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BEYOND OUR SHORES

Essays on Australia and the Global Economy
By Tim Harcourt, Chief Economist, Australian Trade Commission



Opennesstotradeisan important part of the

Australian success story....

Exports and imports as a share of GDP

35 Per cent Per cen t a5

30

30

25

)
\/

20

15

Imports V U
10 ' :

1900-01 1920-21 1940-41 1960/61 1980/81 2000/01

10

Source: RBA Preliminary Annual Database, ABS



Trade has been associated with higher living

standards
Per Capita GDP Growth
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At the macroeconomic level the current outlook is a

mixture of demand and supply influences

World GDP

Y ear-average percentage change
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Asthere s been solid growth amongst our major trading

partners

Australia’s Trading Partner GDP
Merchandise export weighted, percentage change
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Australia’ stermsof tradeareat a 30 year high

Terms of Trade
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Export values have been fuelled by the resources boom and

Asia’'srise & rise

Merchandise Exports™
Seasonally adjusted

$b Sb

13 HH =
A

12 {W 36

11 M 33

PR
Y
Volumes - Y 7 27
(RHS, quarterly)

0
9
8 24
. r S B
6
5

y JV Values
(LHS, monthly)

1 1 1 1 1 1 1 1 1 1 1
1994 1996 1998 2000 2002 2004 2006
* Excludes RBA gold transactions
Source: ABS




The export-dependent states areriding the boom

External Sector Dependence
Exports as share of GSP; 2004-05
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Especially the resource-rich states - a tale of two economies?

Intensity of Resource Exports
Share of merchandise exports by state
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Taking awalk on the supply side - the issue of bottlenecks

or ‘capacity constraints hasbecome topical

Resource Exports*
Chain volumes
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Thisispartly an investment issue as many resour ce

projects are coming through the pipeline

Value of Completed Resource Projects
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Thedrought is beginning to biteinto farm GDP

Graph 36
Farm GDP*
Chain volumes, annual
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With dry agricultural land at historically high levels

Area of Rainfall Deficiency
5-year-ended average
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Australia’ s attitude towards Asia: ‘Once were
worriers because of the‘The Tyranny of Distance’




Wearenow in theright place at theright time: ‘The Tyranny
of distance has been replaced by ‘ The Power of Proximity’




Japan’s economic development has partially driven

Australia’sexport growth in the past

Chart 8 JAPAN'S NEED FOR AUSSIE EXPORTS HAS MIRRORED ITSs DEVELOPMENT

110 source: RBA, IMF, Paul Kennedy, Access Economics
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Now it will be China and India who will drive much of

our export growth

Chart 9 AUSTRALIA'S ASIAN TRADE 'BOOMERANG'
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Therise of East Asia - especially China- Is

striking.....

Merchandise Exports by Destination
Current prices
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The BRICS —-Brazil, Russa, Indiaand China- are

Important emerging playersin the global economy

Source: ABS, WTO & DFAT
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Australia iswell placed to service the growing appetite of

the BRICsfor raw materials (source brat/ass)

Australian Exportsto BRICs
Millions (AUD)
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Thenumber of ‘BRIC bound’ Australian exportersis

substantial

2005/06 - Number of Exporters
45001 B-R-I1-Cs
4000 - 3815

2500 -

2000 -

1806

1500 -

1000 -

425

500 - 291

o

China India Brazil Russia
Source: ABS




There'sno doubt - China and India are the big stories

China’s and India‘s economies have grown
extremely rapidly over the past decade

Real GDP growth, 1995-2005

1 % pa
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But we shouldn’t get too carried away

However China’s and India’s rapid growth is by
no means unprecedented

Real GDP growth, selected countries and decades
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China and India arereclaiming their strong historical

position in the global economy

Shares of world GDP, 0 — 2005 AD

38 4 %

33 & Vo Western Europe
e

28 -

23 —\/.

18
13 /

8 —
3] R
_2 _
0 1000 1500 1600 1700 1820 1870 1913 1950 1973 1998 2005

Source: Angus Maddison, The World Economy: A Millennial Perspective,

OECD Development Centre, 2001; IMF, World Economic Outlook

Database, April 2005; Economics@ANZ. ] ¥_g
Foooo

economics@ ==
*




China seemsto be getting thejump on India in recent times

Fifty vyears ago, India’s per capita GDP was higher
than China’s: now, China’s is double India’'s

Per capita GDP

5,000 1990 UsSs$ per head

China
4,500

4,000
3,500
3,000
2,500
2,000
1,500
1,000

500 |

Source: University of Groningen Growth and Development - -
Centre, Total Economy Database 2005. ecanomf.CS@: —
*




Depending on how you measuretit....

Chart 3: G-20 share of world GDP
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But Indiaisracing anead of China in terms of services

Exports of other commercial services

% of total exports
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Australia’s exportsto China and India arerocketing up
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What do the Aussie exportersthemselvesthink?

_ Non-Exporters Exporters/ Non-Exporters
Domestic Businesses ‘Opportunistic/ Irregular’

Exporters
‘Heartland’
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Keep your sunny side up: the heartland is

optimistic...

Next 3 mths 38% 47%

Last 3 mths 48% 13%

34% 6

X

Next 12 mths

Last 12 mths

M Increase Stay the same M Decrease




Especially in services and mining...

36%

Agriculture

57%

Agriculture

37%

Agriculture

54%
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34%

Manufacturing
59%
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40%
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Manufacturing

33%

Mining

45%
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50%
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Women are especially important in the ‘exporter heartland’

What gender is your ... ?
85% » Approximately one in five females
8% assume the CEO or Head of exporting
role within Australian businesses.
* In QLD, there is a significantly higher
proportion of female CEOs in
comparison to the other states.

CEO Head of Exporting

% Female CEOs

B Female B Male

28%

. 15%
12%  11%

7%

NSW/ACT VIC/TAS QLD* SA/NT WA

J9W  Australian Government

Industry differences - NSS



Living in the 70s? OIl prices and exchangerates have

also been an I1ssue

Exchange rates

High oil / fuel prices

Economic / political conditions abroad

Cost of raw materials

Natural disasters overseas (eg. Hurricane Katrina)
Restrictions to trade

Capacity restraints

Labour issues

Health issues (eg. Bird flu)

Cost of credit / finance

Natural disasters at home (eg. Cyclone Larry)

Other

* Three in five exporters believe the
exchange rate to be the major negative
factor impacting their export sales.
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The exchangerate matters but the heartland still sticks

In there
Base=Respondents who have been negatively * Oveadl, 23% of al exp(_)rters have had to
affected by exchange rates in the past 12 months halt or alter their future mvestme_nt plans
due to unfavourable movementsin the
Has The Exchange Rate Affected Your ... exchange rate.

Profit Sales Prices
Revenue

30%

Output 23%

Exchange rate has affected ...
(Base = ALL exporters)

Costs Future

Future investment/ business plans



All in all, Australian exporters have been ableto

handle long terms fluctuationsin exchange rates

Australian Dollar Against Selected
TWI Currencies
Deviations from post-float averages

% %
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Sources: RBA; IMF




It Isalso a question of capacity

What type of capacity constraint have you been
affected by?

capacity

Infrastructure

sea)

Supply chain 23%

5%

Other




With Australia’s unemployment rateis at a 30 year low
are being labour shortageswidely reported

12 4 % of the labour force

61 66 71 76 81 86 91 96 01 06

Source: ABS.




What about theworkers? Like all employers,

exporters are facing labour shortages

What type of labour issues have you been affected

by?
Lack of skilled Iab(?ur (white collar/ 2904
professional)
Lack of trade labour (blue collar) 56%
Wages 54%
Lack of unskilled labour 44%
Education / training 37%

Industrial relations reforms (eg

0,
WorkChoices) 14%

Other | 2%




The‘heartland’ of exporter-land consistently rates

China highly

Changes to export orders over the next 12 months by region

China 53% | 42%
| |
Nth America 51% 43%
| |
UK 48% 48%
| |
Europe 48% 47%
| |
New Zealand 44% 54%
| |
S.E Asia (ASEAN) 43% 51%
| |

Pacific 39% 51% 11%

Korea 38% | 52% 10%

Taiwan 38% I51%

Sth & Central America 38% | 51% 11%

Africa 37% I 53% I 10%

Middle East 36% | 56%
Hong Kong 34% | 59%
Japan 34% I57%

South Asia 28% 63%/0
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M Increase Stay same M Decrease Chinais consistently our top growth
exporting destination.

Base = Companiesthat export to the geographic area



Our surveysshow a fair bit of ‘panda-hugging’
amongst both exportersand importers




And thisislikely to continueinto the future

Top 5 exporting destinations in the future

China 30%

North America 27%

Europe 26%

ey NN
24%
(ASEAN) °




Chinaisa ‘chart buster’ in termsof exporter numbers

Australia's Top 20 Exporter Destinations
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Chinaisalso making headway with small and

medium sized exporterstoo

New Zealand

40%

United Kingdom 29%

27%

United States
China

20%

Europe 18%

Singapore 16%

14%

Japan

Hong Kong 13%

South Africa 6%

SOURCE: Sensis® Business Index
Papua New Guinea - 5% Sweeney Research — August 2006

Base : Exported goods or services overseas in last three months
All other answers less than 3%




The Chinaand ASEAN FTAsalwaysrate as

positively in the polls

| mpact on your business of FTAsor Closer Economic

Partner ship with the following countries *FTAswith China and
ASEAN will have the most

a0, | Positiveimpact for
Australian exporters.

China 18% 27% 47% 5%

ASEAN 14% 27% 55% 29

e

2%

USA 14% 19% 59% 6% M 2%

UAE BEGS 22% 65% 24 1% .
M Very positive impact

Somewhat positive impact
Neither

Malaysia BELL 24% 62% 301 2%
Somewhat negative impact

M \/egy negative impact
Thailand REi% 20% 66% 4%I 206 ik

. ’2 Australian Government
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FTAscertainly help to generate press coverage on trade

» stories nominated from those that
said they had had recalled hearing
or seeing in the media included:

US Free Trade Agreement _ 49%
av

Trade with Other Asian Countries | 3%

3%
Increase oil/petrol prices due towar | 390

|

1%

General mention of exports of wool
’ 0
wheat, metal cars & gas S 12%



What do heartland exporters want? Show me the money!

Areas the government can assist exporters (unprompted)

—— 380
E—— 30%

Export Marketing Grants
Market access
Opportunities

Trade barriers

_ ~ Market intelligence
Assistance/advice from overseas (eg.

Austrade)
Networks
Marketing/promoting Aust products overseas
Freight

Tax incentives/lower tax imports

Financial assistance/ subsidy/ upfront funding
Training

Quotas

Provide more adequate information
Simplifying export documents

No assistance required

Other

N 18%
DN 179%
N 15%
N 129%
BN 8%
BN 7%
BN 6%

BN 6%

BN 6%

B 5%

B 4%

B 3%

B 3%

BN 5%

I

» Marketing grants
Is the number
one area where
exporters require
assistance




Thekey isto keep growing the exporter ‘heartland’

_ Non-Exporters Exporters/ Non-Exporters
Domestic Businesses ‘Opportunistic/ Irregular’

Exporters
‘Heartland’
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Japan: Land of the greying sun?
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China: getting old beforethey get rich?

[ ]
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|ndia: Poppadom preach?
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