it is estimated that labour costs in the NGO sector have fallen between 2013
and 2015. A comparison of 2013 and estimated 2015 costs is shown below.

Estimated 2015 NGO Employment Costs ($ salaries and wages - averages per week)14
compared to 2013 NGO Survey Data

Employment Cost Item

2013 NGO
Survey Data

2015
Estimate

Difference
(minus - %)

Chief Executive Salaries

2,040

1,840

10

Operations Managers

1,900

1,710

10

1,840 to
1,460

1,480

10

Professionals Part Time

2,080

1,870

10

Technicians and Trade Workers

1,520

910

25-40

500

350

25-30

Clerical and Administrative Workers

800 to 1,430

780

20-30

Community and Service Workers

800 to 1,350

860

10-20

Family Support Workers (Casual)

430

340

10-20

General Managers

Casual Technicians and Trade Workers

Labour costs for employers remain quite high despite the fall in costs between 2013 and
2015. Some categories of employees will continue to struggle to meet costs of rental
accommodation - with after tax earnings that barely cover rental costs.
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3.4 BANKWEST CURTIN STUDY ON
THE COST OF DOING BUSINESS IN
WESTERN AUSTRALIA
The fourth in a series of reports
conducted by the Bankwest Curtin
Economics Centre published in July
201515 indicates that wages in the
Pilbara have grown the fastest of any
region in Western Australia, increasing
by 60% in the ten years to 2013/14,
from an average annual wage of
$58,000 to $93,000 in 2013/14.
Subsequently anecdotal evidence as
described in the preceding section
indicates a sharp fall in wages during
2014 and 2015.

3.5 AUSTRALIAN BUREAU OF
STATISTICS (ABS) DATA ON
INCOME CHANGES IN THE PILBARA
COMPARED TO PERTH, WESTERN
AUSTRALIA AND AUSTRALIA
Updated changes in income levels
from the ABS will not be available
until 2016/17 when the next Census
has been completed. The labour
cost data in the 2013 report on
incomes received by individual and
family earners in the Pilbara towns
relative to those in Perth, Western
Australia, and Australia over the
period between 2001 and 2011
showed that the percentage increase
in individual incomes was between
96% and 119% for the Pilbara towns,
as opposed to an increase of only
38% for Perth and 54% for Australia
generally.
Following a similar trend line, the
Median Weekly Income for families
also increased from 2001 to 2011.
Absolute values for Pilbara towns
were very high. The increase for the
Pilbara towns of Karratha, Newman,
Onslow and Port Hedland was between
96% and 119%, more than double
that for Australia as a whole at 58%.
There is no ABS data available on
labour costs after 2011. Anecdotal
evidence suggests that incomes
have decreased since 2013 and this
is taken into account in previous
sections of the report.

3.6 EXPENDITURE INCREASES IN THE CITY
OF KARRATHA16

Average Annual Wages by WA Region 2005/06 to 2013/14
100,000

Since the 2011 ABS census data there have
been no official estimates of expenditure
levels although the 2013 RPI provided
80,000
useful information in this regard. In
70,000
the 2013 report the very high rates of
consumer expenditure were shown. The
60,000
overall increase in household expenditure
50,000
from 2006 to 2011 was exceptionally high
40,000
at 23.3% or 4.7% per annum. The impact
of high prices has the most impact on
30,000
2005/06 2006/07 2007/08 2008/09 2009/10 2010/11 2011/12 2012/13 2013/14
persons engaged in the non-mining sector.
Gascoyne Total
Goldfields - Esperance Total
Great Southern Total
Kimberley Total Income disparities in the Pilbara are very
Perth
South West Total
Wheatbelt Total high and lower income earners such as
Mid West Total
Peel
Pilbara Total
those in the NGO sector have to cope with
Source: Bankwest Curtin Economics Centre | ABS Cat No. 1379.0, National Regional Profile, 2009-13
high prices.
90,000

Median Individual Weekly Income per Pilbara Towns, Perth, Western Australia and
Australia 2001 – 2011
$

$

$

2001

2006

2011

2001-2006

2006-2011

2001-2011

Karratha

704

940

1,543

34%

64%

119%

Newman

785

1,095

1,538

39%

40%

96%

Port Hedland

689

862

1,368

25%

59%

99%

Onslow

452

428

926

-5%

116%

105%

Perth

484

513

669

6%

30%

38%

Western
Australia

540

500

662

-7%

32%

23%

Australia

375

466

577

24%

24%

54%

Town

Percentage Change on Base year

Between 2006 and 2011
the largest increases in
expenditure per household
were:
• Health at 24.3% per annum
• Housing, gas, electricity,
water and other fuels at
12.7% per annum
• Recreation and culture at
6.8% per annum
• Clothing and footwear at
4.3% per annum
• Education services at 18.7%
per annum

Median Weekly Income Pilbara Towns, Perth, Western Australia and
Australia – 2001 to 2011 ($)
1600
1400
1200
1000
800
600
400
200
0
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Karratha

Newman
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Port Hedland

2011
Perth

WA

Australia

Onslow
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3.7 RESIDENT HOUSEHOLD EXPENDITURE
FORECAST
Household expenditure increases in the
Pilbara are likely to have moderated in
2015, with lower salaries and benefits
impacting levels of income. Anecdotal
evidence suggests that spending in almost
all categories has declined significantly
with turnover of many retailers falling by
up to 40% since 2013.

severely eroded from 2008 to 2012 as costs
rose and it was recognised that major price
falls of either commodity would place a
strain on operating margins. On the other
hand, lower cash costs in the resources
sector would result in less competition for
labour and accommodation and this would
benefit the SME and NGO sectors.

The reaction to high costs and falling
commodity prices by resource extraction
companies has been to cut costs as fast and
The strong increase in the percentage of
as far as possible. Considerable reductions
households in the upper income brackets
in iron ore production costs have been
will not be repeated over the medium term
achieved. For the longer-term viability of
as investment by the resources sector slows
the economy of the Pilbara this is a positive
down significantly. The implication for the
development.
cost of doing business in the Pilbara is that
Cash costs of iron ore miners have fallen
in the near term remuneration increases
considerably. The higher cost iron ore
will probably only need to keep pace with
producers in Australia (BC Iron, Atlas,
regional inflation to attract and retain
Arrium, Cliffs, Mount Gibson and Grange)
staff, and inflation may even prove to be
have cash costs between $48 and $52 per
negative. Expenditure will probably rise
only in line with the rate of inflation unless tonne. BHP and Rio Tinto have cash costs of
further exploitable LNG or iron ore reserves $32–$35 per tonne and are anticipated to
reduce costs further to between $29-$30
are found.
per tonne levels, whilst Vale is believed
3.8 RESOURCE SECTOR CASH COSTS AND to have cash costs of between $35 and
$40 per tonne. The break even cost for
COMPETITIVENESS17
Fortescue Metals Group (FMG) has been
Western Australia resources companies and reduced to between $39 and $44 per
SMEs need to be cost competitive to ensure tonne. Cash costs for Roy Hill are expected
sustainable operations, and in the case of
to be in the region of $41 per tonne. The
the resource companies, so that they can
Australian producers have a transport
compete globally for capital and markets.
advantage to Asia of about $10 per tonne.
The level of competition faced by Australia, At these cash costs and current prices in the
Western Australia and the Pilbara in the
range of US$50 per tonne these producers
resources sector has increased significantly are just in the range of making profits.
over the last few years. This has resulted in
In the LNG sector it is apparent that both
rapidly falling iron ore and LNG prices.
capital and operating costs have fallen
Chevron stated in 2012 that resources
considerably. Woodside Petroleum has
projects in Australia were 40% more
spelt out details of its huge organisational
expensive than in the US and its workforce restructure driven by cost cutting, with fullwas 60% less productive than that of the
time equivalent staff numbers cut by 15%
US18. As pointed out in the 2013 and 2014
over the past year, management positions
reports, the high cost structure of the
reduced by 18% and the number of thirdresources sector has an impact on capital
party contractors slashed by 70%19. As part
and operating costs for all businesses in the of the cost cutting model the company has
Pilbara, small or large.
also pushed through an average 27% cut to
Iron ore and LNG cash costs were analysed the rates being paid to contract staff.
by CME research in 2012. The resources
Combined with the cuts to contractor
sector in the Pilbara has advantages in
numbers, Woodside’s associated spend has
terms of product quality, proximity to Asia
fallen from $120 million a year in 2012
and a very high level of expertise. However, to $32 million. But there have also been
the competitiveness of the Pilbara as a
big staff cuts as well, with the number of
producing region of iron ore and LNG was
full-time jobs cut from 4,100 to 3,500 over
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the past year, and there are expectations of
more losses to come.
More than 500 initiatives have been
executed to achieve targets in excess of 10
plus percent across the board cut to rates
and contract prices, and the vendor base
was slashed from more than 3,000 to about
800 suppliers.
Woodside is seeing falls of up to 40% for
rig and vessel rates. Using the example of
the $370 million first-phase Xena project,
to tap 250 billion cubic feet of gas as part
of the Pluto LNG project, as an illustration
of the cost savings being achieved the
company has pointed out the advantage
of a falling cost base. Since the Carnarvon
Basin project’s final investment decision
(FID) two years ago, Xena is tracking
about 5% below the capital expenditure
budget while unit development costs are
also lower: “From front-end engineering
and design to FID, we were able to reduce
the development costs by a substantial
percentage”.
Despite the cost cutting measures taken
to date, efforts for further efficiency will
continue and if iron ore prices fall again to
below $50 per tonne and below US$10 per
million mega british thermal units (mmbtu)
for LNG, higher cost producers will once
again be under pressure.

• The resource companies have
recently focussed on cost
reductions and it is apparent
that operating costs have
fallen since 2012
• Nonetheless policy needs to
be formulated in a manner
that takes account of the
need for cost reduction in
the regional and national
interest
• In the LNG sector cash costs
remain amongst the highest
in the world

3.9 APPROVALS, PERMITS AND LICENCES
AND ENVIRONMENTAL COSTS20
The high cost of approvals, permits and
licences for development in the mining
sector continues to impose a constraint
to development. Recently the proprietors
of the Roy Hill iron ore development in
the West Pilbara stated that thousands
of approvals, permits and licences were
required to develop the mine.
Developers and other businesses incur
high environmental costs. These costs
apply to all businesses in the Pilbara,
where environmental impact is a factor.
The Pilbara is home to a fragile ecosystem
that also contains rare flora and fauna
that requires detailed Environmental
Impact Assessments before any major
project development. There are also the
costs associated with operating in a harsh
climatic environment that includes extreme
heat, cyclones and floods. For example, in
2014 rehabilitation costs remain high at
over $50,000 per hectare (ha) for largescale miners and construction companies.

• For each town, the Average House Price increased from 2001
to 2012 - the increase for the Pilbara towns was between
331% for Karratha (30% per annum), 618% (55% per
annum) for Port Hedland, 1,367% (120% per annum) for
Newman and 547% (50%) for other towns including Onslow
• This compares with the increase for Perth over the same
period of 127%.
• Average Weekly Rents increased in the Pilbara towns of
Karratha, Newman, Port Hedland and Onslow by over 300%
(43% per annum) in the period between 2005 and 2012
• This compares with an average median weekly rental
increase of 99% in Perth over the same period.

3.10 RESIDENTIAL ACCOMMODATION
COSTS21
Although there has been a fundamental
change in the demand supply balance
with significant decreases in demand and
increases in stock levels, accommodation
costs remain an issue in the Pilbara.
Despite recent falls in accommodation costs
in all the major towns this is an area of
policy that still requires ongoing attention.
Even more needs to be done to “normalise”
costs. This is not easy because construction
costs in the Pilbara remain exceptionally
high and will be difficult to reduce, given
the need for cyclone rating, transport,
costs of materials, and professional and
technical service costs. Land availability has
decreased in importance as an issue, but is
still constrained due to a number of factors
including flooding and native title.
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3.10.2 Historical House Rental Prices and
Trends
In the 2013 report, increases in average
House Rental prices for towns in the Pilbara
over the period 2005 to 2012 were compared
with Perth. There was a substantial increase
in house rental prices in the Pilbara towns,
which was markedly greater than in Perth.

Three Major Towns in the Pilbara
Summary:
• In all three major towns, the average
advertised residential rental price
dropped further after an extended period
of losses.
• The average advertised residential “for
sale” price dropped in all three major
towns.

2010
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• For the tenth consecutive quarter the
average advertised ‘for sale’ price of
properties in Port and South Hedland
dropped.

2013

South Hedland Average Rental Costs

Karratha Average Rental Costs

Newman Average Rental Costs

2010

2011

2012

2013

2014

2015

Port Hedland Average Rental Costs

South Hedland Average Rental Costs

Karratha Average Rental Costs

Newman Average Rental Costs

Advertised Residential Rental Properties and Average Weekly Cost,
Other Pilbara Towns
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Other Towns No. Rentals Advertised
Source: Realestate.com.au, REIWA.com.au

THE COST OF DOING BUSINESS IN THE PILBARA

2015

Port Hedland Average Rental Costs

Perth Average Rental Cost
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2014

Source: Realestate.com.au

Rental Cost

• South Hedland’s average advertised
rental price decreased by $88 to $877
per week, which is the lowest average
advertised weekly rental price since the
June 2008 quarter.

2012

Advertised Residential Dwellings For Sale, Pilbara

Port and South Hedland:
• Port Hedland’s average advertised rental
price dropped for a tenth consecutive
quarter, from an all-time high of $2,544
per week during the September 2012
quarter, to a seven year low of $968 per
week in the latest quarter.

2011

Source: Realestate.com.au

Average Price

3.11 RESIDENTIAL PRICES SUMMARY
FOR MARCH 2015 QUARTER22
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In the 2013 Business Cost report increases
in house prices for towns in the Pilbara
over the period 2001 to 2012 were
compared with Perth. Whilst the absolute
value of house prices has risen for Perth
the increase in the Pilbara towns was
markedly greater.

Advertised Residential Weekly Rental Cost (Average), Pilbara

Rental Cost

3.10.1 Historical House Purchase Prices
and Trends

Number

Min $

Max $

Avg $

Dampier

15

$400

$1,300

$833

Marble Bar

0

Nullagine

0

Onslow

32

Pannawonica

0

Paraburdoo

• Port Hedland’s average advertised ‘for
sale’ price of $758,840 in the latest
quarter is at its lowest since the March
2007 figures.

$900

$2,500

$1,581

1

$500

$500

$500

Point Samson

3

$1,100

$2,000

$1,600

Roebourne

4

$675
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$806

Tom Price

15

$700
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Wickham

7

$500
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• South Hedland’s March 2015 average
advertised ‘for sale’ price of $653,009 is
the lowest it’s been since the September
2009 quarter.
• The 46 residential lots in South Hedland,
advertised in the last quarter, is the
highest number of lots advertised since
the June 2009 quarter.
Karratha:
• Karratha’s average advertised weekly
rental price has dropped for the 14th
consecutive quarter, down from $1,784
in the September 2011 quarter to $772
in the latest quarter.
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Dwellings Advertised

Average Price

Residential Dwellings For Sale and Settlements, Other Pilbara Towns

• Karratha’s average advertised ‘for sale’
price continues on a downward turn,
from an all-time high of $897,380 during
the March 2012 quarter, to a low of
$569,723 in the latest quarter.
Newman:
• The average advertised rental price of
$761 per week is the lowest since record
keeping commenced in Newman in
2008.
• The average residential ‘for sale’ price of
$600,733 is at its lowest since the March
2010 quarter.

3.12 OTHER PILBARA TOWNS RENTAL
COSTS

Number

Min $

Max $

Avg $

Dampier

15

$385,000

$890,000

$647,000

• Rental prices have continued to decline,
although falls are not as sharp in some
towns as others.

Marble Bar

0

Nullagine

1

$160,000

$160,000

$160,000

Onslow

28

$449,000

$1,200,000

$732,000

• Rental prices in Paraburdoo, Onslow,
Tom Price and Point Samson remain
particularly high.

Pannawonica

0

Paraburdoo

2

$309,000

$400,000

$354,500

Point Samson

3

$719,000

$880,000

$799,500

Roebourne

1

$530,000

$530,000

$530,000

Tom Price

19

$570,000

$895,000

$707,000

Wickham

6

$390,000

$550,000

$463,667

Other Pilbara Towns House
Purchase Costs
• Residential prices have continued to
decline, although falls are not as sharp in
some towns as others.
• Prices in Point Samson, Onslow and Tom
Price remain high.
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• Should construction of phase one of Port
Anketell start the market may strengthen
temporarily in Karratha. In Onslow there
is still quite a large amount of capital
expenditure that is ongoing or still to
come and prices may hold up to some
extent.
• It is clear that despite income reductions
for persons in the upper brackets of
pay this category of workers is still in
a strong position to purchase property,
whilst in the middle and lower levels of
income decreases in remuneration levels
means that accommodation purchases
are often out of reach and rentals are still
likely to consume a large proportion of
incomes.
• There is a high level of uncertainty at
present regarding employment security
and prospects and this will deter
even the higher income earners from
purchasing.
• This uncertainty may diminish
somewhat over the course of 2015 as
the employment market steadies to an
extent.
• Improvements to the ambience and
facilities in the towns and lower prices
may attract an increased resident
population. How large an increase this
will be remains to be seen.
• The slowdown in the demand for both
purchased and rental accommodation
has led to a higher level of properties on
the market and a higher vacancy rate.

3.14 RESIDENTIAL LAND COSTS
Residential land costs in the Pilbara have
fallen, although in early 2015 the trend has
reversed somewhat.
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Advertised Residential Land For Sale and Average Cost, Pilbara
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Number

Min $

Max $

Avg $

Port Hedland

0

South Hedland

46

$235,000

$495,000

$252,935

Karratha

10

$215,000

$365,000

$271,667

Newman

16

$159,000

$279,000

$246,500

Dampier

1

$555,000

$555,000

$555,000

Marble Bar

0

Nullagine

2

$20,000

$240,000

$130,000

Onslow

2

$350,000

$450,000

$400,000

Pannawonica

0

Paraburdoo

0

Point Samson

1

$415,000

$415,000

$415,000

Roebourne

2

$175,000

$190,000

$182,500

Tom Price

0

Wickham

0

Lots Advertised

• Given the prospect of a greatly reduced
level of investment over the medium
term, a possible decreased presence
of the major resource companies in
the town, and low rates of population
growth and new dwellings required,
the market may remain soft for several
years.

Average Price

3.13 OUTLOOK

3.15 COMMERCIAL SALE AND RENT
PRICES
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Cost per Annum

Advertised Office Properties For Lease, Cost Per Square Metre

Commercial property sale prices per
square metre for retail space, workshop
space, office space, and combined office
and workshop space in the Pilbara and
Perth have recorded the highest sale price
for retail space in Western Australia. The
prices were averaging $6,340 and $5,920
per square metre (sqm), respectively in
2013/1423. Latest indications are that these
prices have moderated since 2014.
Data from the Pilbara Development
Commission indicates that prices in the first
quarter of 2015 for the Pilbara average
advertised lease cost was $469/sqm,
which is lower than during the boom
period from 2009 to 2013.

Average For Lease Cost

Source: www.realcommercial.com.au

Lease costs for the different towns are
shown graphically besides. Costs data for
Newman and the Shire of East Pilbara as a
whole is not available. Port Hedland is the
most expensive location followed by towns
in the Shire of Ashburton.

Advertised Office Properties Average Annual Lease Cost Per Square Metre
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Interviews with stakeholders in the retail
and commercial rental market confirmed
the falling price trend. Examples are as
follows:
• In Karratha rents falling by some 10% to
25% for properties that were previously
rented out at $650 to $750/sqm per
week, discounting of rents and more
lenient rental terms in some precincts,
properties at a previous price level of
$500/sqm have fallen by up to 30%
to some $350/sqm in some existing
precincts and are likely to be in the
range of $450/sqm in the new Karratha
City centre.
• In Newman the new retail precinct will
have rental space available at about
$300 to $400/sqm, in comparison to
much higher charges at the existing
centre which go up to $1,000/sqm.

Cost per Annum

Costs per town are shown opposite. Prices
remain highest in Port Hedland and South
Hedland. There is no data for Onslow.
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Source: www.realcommercial.com.au

Advertised Retail Properties Average Annual Lease Cost Per Square Metre
Ashburton
East Pilbara
Newman
South Hedland
Port Hedland
Roebourne
Karratha

• In Port Hedland there has also been
a decrease in demand for commercial
rental properties and consequently prices
have fallen.
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THE PILBARA AVERAGE COST OF RETAIL PROPERTIES
FOR LEASE WAS $479 PER SQUARE METRE IN THE
FIRST QUARTER OF 2015.

3.17 INDUSTRIAL RENTAL PRICES

Advertised Industrial/Warehouse Properties For Lease, Cost Per Square Metre

Since then costs have fallen substantially.
The Pilbara average cost in the first quarter
of 2015 declined to $131/sqm annually
for industrial and warehouse premises
representing a decline of almost 50%
compared to 2013 and the first quarter
of 2014.
Costs for the main centres are shown
opposite. Time series data for Onslow was
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Cost per Annum

Prices in Perth have fallen considerably
(by up to 30% in 2014 and 2015) and
are anticipated to fall further. Price range
examples are from $395 (Adelaide Terrace)
to $525 (Subiaco).

A report prepared by Landcorp24 in March
2013 confirmed that industrial rental prices
in the Pilbara remained high in comparison
to Perth.
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Advertised Retail Properties For Lease, Cost Per Square Metre

The Pilbara average cost of retail properties
for lease was $479/sqm in the first quarter
of 2015.
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3.16 RETAIL RENT PRICES

not available at the completion date of this
study. Non-serviced land prices in Onslow
were very high until recently at between
$325,000 and $483,000/ha. However,
stakeholder views were that prices have
declined in 2014/15.

Advertised Industrial/Warehouse Properties Average Annual Lease
Cost Per Square Metre
Ashburton
East Pilbara

The Pilbara average advertised cost per
annum is $23/sqm for leased vacant land
in 2015. There have not been significant
price declines as has been the case with
other types of lease costs. Port Hedland
and South Hedland are the more
expensive locations.
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Advertised Commercial Vacant Land For Lease, Cost Per Square Metre

THE PILBARA AVERAGE
ADVERTISED COST PER
ANNUM IS $23 PER SQM
FOR LEASED VACANT
LAND IN 2015.

Average For Lease Cost

Source: www.realcommercial.com.au
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3.18 INSURANCE COSTS25
Residential Insurance
High insurance costs in the Pilbara and
elsewhere in regional Australia have
had a significant negative impact on
property markets and business operations,
particularly for SMEs. Since 2010/11
insurance costs for both residential
property and businesses in the Pilbara have
increased rapidly.
This has been due mainly to high claims
for natural hazards disasters (particularly
cyclone damage), principally in North
Queensland and in the Northern Territory.
In Australia overall insurance costs for
businesses and residential buildings are
much higher for cities and towns north of
the 26th parallel. Within this geographically
defined line across Australia, although costs
are higher, there are differences between
regions and towns, with costs highest in
Queensland.
Indicative data shows that insurance costs
in the main centres in the Pilbara (Port
Hedland, Karratha, Onslow, Tom Price and
Newman) are between 600% to more than
1,000% higher than Perth. Moreover there
are very large differences in insurance costs
according to the age of the property. For
example, in Karratha for properties built
between 1970 and 1979 the insurance
cost more than doubles for a house built
in 2012 with the same dimensions. In Port
Hedland the insurance cost for properties
built between 1970 and 1979 are also
nearly double that of properties built
in 2012.
The highest insurance cost increases in
residential property have been for strata
title complexes in the Pilbara. Indicative
data shows that insurance premiums for a
sample of six strata title complexes have
increased by 338% since 2010/11.

28

THE COST OF DOING BUSINESS IN THE PILBARA

Port Hedland Sample Insurance Costs for Strata Title Residences
Cumulative % Increases 2010/11 to 2014/15 ($000s)
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As with residential insurance, businesses have been heavily impacted by the very large
insurance cost increases that have occurred in the Pilbara. The main reason given as to
why the large increases have occurred is the same as for residential insurance in the
Pilbara with towns north of the 26th parallel.
Discussions with representative business intermediary organisations, brokers and
insurance companies indicated high levels of concern over high insurance costs in the
Pilbara. In the Pilbara insurance costs are very much higher than in Perth (between 290%
and 350% in the main centres) with Port Hedland the highest, and with the lowest costs
in Newman presumably reflecting the lesser degree of risk from natural hazards.
In a survey conducted by the Consultants, over 90% of SMEs indicated that the main
constraint to obtaining insurance was high insurance costs, followed by the risk profile
due to natural hazards and excessive bureaucracy.

What are the Main Constraints faced in Obtaining Insurance?
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Bank loans are not priced by location, but
rather priced on specific characteristics
of persons and businesses taking out
loans. However, there are insurance and
affordability issues in the Pilbara because
of the high cost of insuring assets that
can be used as collateral for loans and the
higher cost of lending rates for SMES – this
was confirmed in the SME survey carried
out as part of the study.

Interest Rate Spreads for SMEs
3.0
2.5
Percentage Points

3.19 BANKING COSTS

2.0
1.5
1.0
0.5
0.0

-0.5
Lending rates are higher for small
Jan 2007 Jan 2008 Jan 2009 Jan 2010 Jan 2011 Jan 2012 Jan 2013 Jan 2014
businesses and combined with other
Large Business
Small Business
Mortgage
barriers to finance such as compliance costs
these are barriers that the government has
been trying to decrease26. According to a
recent financial systems inquiry initiated
by the Federal Government, interest rate
Percentage increase compared to Perth prices for Pilbara towns 2014/15 according to
spreads have increased for small businesses
New Classification by Water Corporation of Town Rates
27
increasing their cost for debt financing .

Other issues with gaining access to loans
include assessment of risk by lenders in
a weakening economy in the Pilbara and
the quality of management. For start-ups
with no history of operation, loans are
more difficult to secure. The quality of the
security being offered to support the loan
is also important. In the Pilbara, both in
the towns and the country, home values
have been falling rapidly since 201228.
The impact of falling house price values
on business lending is that there is less
collateral against which to borrow.

2012/13 % relative
to Perth

2013/14
(c/lt)

2013/14 % relative
to Perth

2014/15
($/kl)

2014/15 % relative
to Perth

Karratha

145%

3.007

147%

$3.430

169%

Newman

95%

1.965

96%

$2.242

110%

Port
Hedland

133%

2.671

131%

$2.892

142%

Onslow

286%

6.474

317%

$6.781

334%

-

2.043

-

$2.032

100%

Towns

Perth

3.20 UTILITY COSTS
Water29
The methodology for calculating the
cost of water was changed by the Water
Corporation for the 2013/14 year with a
new classification of charges. Water prices
in the Pilbara towns have increased over
the years from 2010/11 to 2014/15. The
Pilbara towns’ water prices are overall
much higher than those of Perth in any
year and increasing. Based on current
trends it is possible that prices will continue
to rise in the Pilbara. The difference in
prices between the Pilbara towns and Perth
in 2014/15 has increased compared to
2013/14 as shown opposite. Water prices
in Onslow remain excessively high.

Comparative Costs of Water in 2014/15 Main Pilbara Centres and Perth
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• Resources sector water abstraction in the
Pilbara is forecast to increase from 350
gigalitres (GL) in 2013 to 491 GL in 2020,
an increase of 141 GL or 40%.

Change in Water Source, Increment above 2013 Levels
250
200
Volume (GL)

Increased water usage by the resources
sector is expected to continue to increase.
According to the 2015 to 2025 Resource
Sector Outlook of the Western Australian
Chamber of Minerals and Energy the
forecast for water abstraction in the Pilbara
from 2015 to 2020 is as follows:

150
100
50

• Groundwater dewatering in the Pilbara
is expected to be 404 GL in 2020, an
increase of 122 GL on 2013 levels,
and will account for 82% of all water
abstracted.
• Water abstracted by the resources sector
in the Pilbara in 2020 will largely be
either reinjected (207 GL) or used in
mine operations (193 GL).
Water scarcity will require market
mechanisms to efficiently allocate supply,
where markets are possible. The volume
of dewatering surplus to mine needs may
provide a supply for beneficial purposes,
but volatility of supply and water quality
are key constraints which will impact the
viability of options. Cumulative effects
remain a priority issue, but further work
is needed to ensure an appropriate
management framework is developed.
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Source: Resources Sector Outlook Survey

Variation in Electricity Prices Pilbara Towns (%) compared to Perth 2008/09 to 2014/15:
(Country Non Residential Rates in c/kW – Small and Medium Size Enterprises (SMEs)
(L1 or L3)
% Cost
08/09 09/10 10/11 11/12 12/13 13/14 14/15 relative
to Perth

Year

%
Increase
2009 to
2014/15

Pilbara
All
Towns

14.3

16.5

21.7

25.3

28.7

26.68 25.41

95%

178%

Perth

18.3

21.67 22.71

25.6

n.a.

26.68 26.68

100%

146%

Electricity
Electricity prices remain a major concern in
the Pilbara. There remains the possibility
of further increases in the future with
Price Changes Pilbara Towns and Perth for SMEs 2008/09 to 2014/15 (C/kW)
ongoing tight generating capacity and
rising demand. The quantity of electricity
35
used by households and businesses is very
Pilbara Towns
Perth
30
much higher in the Pilbara than in Perth.
Estimates of the ratio vary between 2.5
25
to 3.5, depending on the extent of usage
20
of air conditioners and other appliances.
15
Therefore in estimating the impact of energy
costs to businesses in the Pilbara, high
10
usage rates need to be taken into account.
Electricity Rates for Small and Medium
sized businesses in the Pilbara towns
were considerably below those in Perth
in 2008/09, but increased by a greater
percentage than Perth over the period
2008/09 to 2013/14, however, in 2014/15
they have fallen slightly. The percentage

30
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Variation in Electricity Prices Pilbara Towns compared to Perth 2008/09 to 2014/15:
(Country Non Residential Rates in c/kW – Large Businesses (L2 or L4)
Pilbara
Towns
08/09 09/10 10/11 11/12 12/13 13/14 14/15 % above
Perth
2014/15

Year

Pilbara
All
Towns

15.9

17.5

22.7

32.4

Perth

19.2

22.7

29.4

31.94 35.00

35.14 32.02 32.62
32.02

34.40

%
Increase
2009 to
2015

95%

205%

100%

179%

increase for Small to Medium sized
businesses from 2009 to 2014/15 was 78%
compared with the Perth increase of 46%
for equivalent businesses.
A similar trend for Large Businesses exists.
Electricity rates for large businesses in the
Pilbara towns were considerably below
those in Perth in 2008/09, but increased by
a greater percentage than Perth over the
period to 2014/15, however, Perth prices
have increased to a level above that of the
Pilbara towns.
Gas

There has been no change in the gas
situation in the Pilbara between 2014
and 2015. It is totally unsatisfactory, with
no distribution grid or piped supplies and
very expensive canisters. Because of the
Price Changes Pilbara Towns and Perth for Large Businesses 2008/09 to 2014/15 (C/kW) unavailability of piped gas and its high
cost when bottled, business depends on
40
electricity, although larger quantities in
Pilbara Towns
Perth
35
tanks are cheaper based on volume.
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A calculation of the relative cost per litre
of Bottled/Tanked gas in the Pilbara
compared to Piped gas to the home as
delivered in Perth shows that the Pilbara
price is very much greater than the Perth
price. There are several suppliers for
businesses in the Pilbara, for example
Origin Energy, BOC bottled gas, and Elgas.
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3.21 RESOURCE SECTOR ENERGY ISSUES30

NATURAL GAS WILL INCREASE TO 52% OF RESOURCES
SECTOR PRIMARY ENERGY CONSUMPTION BY 2020.

Since the 2014 report was published
there has been further rising demand for
energy by the resources sector, which
has an impact on all businesses in the
Pilbara. The mining and energy industry in
Western Australia utilises energy in a range
of ways for extraction, development and
ongoing operations including processing
and utilisation. It is a significant cost input
for companies in the sector. Prices on
Western Australian Energy Consumption
new wholesale domestic gas contracts in
1,400
Western Australia remain at least double
those of recent prices in the eastern states.
1,200
The increase in costs is expected to only
1,000
escalate as the resources sector demand for
800
gas is expected to continue to increase.

According to the CME 2015 Resource
Outlook Report, primary energy
consumption in the resources sector in
Western Australia is expected to grow
from 223 petajoules (PJ) in 2013 to 267 PJ
by 2025, representing an annualised rate
of growth of 1.5%. Diesel consumption
will increase by 20 PJ between 2013 and
2016 before declining to 14 PJ above 2013
levels in 2020. Natural gas consumption
will increase by 41 PJ above 2013 levels
in 2020 and will gradually replace diesel.
The forecast increase in gas consumption
suggests tight market conditions could
emerge in the medium term. In the Pilbara
an additional 61 PJ of energy is forecast to
be consumed by 2020.
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DIESEL WILL DECREASE TO 48% OF RESOURCES SECTOR
PRIMARY ENERGY CONSUMPTION BY 2020.
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2021

2022

2023

Baseline

The use of diesel in self-generated
electricity is forecast to decline from 16%
of total generation in 2013 to 9% in 2020.
The use of natural gas in self-generated
electricity is forecast to increase from 82%
of total generation in 2013 to 87% by
2020. Purchased electricity is forecast to
grow by 2,300 GWh by 2020.
Electricity consumption in the Pilbara is
forecast to increase by over 4,000 GWh by
2020 accounting for 72% of the projected
incremental demand. This implies a
considerable need for further investment
in electricity production is required in the
Pilbara.

Western Australian Electricity Consumption
60,000
Electricity Consumption (GWh)

Electricity consumption in the resources
sector is forecast to grow from 11,712
gigawatt hours (GWh) in 2013 to 17,340
GWh by 2020, representing an annualised
rate of growth of 5.7%. Electricity
consumption in the resources sector
represents 73% of the state’s forecast
electricity growth by 2020. Self-generated
electricity is forecast to rise by over 3,330
GWh by 2020 or around 60% of the State’s
forecast electricity growth.
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ELECTRICITY CONSUMPTION IN THE PILBARA IS
FORECAST TO INCREASE BY OVER 4,000 GWH BY
2020 ACCOUNTING FOR 72% OF THE PROJECTED
INCREMENTAL DEMAND.
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3.22 TRANSPORT COSTS
The regional transport index produced by
the Department of Regional Development
gives an indication of the relative cost of
transportation for businesses in regional
areas throughout Western Australia. It
includes motor vehicles, fuel (diesel
and unleaded), tyres, auto parts and
maintenance and motoring charges such as
drivers licence fees and stamp duty (DRD
2011). The Pilbara has experienced higher
transport costs (about 12%) compared with
Perth in 2011 and 2013.
Transport cost data for specific items has
been sourced for 2015 only. The data is
sufficient to show the differences in prices
of the towns in the Pilbara with Perth, for
selected cost items.

The analysis indicates the high costs of
these items in the Pilbara. Fuel price and
vehicle hire comparisons are shown in the
table below. In all towns the costs of fuel
has remained higher in the Pilbara than
Perth31. Car hire rates in the Pilbara centres
are far higher than in Perth. In the case of
truck hire in the Pilbara centres, costs have
fallen, but are still some 10% above Perth.

Flight costs from Perth to the Pilbara towns
have fallen. In addition discounts are
offered on flights from Perth to the Pilbara
towns meaning that cheaper flights are
often available. Nonetheless taking into
account the far shorter distances for Perth
to Pilbara town destinations than to the
cities in the Eastern States and Singapore,
fares remain relatively expensive.

Another indicator of high comparative
costs for the SME and the NGO sector is
the cost of a return flight (at the economy
Flexi Saver Rate) from Perth to each of
the Pilbara Towns and this is compared to
the corresponding airfare to Melbourne
and Sydney and also Singapore (as of June
2015).

Fuel and Car Hire Prices for Pilbara Towns and Perth Metro June 2015 ($)
Karratha

% above
Perth

Port
Hedland

% above
Perth

Newman

% above
Perth

Onslow

% above
Perth

Perth

Petrol (c/ltr)

147

106%

146

105%

151

109%

148

106%

139

Diesel (c/ltr)

139

101%

139

101%

151

110%

143

104%

137

Car Hire
(per 3 days)

368

173%

425

200%

481

227%

424

200%

212

Cost Item

Flight Costs for Perth/Pilbara Towns and Perth to Melbourne and Sydney June 2015 ($)
Destination
Pilbara Town to
Perth Return

Karratha

Port Hedland

Newman

669

639

839

Perth to
Melbourne
Return
Perth to Sydney
Return
Perth to
Singapore Return
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Melbourne

Sydney

Singapore

585

625
710

3.23 CONSTRUCTION COSTS

• A range of indicators shows that Perth
construction costs remain the highest
Interviews with stakeholders in the Pilbara
in the nation in 2014/15. Current costs
• Interviews indicate that in general
to build an administrative building in
construction costs started to fall in 2012.
Perth (single storey, standard finish) are
Costs have fallen further in 2013, 2014
$2,145-$2,310 compared to Melbourne
and 2015.
at $2,045-$2,205.
• Estimates vary – for example developers • In turn the high cost of construction in
indicate that for cost planning and
the Pilbara can be gauged from cost
estimating for both Port Hedland and
indices for the main towns in the Pilbara
Karratha (including market testing with
compared to Perth (Perth = 100). These
builders in the region) the estimated cost
costs indices remain at high levels:
is 50% above Perth costs for construction
• Karratha:
155
and 5-10% for differences in design and
•
Port
Hedland:
160
construction methodology.
• Newman:
165
Rawlinson’s Construction Cost Guides
• Although there is no data for Onslow
(2012 and 2014 – published in 2015) and
stakeholders have indicated that costs
Other Reports
remain very high.
A range of recent surveys and data on
• High construction costs are a result of:
construction costs32 were referenced. The
• Distance – meaning transport costs for
estimates indicate:
most materials.
• Construction costs rose strongly between
• High labour costs – although these
2009 and 2012 due to large increases
have fallen significantly in 2014 and
in energy costs, material shortages and
2015.
skilled labour shortages.
• Interviews in 2015 indicated that in
general, construction costs were 1.60 to
1.70 as high in the Pilbara compared to
those in Perth.
• The estimated increased cost is partly
due to a 5% to 10% differences in design
and construction methodology.
• Recent discussions indicate that although
costs have fallen they remain well above
Perth costs, but are expected to fall
further.

• High accommodation costs, although
these have fallen significantly.
• High material costs.

Discussions with Pilbara stakeholders33
confirm that cost pressures are subsiding
due to less demand for services in 2015.
Prices will not increase unless there is
further infrastructure development (such
as ports) and/or exploitation of additional
LNG or iron ore reserves.
• Employment costs will be lower over the
period 2015 to 2018. The rapid increases
in employment and incomes for the
period 2008 to 2012/13 are unlikely
to be repeated without major new
investments.
• Whilst the cost of water may rise only
slightly the cost of electricity may well
continue to rise.
• The cost of materials is unlikely to have
fallen as much as labour costs, but may
well have decreased to an extent.
• Environmental considerations mean
that costs remain higher in flood prone
areas and the requirements of building
standards related to cyclones also lead
to higher costs than would otherwise be
the case.
• Overall it is possible that construction
costs have fallen by some 10-30% over
the period 2014/2015 compared to 2012.

• More rigorous standards to meet
flooding and cyclone issues – this adds
30% to structural steel tonnages and
400% to 600% to concrete footing
volumes.
• Site visits add 10-20% to costs.

Given more subdued construction activity
in the main centres in the Pilbara it is likely
• The Rawlinson’s Construction Cost Guides that lower construction costs will eventuate
in the medium term. In Perth construction
2013 and 2014 (published in 2015)
indicate that the construction cost index for activity has been high and although costs
Perth compared to Sydney increased from may not have increased it is likely that they
122 in 2000 to 243 in December 2011 and have not decreased to any great extent
and in fact forecasts are for a slight
remained the highest in the nation.
increase in 2015.
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4. Future business costs
Future costs have been forecast to 2018.
The future cost of doing business in the
Pilbara has been estimated by analysing:
• The data sets of costs of doing business
in the Pilbara;
• The global economy and commodity
markets and prices;

• US: 3.1% and 3.1%

• Resource Company Investments and the
impact on the demand for services;

• Euro Area: 1.5% and 1.6%

• Opinions of stakeholders; and

• India: 7.5% and 7.5%

• The expectations of businesses and
the NGO sector as expressed during
consultations.

• Japan: 1% and 1.2%

4.1 ECONOMIC FORECASTS
The economy of the Pilbara remains very
dependent on the global economy and
commodity markets (principally iron ore
and liquefied natural gas). No forecasts
of growth, employment, population, the
demand for services and likely future costs
are plausible without analysis of the global
economy including the major economies
of the United States of America (USA), the
European Union (EU), China, Japan and
other countries in Asia, and the impact
of changes to growth and demand on
commodity markets.
Naturally the focus of attention for
Australian commodity forecasters has
been not only the rate of Gross Domestic
Product (GDP) growth in China, but also
the performance of different sectors that
influence demand for exports and policy
regarding reorientation of the Chinese
economic model.
It is important to recognise that a broader
view of the global economy is required in
assessing the future demand for exports
from the Pilbara region. This has been
consistently pointed out in previous RDA
Pilbara reports.

KEY FEATURES AND ASSUMPTIONS
1. Global Economy34
• Global GDP in 2015 remains moderate,
with uneven prospects across the main
countries and regions. It is projected to
be 3.5% in 2015, in line with forecasts
in the January 2015 World Economic
Outlook (WEO) Update.
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• International Monetary Fund GDP growth
forecasts for 2015 and 2016 for the
regions and countries in the world that
have the most impact (direct or indirect)
on commodity markets for the Pilbara
show:
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• China: 6.8% and 6.3%

• South Korea: 3.3% and 3.5%.

• Although overall growth in Asia and the
Pacific is moderating, the region is still
outperforming other regions and this is
expected to continue over the medium
term.
• While the Chinese economy is shifting
to a more sustainable pace, growth is
projected to pick up elsewhere in the
region. For example rates of growth in
Indonesia are projected to be above 5%
in 2015 and 2016, and in all other major
economies in Asia growth is anticipated
to be above 3% and in most countries
more in the order of 5-6%.

• The EU and US economies combined are
• Of particular importance to the Pilbara
still very much larger than any single
is the increase in the manufacturing
country or region anywhere else in the
role of countries in South East Asia,
world. They are major importers of goods.
which may become the world’s leading
• In the US growth is projected to be fairly
manufacturing centre35. Average GDP
robust, in the EU growth is expected to
growth could accelerate to 6–8 % per
strengthen moderately. Given a stronger
annum. Annual intra-regional trade could
outlook for these economies it can be
reach US$1 trillion and G4 trade (US,
anticipated that imports will rise.
Europe, Japan and China) could reach
• Slower growth in China and Japan than
US$3.7 trillion per annum.
currently projected would affect the rest
• Faster rates of growth are expected
of the region and the world economy
in India, which could become an
given these economies’ large size and
increasingly important export market for
deep trade and financial linkages with
Australian exports.
other nations. For China, the main risk is
failure to implement the reform agenda • In Japan, the challenge is to implement
structural reforms to boost medium-term
to address financial risks, rebalance
growth prospects while balancing nearthe economy, and tap new sources of
term fiscal stimulus with a convincing
growth. In addition the economic model
medium term consolidation plan.
for the Chinese economy is changing
with reduced investment to increased
consumption and tertiary services.
Moreover the very high rates of growth
over the last six years have been
fuelled by stimulus measures initiated
in 2008/09 when China implemented
stimulus measures at a cost of US$595
billion. The country has 282% Debt to
GDP and regional Debt is estimated
at about US$4 trillion. China had US$2
trillion Debt in 2000 and currently has
US$28 trillion of Debt. The Chinese
growth story has been based on Debt,
this has increased risks considerably and
led to over capacity production. Longer
term it is likely that growth in China will
fall to somewhere between 4-6% as the
economy matures. This is very important
to the Australian economy.

2. Overview of Investment and Production
Estimates of future employment and
population, and therefore the demand
for services and the impact on the cost
structure of the Pilbara, are based on
possible developments in the Pilbara
economy.
Overall there has been a very sharp
slowdown in mining investment and major
LNG construction is likely to almost cease
by the end of 2016.
Much of the Royalties for Regions
expenditure for community facilities have
been completed as have road development
and other public infrastructure investments,
most of the construction approved
residential/retail and commercial precincts
by MIRVAC, FINBAR and other commercial
investors.

THE ECONOMY OF THE PILBARA REMAINS VERY DEPENDENT ON THE
GLOBAL ECONOMY AND COMMODITY MARKETS.
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Some construction activity continues in
Karratha and Onslow in particular and in
Newman a new AU$30 million (funded by
BHP) retail precinct is to be constructed.
In Australia and the Pilbara the resources
sector is transitioning from a period of high
investment to a period of strong increases
in production, which will support a
projected increase in export volumes of iron
ore and LNG. It is unlikely that there will be
any major investments in iron ore or LNG in
the Pilbara over the period 2015 to 201836.
There is a possibility that the Browse LNG
investment may still proceed and this could
partly be serviced from Dampier.
Lack of further investment means far fewer
FIFO construction workers and probably
a slowing down in the rate of population
growth in the main centres unless there
is diversification of the economy. The cost
structure of the Pilbara will not rise further
under this scenario.

The Australian dollar exchange rate is
another positive feature in determining the
health of the economy of the Pilbara going
forward. The AU$ has been high over the
past few years. This has been followed by a
sharp fall in the AU$ in 2014 and 2015 and
it is possible that the AU$ will fall further.
Over the medium term, the Australian
dollar is assumed to remain at or about
current levels of 0.73 to 0.80 to the US$
with a downside risk of further falls. This is
beneficial to producers and the AU$ value
of exports is currently about 20% higher at
present than in mid 2014.
3. Iron Ore Markets and Investments
Steel

The iron ore price is dependent on the
level of steel production. In China where
rapid increases in steel production over the
last decade has been the main driver of
increasing steel production and therefore
imports of iron ore, the overall effect of
Exploration expenditure for mineral and
a rebalancing of the economy in China
petroleum products were down 2.3% year
is projected to reduce China’s fixed asset
on year in the March quarter of 2015 as
investment growth rate possibly leading
lower commodity prices and cost-cutting
to an easing in China’s annual steel
programs have affected exploration activity.
consumption growth rate.
The total spend on exploration in mineral
Opinions differ on the future outlook for
exploration in the march quarter was the
steel production in China. The upshot is
lowest since 2006 according to the ABS. A
37
rebound in exploration expenditure appears that China may be close to “peak steel” .

Analysts at Morgan Stanley (an investment
bank) believe that this is the year in which
the country’s consumption and production
will reach its apex, to decline slowly
thereafter. Zhang Guangning, chairman
of the China Iron and Steel Association,
recently declared that, “China’s steel
production has already hit a peak.”
Public pronouncements from the major
miners (BHP Billiton, Rio Tinto, Vale and
FMG for example) have predicted that steel
production in China will keep rising and
eventually reach 1 billion tonnes a year
(compared with about 823 million tonnes
in 2014).
Aside from the risk of undermining the
rationale for investments such as these,
what are the potential knock-on effects of
China hitting peak steel? Trade wars, for a
start. Unable to peddle all of their output
at home, Chinese steel producers have
been exporting increasing quantities—to
the consternation of producers elsewhere,
who accuse them of dumping. MEPS,
a consulting firm, estimates that China
exported more than 90 million tonnes of
steel last year, which is greater than the
entire output of America’s steel industry
and was a rise of over 50% on the previous
year. Exports are continuing to surge
this year.

unlikely in the short term.

Beyond the medium term (2015 to 2018)
it would be unwise to assume that further
investment will not take place. As pointed
out under the section on the global
economy above, there are changes in the
economies of countries and regions and
should the Association of South-East Asian
Nations region and India, for example,
continue to grow and industrialise even
faster it is not inconceivable that additional
supply capacity will be required to meet
demand.
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On a positive note Australia is projected to
become the world’s largest exporter of LNG,
iron ore and coal. Australia’s earnings from
Forecast China Steel Production to 2020
resources and energy commodities are
projected to increase at an average annual
850
rate of 6% a year from 2014/15 to total
750
$240 billion (in 2014/15 dollar terms) in
2019/20. A substantial part of the earnings
650
will come from the Pilbara.
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The view of the Bureau of Resource
Average Iron Ore Prices 2012 to May 201538 (at nominal US$ / dmt)
and Energy Economics (BREE) on steel
production is that despite indications of a
Jan to
lack of growth in China’s steel consumption,
2012
2013
2014
April 15
Mar 2015
fixed asset investment in emerging
economies is projected to support growth
Price
128
135
97
63
52
in world steel consumption and production
over the medium term, with consumption
160
growth projected at an average 1.6% and
a total 1.8 billion tonnes in 2020. If this
140
proves to be correct then at some stage
120
the current and medium term imbalance
100
between production and consumption of
80
iron ore will dissipate and this will have a
60
positive influence on prices.
Unlike China, India’s steel industry is primed
for a period of expansion. The Indian
Ministry of Steel is planning to increase
steel production to 300 million tonnes by
2025, about 300% higher than current
production. Investment in new capacity
is underway, but at slow rates that put
achieving such targets at risk. In an attempt
to reach this target the government plans
to cut regulatory hurdles and speed up
approvals (particularly with land access),
improve access to raw materials, including
iron ore and coking coal, and improve
access to foreign direct investment.
Over the outlook period India’s steel
production is projected to increase 5.8%
a year to total 117 million tonnes in 2020
supported by additional capacity. Should
India commission mills at a faster than
expected rate, steel production will be
higher than projected.

40
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Iron Ore Prices

For 2015 the iron ore price is forecast
by BREE to average US$60, down 31%
Historic prices are shown in the table
from 2014. The depreciation of major
below to place current price levels and
suppliers’ currencies against the US dollar
movements in perspective. Following the
(in which iron ore prices are denominated)
peaks reached in 2011/12, during 2013
will add further pressure on the price as
the benchmark price of iron ore held up
well. It traded around US$130 per tonne for cash margins in local currencies will be
maintained even at lower prices.
most of the year (AU$143 equivalent due
to a lower exchange rate) as a result of a
In response to falling prices, iron ore miners
10% increase in consumption in China and around the world have turned their focus
delays in increased iron ore production by
to cutting production costs and improving
BHP, Rio Tinto and other producers.
productivity. This focus is expected to
continue through the medium term, and in
In the Pilbara, firmness in the price led to
Rio Tinto deciding to proceed with its third the current climate of stronger competition,
provide more downwards pressure on prices.
phase of increased investment and output
from existing mines by some 70 million
tonnes per annum to a total of about 360
million tonnes per annum in total. BHP,
FMG (up to 155 million tonnes per annum)
and other producers have been increasing
output and BHP still has a production
target of just less than 300 million tonnes
per annum. Roy Hill will produce up to
55 million tonnes per annum. Other
producers around the globe have increased
production such as the Brazilian giant Vale.

Large producers such as Vale, Rio Tinto
and BHP Billiton are all targeting higher
production over the next five years and
have significant cost advantages due to the
scale of their operations and their superior
ore grades.
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In 2016 prices are projected to fall further
as increased supply enters a weak market
and an average US$56 (in 2015 dollars) for
the year is predicted, before rebounding to
average US$73 (in 2015 dollars) in 2020.
Over the outlook period increasing supply
from Australia and Brazil is expected to
continue driving higher cost producers
out of the market, easing some of the
oversupply but creating a lower price
environment.
Allied to cost reduction programmes it is
well known that the major miners are on
the way to reducing employment levels
through technological means. Under this
scenario decisions on further development
will probably be delayed.
In the medium term known investments
and increases in production and capacity
are as follows:

conveyor link (export facilities (up to
• This would result in the employment
45 million tonnes per annum for the
of some 950 persons in its construction
Flinders Pilbara Iron Ore Project - Rutila
phase for a six month period and 150
Resources). A final investment decision is
in the operational phase. During the full
expected at the end of 2015.
construction phase the port project has
the capacity to create about 4,000 new
• The final investment decision on the
jobs and an operational workforce of
multi-user Anketell Port (some $7 billion)
around 900 personnel will be required.
is scheduled to be made by the end of
2015. Iron ore reserves are estimated at
about two billion tonnes and stage one
production of the West Pilbara Iron Ore
(WPIO) is estimated at some 30 million
tonnes per annum adding to capacity in
the City of Karratha – if it proceeds the
construction of Anketell port will receive
a boost and so will production of other
mines as the rail and port facilities will
be open to other producers – the capital
cost of development is estimated at $10
billion for the full development of the
port infrastructure.

• The port will be serviced by existing
towns, especially nearby Karratha,
providing further business and
development opportunities. It is
understood that construction camp
facilities are under discussion to “spread
the benefits”.
• In Port Hedland with its iron ore service
area BHP is increasing capacity, although
the target has been reduced.
• The Roy Hill mine is under construction
– this will be accompanied by
infrastructure support with completion
scheduled for the end of 2015.

• Rio Tinto is continuing with the third phase
• The location of the proposed Anketell
of its iron ore expansion to 340 million
port and strategic industrial area is
tonnes per annum, with maximum
• The North West Infrastructure group
approximately 30km east of Karratha
capacity reached in 2017 at a capital
consisting of three iron ore companies
and 10km west from Cape Lambert.
cost of AU$400 million. Some 500 to 750
(Atlas Iron Limited, Brockman Resources
Objectives of the development are to:
persons have been settled in Wickham
and FerrAus Limited) has supporting
– the impact of the expansion on the
• Establish a multi-user, multiinfrastructure for some 50 million tonnes
population of Karratha will be minimal.
commodity deepwater port capable of
per annum.
exporting at least 350 million tonnes
• CITIC Pacific has announced (March 2014)
• Atlas Iron has increased estimates
per annum of iron ore, developed on a
that it will continue with construction of
of its known reserves substantially
proponent pay basis;
its Sino Iron magnetite project at Cape
and believes that these reserves are
Preston with all six lines to be completed
• The port development plan includes
sufficient for the company to compete
by 2016 (some 266,000 tonnes has been
constructing a 15km shipping channel,
with larger operators in the future in
produced to date).
jetties and associated shore-based
terms of scale. However, the iron ore
infrastructure including a desalination
• A few smaller operators were intending
price downturn has resulted in a cautious
plant, power plant and road and rail
to increase production in the Pilbara,
approach to production levels and
links;
some of these developments may not
financial restructuring.
proceed.
• Create industrial land of some 840 ha
• In the Shire of Ashburton the Pilbara
which will be sufficient to cater for
• The expansion of the port facilities at
West Iron Ore Project is still under
industrial use that may arise in the
Cape Lambert to some 355 million
development, the FMG Chichester and
future;
tonnes has been completed. Almost
Solomon Mine (40 million tonnes per
all operational staff will be based in
Wickham.
• Smaller port construction such as the
Balla Balla magnetite iron ore mine and
trans-shipping project in the Pilbara, at
a cost of $1.3 billion midway between
Port Hedland and Karratha may have
a minor impact on the demand for
services in Karratha and Port Hedland.
Environmental approval has been
received for the construction of a
new 250 kilometres (km) railway and
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• A strategic area of about 5,000 ha
(total port area) will be developed
to accommodate a range of different
users and different commodities and
will include an infrastructure corridor
to the North West Coastal Highway;
and
• Stage 1 of the project will include an
initial capacity of some 100 million
tonnes per annum.

annum) project have opened.

Historic prices are shown opposite to
place current price levels and trends in
perspective39.
As is apparent from the graph, prices
have been falling from 2013 in Asia and
Europe. In fact over the last few weeks
the spot prices have moved down in Asia
to levels of around $8.00 per mmbtu. The
international gas market is developing
under which buyers will gain more than
sellers40. Supplies are increasing. The
first LNG from Papua New Guinea (PNG)
was shipped in May 2014 from a $19
billion project in PNG, the first in a wave
of new LNG supplies that are about to
come to international markets as projects
particularly in the US and Canada will
be exporting increasing quantities over
the next few years. Projects under way
mean that by 2018 over a third more
LNG capacity will come on-stream, the
equivalent of China’s current consumption
of LNG and piped gas combined.
By 2025 capacity could double. Western
market production41, already Australia’s
largest, is projected to almost double
from 41.4 billion cubic metres in 2014/15
to 80.1 billion cubic metres in 2019/20.
Gorgon LNG, a 15.6 million tonne a year
project that is currently 90% complete,
is expected to begin operations later this
year and will be Australia’s second largest
LNG plant behind North West Shelf (NWS).
Wheatstone, 55% complete, and Prelude
LNG are both expected to begin operations
in 2017 and will add another 8.9 and
3.6 million tonnes a year of LNG export
capacity, respectively, when at full capacity
in 2018/19.

LNG Historical Prices (Europe, USA, Japan 2012 to May 2015 (US $ mmbtu)
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4. LNG Markets and Investment
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Gas production in the northern market
is expected to grow to 12.3 billion cubic
metres in 2019/20, from just 0.7 billion
cubic metres in 2014/15. This dramatic
growth will supply the 8.4 million tonnes
a year Ichthys LNG project, which is
currently around 64% complete and due for
completion in 2017.
LNG export values reached $4.8 billion in
the December quarter, another record high.
The depreciating Australian dollar and high
contract prices (contracts lag the oil price
by six to nine months) outweighed volume
decreases. Total export value for 2014/15
is forecast to be $18.2 billion, almost $2
billion higher than the previous year. Oil
price falls are expected to reduce quarterly
export values in the short term, but volume
effects will begin outweighing them by
the end of the year, when quarterly export
value records are expected to be set again.
LNG export volumes are projected to
triple in the next five years, transforming
the Australian LNG sector. The recently
completed Queensland Curtis LNG will be
joined by Santos Gladstone LNG, Australia
Pacific LNG and Gorgon LNG in 2015 and

Jan to Mar
2015

Apr-2015

May-2015

Ichthys, Wheatstone and Prelude LNG in
2016 and 2017. Combined with the existing
NWS, Darwin and Pluto LNG projects,
Australia is on track to boast ten LNG plants
comprising 21 trains and 86.1 million
tonnes of liquefaction capacity in 2020.
Exports are projected to be 76.6 million
tonnes in 2019/20, slightly below effective
capacity due to strong global competition,
but enough to overtake Qatar as the
world’s largest LNG exporter.
Strong growth in export volumes will
be the key driver of projected increases
in export values. The effect of lower oil
prices, which leads to significantly lower
export values than previously forecast, is
partially offset by the expected currency
depreciation. Export values are projected to
increase at an annual growth rate of 21%
from $18.2 billion in 2014/15 to $46.7
billion in 2019/20 (in 2014/15 dollars).
Australia should become the largest LNG
exporter after Qatar by 2020. Although
piped gas is set to grow too, LNG’s share of
the world’s gas supply is likely to rise from
around 15-20% now to as much as 30% if
all the projects being planned come into

THE COST OF DOING BUSINESS IN THE PILBARA

41

production. Some existing exporters are
raising production. Russia, which supplies
just less than 5% of the world LNG market,
aims to have 20% by 2030.
As recently as 2008, America was
expecting to become a large gas importer.
Now, thanks to the shale-gas boom,
the LNG infrastructure built for import is
being redesigned for export. The first big
terminal, at Sabine Pass in Louisiana, will
start shipping gas by early 2016. More
than four projects have also been given
permission to start shipments. American
LNG exports could be as much as 75 billion
cubic metres by 2018.
On the other side of the coin there is new
demand. The number of countries with
LNG import facilities is expected to rise to
50 by 2020 from 29 now. Israel, Singapore
and Malaysia opened new terminals in
2013. Some of the new demand comes
in countries, which used to sell gas, not
consume it. Egypt has stopped exporting
LNG in order to keep domestic supply
plentiful and cheap. Gas consumption is
rising fast in Indonesia and Algeria, once
seen as dependable exporters.

expects that 500 or more will be plying the
Baltic in the next five years.
Though spot trades have more than
doubled their share of the LNG market
since 2000, to 27%, there is still no single
global price: LNG demand could fall if Japan
restarts some nuclear plants. And China’s
new deal to buy 38 billion cubic metres a
year of pipeline gas at a ten year cost of
US$400 billion from Russia could blunt its
appetite for costly LNG from the Middle
East. But Europe may want more LNG if
Russian supplies are cut.
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The basic scenario for LNG investments
indicates that the demand for services from
the LNG will remain steady and that the
level of employment will not increase in
the next few years. In the medium term
the investment landscape is as follows:
• In Australia as a whole seven new
natural gas projects are coming on
stream at a total capital cost in the
region of $180-200 billion.

However, overall the picture with regard
to LNG prices is different to that of iron
ore, although prices in 2014 and 2015
• Additional investment in the LNG
have fallen it is more positive in the
industry in the area of the City of
medium to long term. Although increased
Karratha has not been flagged and will
supplies remain a threat, however, by 2020
depend on the quantity and quality of
analysts anticipate that rising demand will
exploitable reserves and the cost of
eventually result in higher prices:
doing business, this is important as costs
• Changes to pricing mechanisms are
have come down substantially even for
possible and Australian producers will
capital costs.
face increased competition from the USA • As far as is known, the Woodside led
and other producers.
consortium for the Pluto project is not
• However, demand is increasing in Asia
and elsewhere.

Global LNG demand by 2030 could be
• The LNG price forecast range between
almost double that of 2012. The main
2015 and 2020 is between US$11 to $20
reason is its growing use for power
per mmbtu and the lower AU$ exchange
generation, chiefly in Asia. But new ways
rate is beneficial on the price side.
of using LNG are multiplying, notably in
• At any point in the forecast price range,
transport. For shipping, it is cleaner than
current production and employment
heavy fuel oil, which is increasingly running
levels in the LNG sector will remain
into environmental restrictions. Already, 50
steady.
Norwegian vessels use LNG with hundreds
more being built that use the fuel. Poland
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• In the fields offshore of the neighbouring
Shire of Ashburton and elsewhere in the
Pilbara, LNG prices are likely to support
the vast increase in production already
achieved or underway.

investing further on construction and
processing in the medium term and
no other explorers have indicated that
they will be exploiting reserves in the
immediate future.
• The Chevron led LNG projects of Gorgon
and Wheatstone during the period 2014
to 2017 will have an impact on the
level of service provision in Onslow and
Karratha. Final decisions on where the
long term supply base will be located

still have to be made by the Chevron led
consortium, but they may be in Onslow.
• The Macedon Gas project (BHP and
Apache Energy) was opened in 2013
(capital cost of $1.4 billion).
• There are a number of LNG
developments, which are currently on
hold. These may have an impact on
the level of demand for services in the
Pilbara. These include:
• The EXXONMOBIL and BHP Billiton
plan to produce LNG from either a
$10 billion-plus floating LNG platform
off Western Australia from their
Scarborough gas field or to pipe the
gas to the Pluto facility (less likely).
If the latter option was pursued this
would have a positive impact on the
demand for services and property in
Karratha42;

in 2013 and reach the final phases of
the schedule in 2014/15, however
this will have a minor impact on the
demand for services in the Pilbara.
• As a result of high levels of exploration,
additional reserves have been found
offshore of the Shire of Ashburton and
additional investment may follow if
prices are high enough for viability.
• As reported in the 2014 report,
Woodside for example has announced
a significant gas discovery at its Toro-1
exploration well off the North West
coast (intersected about 150 metres
gross gas and 65 metres net gas within
the Mungaroo Formation target in
exploration permit WA-430-P about
150km NW of Exmouth. Toro is in the
Exmouth Sub-Basin, within 22km of
Woodside’s existing Ragnar-1A discovery.

The cost of developing extractive industries
infrastructure has without doubt declined
over the period 2013 to 2015 to date.
Nonetheless as was pointed out at a
petroleum conference in Perth43 (March
2014) still high costs are driving companies
to invest in floating LNG facilities instead of
on land as construction costs are far lower
in countries building the platforms than
those in Australia and in particular those in
the Pilbara.
The reduction in the potential size of
the work force as a result of these
developments decreases economic activity
in the Pilbara and thus affects the viability
of SMEs.

• Woodside Petroleum’s plans for the
Greater Enfield project in the Carnarvon
Basin, NW of Exmouth, has been
positively impacted by an expected
sharp fall-off in the costs of well and
subsea work had turned a previously
marginal development into an economic
proposition – Woodside is targeting a
final investment decision next year on
the Greater Enfield project, which seeks
to access about 70 million recoverable
barrels of oil equivalent in the Laverda
and Cimatti reservoirs. The subsea
• The construction of the offshore
development will be tied back to the
processing Prelude project (Shell led
Ngujima-Yin floating production, storage
consortium) in the Browse basin about
and offloading (FPSO) vessel, which is
450 km NE off Broome will continue
used on the nearby Vincent oil project.
• The Browse floating platform option
for processing is the preferred option
of the Woodside led consortium
and this investment may have an
impact on Dampier. Otherwise service
demand will be limited. Falling costs
in addition to the cheaper floating
platform option suggest that capital
costs may be in the range of $20
billion, which is well below original
costs estimates that were very much
higher; and

HOWEVER, OVERALL THE PICTURE WITH REGARD TO LNG PRICES IS DIFFERENT
TO THAT OF IRON ORE, ALTHOUGH PRICES IN 2014 AND 2015 HAVE FALLEN IT IS
MORE POSITIVE IN THE MEDIUM TO LONG TERM.
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5. Other Investments in the Pilbara

• In Onslow the town hall is being rebuilt
at a cost of some $6.6 million; the
Examples of other investments with an
Chevron spend is very large; a multiimpact on employment and services
user facility at the new port is under
include:
consideration; also under consideration
• In Karratha the development of the Gap
is a supply base for Chevron; the old
Ridge light industrial area will continue
hotel is under renovation; Landcorp in
over the medium term, although take-up
cooperation with Chevron is constructing
after 2013 has been slower.
a new housing estate; the light
• In Karratha the construction of the $775
industrial area is being revitalised; the
million Yara Pilbara Nitrates plant is near
decommissioning spend of facilities by
completion on the Burrup Peninsula
the development companies will be at
with civil works started in 2013 and
a cost of $700 million; overall the spend
production to start in July 2015.
on new infrastructure over the next few
years is expected to be of the order of
• The construction of a new combined
$250 million; and Virgin airways is to
accommodation/retail complex in
start a direct air service from Perth to
Karratha is well underway (Mirvac).
Onslow.
• The new hospital in Karratha is under
• The reopening of hospitality services in
construction.
Whim Creek.
• In Dampier under consideration is
expenditure of some $35 million for
redevelopment of the foreshore, and
a $19 million commercial hub and a
marina.

• In Port Hedland the Port Authority
predicts substantial increases in activity
from 2011/12 to 2016/17 – the demand
for services will increase as a result:

• A commercial hub is under consideration
for Wickham.

• Annual total vessel movements rising
from 3,686 to 5,780

• In Cossack the design for a retreat has
been completed.

• Number of rail movements per annum
from 13,140 to 27,000

• The construction of a $30 million retail
precinct in Newman and $10 million for
a new hospital.

• Total export tonnage from 245 MT to
440 MT
• Total import tonnage from 1.6 MT to
2.2 MT
• Total staff employed from 120 to 224.
• Further construction activity may
take place with an additional high
rise precinct on the ocean front in
Port Hedland, there may be further
expenditure on the inner harbour, oil
and gas production (BHP) is still under
consideration and uranium mining is
possible near Marble Bar.

• The upgrade of the airport in Onslow is
near completion, with an increase in the
capital cost of some $11 million.
• The Ashburton North Industrial Area
remains under development (8,000
ha) – the first stage provided for the
Wheatstone and Macedon project
operations.

4.2 FUTURE PRICE INCREASES
Given the slowdown in the economy of
the Pilbara some categories of costs may
continue to moderate in the medium term.
Nonetheless, some costs will still remain at
elevated levels in comparison to the rest of
Western Australia and Australia.
There are both downside and upside risks
to the forecasts. The main downside risks
include failure of policy in the USA, Europe,
China and Japan to further address debt
problems and eventually rising rates of
inflation in Asia and the rest of the world as
a result of the massive stimulus measures
taken in the USA, Europe and China. Lower
GDP growth rates in China will occur
with reduced demand for commodities.
The upside risk is that current signs of
global economic recovery accelerate and
commodity demand and prices increase.
The implication for businesses and NGOs
is that although price rises may not be
as rapid as in the past, they are likely
to remain fairly elevated. Policy makers
need to continue to promote an enabling
environment, which focuses on reducing
costs.
Interviews with all stakeholders in
Perth, Port Hedland, Karratha, Newman
and Onslow made the following points
regarding the cost structure of the Pilbara:
• Although costs have fallen considerably
the high cost structure of the Pilbara
remains difficult.

• Nextgen are to build, own and operate
a new undersea cable at a capital cost
• Economic diversification is essential in
of about $100 million - running from
the Pilbara.
Darwin to Port Hedland to support the
LNG developments in the Browse Basin
• Sustainable growth needs to be
to enable the INPEX Ichthys and Prelude
underpinned by investment in
(Shell) projects to access a full range of
infrastructure and the State and Federal
communications services – the cable will
Governments need to take more
moreover have the potential to service the
responsibility.
communications needs of other resource
companies and their projects in the Pilbara.
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• All organisations interviewed in the
Pilbara show support remains for the
concept of a Special Economic Zone (SEZ)
and public-private partnerships are one
way of making investment progress.

GIVEN THE SLOWDOWN IN THE ECONOMY OF THE
PILBARA SOME CATEGORIES OF COSTS MAY CONTINUE
TO MODERATE IN THE MEDIUM TERM.

• At one time in the past there was a Zone
tax rebate in the Pilbara for individuals,
which no longer exists.
• In all the centres cost pressures have
subsided. Prices will not increase rapidly
unless there is further investment in the
resources sector and other industries.
• Employment costs will continue to
moderate and the rapid increases
of the past few years are unlikely
to be repeated without major new
investments.
• House prices will remain at levels
well below the peaks of 2011 due
to a slowdown in employment and
population growth, and increased
delivery of both serviced land and new
housing options.
• The cost of housing rent will continue
to fall - increased offerings will help to
subdue price pressures.
• Commercial/retail and industrial rents
will not increase as the demand for
additional space has moderated, and
major new developments in some town
centres will provide more offerings and
alternatives.
• Due to less construction activity once
current major urban projects are
completed, construction costs will
continue to fall.
• Whilst the cost of water may rise only
slightly, the cost of electricity may well
continue to rise quite significantly.
• In Onslow (for awhile) the cost structure
is likely to be higher than the other
centres albeit at lower levels than in
recent times.
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5. Indicative business cost multipliers
Pilbara towns compared to Perth
The analysis of the major cost items in
preceding sections of the report, which
compares prices in the Pilbara with prices
in Perth, has been used to estimate cost
multipliers based on actual prices per
unit (for example water, electricity and
car rental) or estimates made through
stakeholder discussion.

Business Cost Multipliers (First Quarter 2015): Pilbara Towns compared to Perth
Karratha

Port
Hedland

Newman

Onslow

Median Individual Weekly Income (2015)

1.5

1.4

1.5

1.7

Median Family Weekly Income (2015)

1.1

1.1

1.1

1.0

The data needs to be treated with
caution for some cost items, notably
incomes, as estimates have been made
through anecdotal evidence supplied by
stakeholders in comparison to 2011 official
ABS data and a survey carried out in 2013
by the consultant.

House Prices (2015)

1.09

1.4

1.1

1.4

Rent - Accommodation (2015)

1.6

1.9

1.6

3.4

Rent - Commercial (2015)

0.9

1.1

0.8

1.0

Rent - Retail (2015)

0.9

1.2

0.9

0.9

Rent - Industrial (2015)

0.5

0.4

0.5

0.5

The indicative multipliers for major cost
items show the additional cost of doing
business in the Pilbara compared to Perth44.
Whilst some multipliers have considerably
reduced in 2015 compared to 2014, the
data indicates that the cost structure in the
Pilbara remains far higher than Perth.

Construction (2015)

1.5

1.5

1.6

1.7

Water (2015)

1.7

1.4

1.1

3.3

Electricity SMEs (2014/15)

2.4

2.4

2.4

2.4

Electricity Large Businesses (2014/15)

2.4

2.4

2.4

2.4

Insurance Home and Contents (2015)

6.7

14.6

4.8

6.5

Insurance SME Light Industrial (2015)

2.5

3.8

1.6

2.5

Insurance SME Services (2015)

2.9

2.9

1.1

3.1

Petrol (2015)

1.1

1.1

1.1

1.1

Diesel (2015)

1.0

1.0

1.1

1.0

Car Hire (2015)

3.3

3.8

2.3

3.0

Cost Item

5.1 ILLUSTRATIVE BUSINESS MODEL
(COMPARING COST OF DOING BUSINESS
IN THE PILBARA WITH PERTH)
An illustrative model has been compiled
for 2015 based on available cost data and
estimated differences in costs between
the Pilbara Towns and Perth. Where cost
data was not available a best estimate of
differences has been made.
The analysis has been made as simple
as possible as was the case in 2014. A
services type business has been modelled
to illustrate the high costs of doing business
in the Pilbara. Obviously there is a very
wide range of business types and sizes,
which would require different models. It is
assumed that the business is competing for
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personnel similar to the resource industry.
It has been assumed that there will be
no cost to a business for the purchase of
a house in Perth or need for subsidised
rent. In the Pilbara towns it has been
assumed that a 30% rent subsidy is paid
for employees, as accommodation still
sometimes has to be provided or partly
provided to attract and retain staff. Only
major cost items analysed in this report
have been included.
Although the cost of operating a business
of this type has declined in the Pilbara
towns the percentage above Perth costs
is still substantial, with Onslow the most
expensive. The comparative data for 2014
and 2015 is shown opposite.

Indicative Cost Comparison Model of an SME Service Business in the Pilbara towns compared to Perth in 2015 ($ per annum)
Illustrative Business Model

Perth

Karratha

Port Hedland

Newman

Onslow

800,000

1,230,095

1,090,583

1,226,109

1,355,257

0

12,043

13,681

11,872

24,664

Rent - Commercial

120,000

110,400

136,800

96,000

124,800

Water

20,000

33,793

28,473

22,069

112,866

Electricity

100,000

238,100

238,100

238,100

238,100

Business Insurance

10,000

28,710

28,935

11,290

31,290

Petrol

20,000

47,413

47,620

47,620

47,413

Diesel

10,000

23,706

23,714

23,706

23,706

Other Vehicle Costs

5,000

7,500

7,500

7,500

7,500

Car Hire

10,000

32,566

37,611

23,274

30,265

Consumables

10,000

13,000

13,000

13,000

13,000

Services (Accountancy etc)

12,000

15,600

15,600

15,600

15,600

1,117,000

1,792,926

1,681,616

1,736,140

2,024,461

-

61

51

55

81

560,000

570,000

760,000

601,000

732,000

Salaries and Wages
Subsidised Rent - Accommodation

Total
Percentage above Perth Costs
House Purchase

Comparison of Percentage Costs of Operating a Business in 2014 and 2015 Pilbara Towns with Perth
Town

Percentage above Perth 2014

Percentage above Perth 2015

Karratha

88

61

Port Hedland

71

51

Newman

85

55

Onslow

105

81

5.2 CONCLUSION
For the Pilbara as a whole, the rate of
inflation should continue to moderate in
the medium term (2014 to 2018), because
of the reduction in mining investment
relieving pressure on housing and
employment costs and other services.
Nonetheless it is anticipated that the
overall cost structure will remain high
compared to Perth.
The implication for businesses and NGOs
is that although price rises have slowed
down they are likely to remain well above
the Perth benchmark and the cost structure

for all Pilbara centres needs to be reduced
further. Policy makers need to continue to
promote an enabling environment, which
assists in reducing costs across the board.
The significant contribution of the Pilbara
economy to the economy of Western
Australia and Australia needs to be
maintained, by reducing costs and increasing
the market opportunities, particularly for
SMEs with diversification a key element
of development strategy that has been
recognised by Regional Development
Australia Pilbara, other development
agencies and government departments.
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