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AL ausTRALIAN INDUSTRY GROUP The Australian dollar and manufacturing exports: Shaping earnings and prospects

Export markets are crucial for many Australian manufacturers, providing both an important source of income and
the scale needed to encourage investment in new capital equipment and innovative products and practices.

Buoyed by continued rises in global commodity prices and a strong domestic economy, the Australian dollar
returned to a 17-year high against the United States dollar in early 2007. Already confronting intense pressure
from rapidly emerging low-cost competitors, the renewed appreciation of the exchange rate is an unwelcome
development for local exporters, impacting on earnings and prospects.

Despite generally favourable prospects for global growth and a successful wave of restructuring, The Australian
dollar and manufacturing exports: Shaping earnings and prospects reaffirms the exchange rate is a critical
influence on Australia’s manufacturing export growth. In the short-term, the recent sharp jump in the exchange
rate stands to reduce the annual value of Australia’s manufactured export receipts by close to $1.7 billion. Left
unaddressed, the erosion of competitiveness threatens further losses of global market share over the longer term.

This report explores in detail the impact of exchange rate appreciation and a range of other factors on Australia’s
manufacturing export sector. Encouragingly, while the exchange rate and overseas competition are the
overwhelming forces currently shaping Australia’s manufactured export performance, over one half of survey
respondents have implemented strategies to improve competitiveness.

The Federal Government’s new Global Opportunities program and Australian Industry Productivity Centres
will provide valuable support for the sector. Nevertheless, more needs to be done. The Australian dollar and
manufacturing exports: Shaping earnings and prospects sets out a further series of policy recommendations to

help lift export performance, building on the strong contribution Ai Group has already made in this area.

I would like to thank the Australian manufacturers who participated in this survey, over 700 in total.

17 Rl
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Heather Ridout
Chief Executive
Australian Industry Group
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The Australian dollar and manufacturing
exports
e value of the Australian dollar appreciated signi cantly
against the US dollar in the early months of 2007, li ing
to a 17-year high of more than US$0.84 in June.  is
study suggests the stronger dollar and intense global
competition, along with a forecast for slightly slower
world GDP growth, is emerging as a signi cant constraint
on manufacturing export growth in the short-term.
n A strong Australian dollar has been identi ed
by Australian manufacturers as the second most
in uential factor on export activity (behind
overseas competition).
n  Nearly two-thirds of manufacturers believe their
exports are uncompetitive at an exchange rate
of US$0.80, while 93.7 per cent expect to be
uncompetitive should the exchange rate exceed
US$0.85.
n Since the beginning of the 1990s, there has been
a strong, inverse correlation between growth in
the Australian dollar-US dollar exchange rate
and growth in the nominal value of Australian
manufacturing exports (based on industry of origin).
e relationship between the two series appears to
have so ened somewhat in early 2007, largely due to

the sizeable rise in metal prices and the signi cant
restructuring that has taken place within the sector.
Earlier work by Ai Group revealed that in November
2006, manufacturers expected 7.0 per cent growth

in the value of exports in 2007. However, the further
appreciation of the Australian dollar since the start of
2007 has necessitated Ai Group revising down these
forecasts by 2.0 percentage points, to 5.0 per cent.

e 2.0 percentage point fall in the forecast for nominal
manufacturing exports is equivalent to a $1.7 billion
reduction in national export income in 2007.

Having grown strongly throughout the 1990s,
Australian manufacturing exports (in both nominal
value and volume terms) have been heavily a ected
in the current decade by a steady rise in the
Australian dollar and intense competition from low-
cost manufacturers in some of the world’s emerging
economies. e nominal value of Australian
manufacturing exports actually declined in three
consecutive years, from 2002 to 2004.

e nominal value of Australian manufacturing
exports (according to the Reserve Bank of Australia’s
narrower de nition of manufacturing exports) grew
by just 4.4 per cent between 2001 and 2006, following
a 54.7 per cent rise between 1996 and 2001.

Annual percentage change in average AUD-USD exchange rate and nominal

manufacturing exports (industry of origin)
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Changes in export values, volumes and prices, 1996 to 2006

1996 to 2001

2001 to 2006

Change in Value Change in Volume Implicit Price Change in Value  Change in Volume Implicit Price

of Exports of Exports Change of Exports of Exports Change

Rural 50.8 30.1 15.9 -14.0 -4.7 -9.7
Resources 70.2 30.8 30.2 67.5 6.0 58.0
Manufactures 54.7 46.5 4.4 18.7 -12.0
Services 43.8 28.6 1.9 25.2 8.3 15.7
Total Exports  56.3 324 18.0 323 9.1 21.3

Source: Australian Bureau of Statistics, ABS Cat No. 5302.0 Balance of Payments and International Investment Position, Australia: December 2006.

e price of Australian manufacturing exports has
fallen 12.0 per cent since 2001 (see table above). Over
the same period, manufacturers li ed their volume of
exports by 18.7 per cent.

In particular, manufacturing export volumes
increased by 9.9 per cent between 2004 and 2006, and
the nominal value of exports rose by 11.0 per cent
over the same period, largely as a result of a more
stable Australian dollar and a strong recovery in
global growth.

e recent improvement in manufacturing exports
will be signi cantly eroded as the Australian dollar
rises towards US$0.85.

Factors and opportunities

n

Australian manufacturers have identi ed competition
from other countries as the factor having the greatest
in uence on their export activity, with more than
three quarters of the rms surveyed citing it as a
factor impacting on their share of export markets.

e signi cant restructuring that has occurred
in many Australian manufacturing rms has, to
some extent, eased the impact of the exchange rate
on manufacturing exports. More than half of the
manufacturers surveyed indicated that improved
competitiveness from new e ciencies had assisted
their export activity in 2006.

According to Australian manufacturers, New Zealand
and China are the export markets with the greatest
export growth prospects.

Manufacturing exporters have identi ed the United
States as the export market most hurt by competition
from other countries.

e renewed appreciation in the Australian dollar
relative to the US dollar in early 2007 has contributed
to the reduced competitiveness of manufacturing
exports in the United States.

Trade policy

ere has been a relatively moderate take-up rate for
the export programs currently available to Australian
manufacturing exporters.

e Export Market Development Grants (EDMG)
Scheme has the highest take-up rate with nearly one
in 10 manufacturing exporters having used it for
export assistance.

Trade missions were the next most popular program,
with 7.1 per cent of manufacturing exporters having
taken part in one, followed by state-based export
programs (4.7 per cent).

Just one in every 100 manufacturing exporters

con rmed using the TradeStart program. Of course,
the TradeStart program is only eligible to smaller
Australian exporters (turnover of approximately

$20 million) entering global markets and not to
businesses already established in such markets.
Australia is currently a signatory to preferential trade
agreements with New Zealand, Singapore,  ailand
and the United States.

Australian manufacturers overwhelmingly identi ed
an increase in exports as the major bene t owing
from the four preferential trade agreements. Nearly
two in every three companies identi ed this bene t.

e Australia-New Zealand Closer Economic
Relations Trade Agreement is considered the most
bene cial of these agreements, with one in ve
manufacturing exporters stating that it had assisted
them in gaining new market opportunities.

e Australia-US Free Trade Agreement (FTA) was
considered to be the next most useful with 14.8 per
cent of exporters nding it bene cial, followed by
the ailand-Australia FTA (11.4 per cent) and the
Singapore FTA (9.7 per cent).

1
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Policy directions

n

To ensure Australian manufacturers are able

to, rstly, maintain and then boost their global
competitiveness over the remainder of the decade,
Australia must continue to pursue opportunities
for global market access, including through

a revitalisation of the Doha Round of WTO
multilateral trade negotiations, and bilateral and
subregional preferential trade agreements.

Ai Group strongly welcomes the Federal
Government’s recently announced Global
Opportunities program and Australian Industry
Productivity Centres, which together will invest
more than $600 million (over 10 years) in assisting
companies access global supply chains and major
products.

Ai Group is also supportive of other initiatives
announced in the Federal Government’s latest
industry statement, including a broader role for the
Export and Finance Insurance Corporation and

a two-year extension for the 30 export facilitators
helping Australian rms seeking new business under
the Australia-US FTA.

Existing Federal Government programs, including
the EMDG Scheme and TradeStart, should be
strengthened to ensure they are better able to assist
Australian companies looking to enter and develop
new export markets.

n Ane ective and rigorous anti-dumping regime is
needed to protect Australian companies competing
with imported goods from unfair practices by
overseas competitors.

n Trade policy and trade facilitation programs should
look to maximise opportunities for Australian
companies to access overseas government
procurement markets.

n Initiatives that assist the movement of skilled
and managerial labour and remove impediments
to o shore investment will improve the global
competitiveness of Australian companies and should
also be given strong consideration.

e ndings and implications are discussed in more
detail in the remainder of the paper.
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e economic environment in which Australian
manufacturers operate has changed signi cantly over
the past 20 years. e greatest change has been the rapid
globalisation of the sector. Much of the move towards
globalisation can be traced back to the international
economic reforms in the past two decades which have
aimed to liberalise trade and investment. Signi cant
improvements in information and communications
technology (ICT) and the growing use of the internet
have also contributed to greater integration. In recent
years, the economic emergence of the two most
populous nations — China and India — has added a
further dimension to globalisation.

Like those of other developed economies, Australian
manufacturers are now more than ever dependant on
global trade opportunities. Many continue to view
export markets as a principal means of growth and
expansion. Others are investigating the use of global
supply chains to maximise their e ciencies and
minimise costs.

One of the major concerns for exporters at present is
the strong value of the Australian dollar. In June 2007,
the value of the Australian dollar (AUD) exceeded 84
US cents for the rst time since 1990. As a consequence,
the short-term outlook for manufacturing exports has
deteriorated in recent months.

e stronger exchange rate, coupled with forecasts
of more moderate world GDP growth in 20072,
could reasonably be expected to curb the tentative
strengthening in manufacturing export growth seen over
2005 and 2006.

Nonetheless, there have been some encouraging
signs for manufacturing exporters. Many Australian
manufacturers have faced the challenge of increasing
globalisation and export competition by restructuring
their operations, reducing costs, building global supply
chains and becoming more productive.

Firms striving for global competitiveness also reap a
number of indirect bene ts, with a major bene t being
that, by necessity, they tend to become more innovative.
To attain competitive advantages in international
markets, manufacturers need to incorporate the
latest technologies into the products they sell and the
production processes they use?.

e end result is a boost to the overall levels of
innovation in the Australian manufacturing sector, 0 en
with positive “spillover” e ects to other sectors.

It is vitally important for the health of both the
manufacturing sector and the broader economy, that
manufacturers are alert to future opportunities for
export growth. Policy-makers also have an important
role to play by reducing inappropriate regulatory
impediments and by fostering an environment
supportive of innovation and risk-taking.

" International Monetary Fund, World Economic Outlook, April 2007.

e Australian dollar and manufacturing exports:
Shaping earnings and prospects discusses some of the
opportunities open to Australian manufacturers to
enhance their global competitiveness in this uncertain
economic climate. It builds on the analysis and
recommendations provided in Ai Group’s 2006 study
of the forces reshaping Australian manufacturing,
Manufacturing Futures®.

Section  ree of the report reviews recent trends
in Australian manufacturing exports and assesses
the short-term outlook for the sector. Section Four
explores the factors directly in uencing export growth
in the Australian manufacturing sector. Section Five
examines the international markets where Australian
manufacturers believe the greatest opportunities for
export growth lie, as well as the markets most hurt by
increased overseas competition.

Section Six reviews Australian trade policy, with
particular focus on the export programs available to
Australian manufacturers and the preferential trade
agreements to which Australia is currently a signatory.
Finally, Section Seven of the report highlights a number
of proposals for improving the global competitiveness of
the Australian manufacturing sector.

e Australian dollar and manufacturing exports:
Shaping earnings and prospects is based on a survey of
Australian manufacturers, undertaken by Ai Group in
the March quarter of 2007. e survey was provided to
a random sample of manufacturers from each of the six
states and 12 major sectors.

e results presented in this report are based on
the responses of over 700 Australian manufacturers,
with total employees of nearly 77,000 and with exports
exceeding $4.3 billion.

e survey collected information on export levels
in the Australian manufacturing sector in 2006; the
factors in uencing export activity; characteristics of
Australia’s export markets; the bene ts of Australia’s
preferential trade agreements; and the level of usage of
trade and export programs. In contrast to actual shares
of national manufacturing (based on ABS data), the
Ai Group survey is slightly weighted towards large and
internationally-owned enterprises.

e survey has been complemented with responses
to export related questions from our annual Survey of
Australian Manufacturing, which was conducted in
November and December 2006.

2 Australian Manufacturing Council, Emerging Exporters: Australia’s High Value-Added Manufacturing Exporters, June 1993.
3 Australian Industry Group, Manufacturing Futures: Achieving Global Fitness, Ai Group, April 2006, p. 14
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Defining ‘manufacturing exports’

e broadest measure of manufactured goods exports
is on an industry of origin basis, in which Australian
and New Zealand Standard Industrial Classi cations
(ANZSIC) are used by the Australian Bureau of Statistics
to group exports by ‘industry’ In 2006, the nominal
value of Australian manufacturing exports on an
industry of origin basis was $81.3 billion*.

is represented nearly one half of the total value of

Australian merchandise exports (49.7 per cent).

However, this measure includes many commodities
that have undergone only relatively basic transformation
(i.e. comparatively low levels of added value), primarily
mineral resource and agriculture products. Industry of
origin data is also only available in nominal terms.

Further measures of manufactured exports (in
both nominal and volume terms) are available from
Australian balance of payments (BOP) data. Using the
Standard International Trade Classi cation (SITC)
system, the BOP groups manufactured exports into
three major categories: machinery; transport equipment;
and other manufactures. e Reserve Bank of Australia
(RBA) also de nes beverages as a manufactured good?®.

e distinction between the two de nitions of

manufacturing exports is important. In recent years,

particularly strong growth in the price of commodities
has caused the nominal value of metal product exports
to increase signi cantly. In fact, on an industry of origin
basis, nearly two-thirds (66.0 per cent) of the growth in
the nominal value of manufacturing exports between
2003 and 2006 can be attributed to a li in the price of
metal product exports.

e nominal value of Australian manufacturing
exports in 2006, according to the RBA de nition, was
$31.5 billion®.

Historical growth in Australian
manufacturing exports
Relative to the 1990s, growth in Australian
manufactured goods exports has slowed markedly in the
current decade.

roughout much of the 1990s, Australian
manufacturers were able to gain new footholds in a
number of export markets, leading to strong rates of
export growth throughout most of the period. Annual
rates of export growth (in both nominal value and
volumes) are presented in Chart 1 (using the RBA
de nition of Australian manufacturing exports).
Between 1990 and 1999, the nominal value of Australian
manufacturing exports grew at an average annual rate of

Chart 1: Manufacturing exports (annual percentage change)
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Source: Australian Bureau of Statistics, ABS Cat. No. 5302.0 Balance of Payments and International Investment Position, Australia: December 2006.

4 Australian Bureau of Statistics, ABS Cat. No. 5368.0 International Trade in Goods and Services, Australia: February 2007.

° Reserve Bank of Australia, Notes to Bulletin Statistical Tables, April 2007.

6 Australian Bureau of Statistics, ABS Cat. No. 5302.0 Balance of Payments and International Investment Position, Australia: December 2006.
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12.4 per cent, while the volume of exports grew by 12.7
per cent per annum (on average).

e relative strength of growth in both export
volumes and values over the 1990s was largely
attributable to the depreciation of the AUD through
much of the decade. e broad inverse relationship
between the level, and more particularly the change, in
the exchange rate and the value of manufactured goods
is plotted in Charts 2 and 3.

While the level of the exchange rate is a major
determinant of price competitiveness and volume
growth over the medium to longer-term, movements in
the exchange rate also have a signi cant impact on the
value of AUD earnings in the shorter-term. For example,
the moderate appreciation of the AUD in the mid-1990s
contributed to a sharp slowing in growth in the nominal
value of manufactured goods exports over the same
period. A further slowing in growth later in the decade
was attributable to the e ects of the Asian nancial
crisis, but was followed by a strong recovery in 2000 in
the wake of the upturn in global growth and the decline
in the AUD-USD exchange rate to under 0.5500.

However, the turn of the decade marked a
considerable deterioration in the global backdrop for
Australian manufacturing exporters. Following the

bursting of the internet bubble in 2000, many developed
economies endured economic recessions of varying
length and depth. While the ensuing recovery in global
growth has proved remarkably resilient, it has been
accompanied by a 35 per cent appreciation of the AUD
against the USD, and to levels well above the long-term
average since the oating of the Australian exchange rate
in 1983.

e strength of the global recovery, along with the
accompanying surge in commaodity prices and the AUD,
has been partly attributable to the rapid integration of
several large developing economies (principally China,
India, Russia and Brazil). Nevertheless, the strength of
growth in these and other developing economies has
been largely underpinned by high levels of industrial
investment and low-cost manufactured goods exports.

Despite the strengthening in global growth, these
factors contributed to three consecutive falls in the
nominal value of exports between 2002 and 2004. Export
volumes grew at a modest average annual rate of 2.6 per
cent over the same period.

e weak growth between 2002 and 2004 has since
been followed by an improvement in 2005 and 2006.
Assisted by a more stable exchange rate (although still
high in historical terms) and continued strong global

Chart 2: AUD-USD exchange rates and annual percentage change in nominal

manufacturing exports (industry of origin)
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Source: Reserve Bank of Australia, Historical Exchange Rates, www.rba.gov.au, April 2007 and the Australian Bureau of Statistics, ABS Cat. No. 5368.0 International

Trade in Goods and Services, Australia: February 2007.
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growth, manufacturing export volumes increased by 9.9
per cent between 2004 and 2006, with the nominal value
of exports rising by 11.0 per cent over the same period.

Nevertheless, the recent strengthening in volume
growth has been largely restricted to a narrow range
of sectors, with, for example, pharmaceutical exports
contributing to more than half of the total growth in
manufacturing exports volumes between 2003 and 2006
(Chart 4)7.

Combined, these developments have contributed to
asigni cant fall in Australia’s share of global markets.
Most OECD countries have experienced a decline in
their share of global markets since the beginning of
the decade, although Australia has su ered a relatively
steeper decline.

According to the OECD, there has been a 21.0 per
cent cumulative loss of Australia’s global market share
since the turn of the decade (Chart5). e emergence of
China has been a critical factor in the steeper decline in
Australia’s export share in its traditional markets.  isis
expected to increase to more than 25.0 per cent by 2008.

Forecast growth in Australian
manufacturing exports
Following the solid rises in the nominal value of

Australian manufacturing exports in the past two years,
Ai Group research suggests more modest growth in 2007
(see Chart 6). Ai Group’s latest forecast suggests that the
nominal value of manufacturing exports will rise by 5.0
per cent in 2007 (industry of origin basis).

In January 2007 Ai Group had forecast a 7.0 per cent
rise in nominal manufacturing exports in the current
year. e original forecast was based on responses to an
annual Ai Group survey of manufacturers?, conducted
in late November 2006. At the time, the AUD-USD
exchange rate was 0.7700.

Between November 2006 and June 2007, the AUD-
USD exchange rate increased by around nine per cent.

In a 2004 report entitled Aussie dollar challenges
manufacturing competitiveness, Ai Group estimated
that a one per cent appreciation of the AUD against the
USD would lead to a 0.3 per cent reduction in export
earnings®. s indicative rule of thumb suggests that,
given the recent appreciation in the value of the AUD,
the actual rate of manufacturing exports growth in 2007
may be closer to 5.0 per cent (rather than the 7.0 per
cent originally forecast in January 2007).

e 2.0 percentage point fall in the forecast for
nominal manufacturing exports is equivalent to a $1.7
billion reduction in national export income in 2007.

Chart 3: Annual percentage change in average AUD-USD exchange rate and nominal

manufacturing exports (industry of origin)
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Source: Reserve Bank of Australia, Historical Exchange Rates, www.rba.gov.au, April 2007 and the Australian Bureau of Statistics, ABS Cat. No. 5368.0 International

Trade in Goods and Services, Australia: February 2007.

7 Had manufacturing exports been measured on an industry of origin basis, in nominal terms, metal exports would have made the largest contribution
8 Australian Industry Group, Business Prospects for Australian Manufacturing in 2007, January 2007.
9 Australian Industry Group, Aussie dollar challenges manufacturing competitiveness, January 2004, p. 18.

Percentage change in nominal manufacturing exports
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Chart 4: Contribution to growth in the volume of Australian manufactured goods exports
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Chart 5: Cumulative change in the OECD’s & Australia’s share of world exports since 1990
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Table 1: Changes in export values, volumes and prices, 1996 to 2006

1996 to 2001

2001 to 2006

Change in Value Change in Volume Implicit Price Change in Value  Change in Volume Implicit Price

of Exports of Exports Change of Exports of Exports Change

Rural 50.8 30.1 15.9 -14.0 -4.7 -9.7
Resources 70.2 30.8 30.2 67.5 6.0 58.0
Manufactures 54.7 46.5 5.6 4.4 18.7 -12.0
Services 43.8 28.6 11.9 25.2 8.3 15.7
Total Exports  56.3 324 18.0 32.3 9.1 21.3

Source: Australian Bureau of Statistics, ABS Cat No. 5302.0 Balance of Payments and International Investment Position, Australia: December 2006.

If the AUD appreciates further in 2007, or the world
economy expands at a slower pace than currently
expected, the li in nominal manufacturing exports may
be lower.

Contribution of manufacturing exports
to total exports

e changing pattern of total merchandise export
growth is illustrated in Table 1. is table presents the
changes in the value, volume, and price (in Australian
dollars) of rural, resources, manufactures and services
exports, over the period of 1996 to 2006.

Exports of metal products are classi ed as
‘resources exports’ in Table 1, not as ‘manufacturing
exports. is is consistent with the RBA de nition of
manufacturing exports.

Table 1 shows that between 1996 and 2001, there was
strong growth in both the nominal value of Australian
manufactured exports (54.7 per cent), as well as volumes
(46.5 per cent), consistent with the strong export growth
that occurred in the other sectors of the Australian
economy over the same period.

Growth in manufactured exports was signi cantly
weaker (in both nominal value and volumes) between

Chart 6: Manufacturing exports (nominal, industry of origin, annual percentage change)
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2001 and 2006 than in the preceding ve year period.
is trend was broadly consistent across the other
sectors of the economy.

e slower growth in manufacturing exports
occurred despite a pick-up in global growth over the
same period. According to the International Monetary
Fund, the average rate of world real GDP growth li ed
from 3.7 per cent between 1996 and 2001 to 4.2 per cent
between 2001 and 2006°.

e nominal value of manufactured exports grew
only marginally between 2001 and 2006, rising by just
4.4 per cent. Over this period, the prices received for
manufactured goods fell by 12.0 per cent, largely due to
the steady appreciation in the AUD.

Australian manufacturers managed to li  export
volumes by 18.7 per cent between 2001 and 2006.
Although this rate of volume growth was weaker
than the 46.5 per cent rise in manufacturing exports
in the preceding ve years, it was higher than the
rates of growth recorded for rural, resources and
services exports.

e nominal value of resource-based exports has
continued to grow strongly in recent years, rising by
67.5 per cent between 2001 and 2006. While the strong
growth in nominal resources exports in the preceding

ve year period was attributable to solid rises in both
volumes and prices, the strong growth since 2001 is
almost solely the result of the boom in metal prices.

Chart 7 shows that for most of the period following
2001, the export price of metals has grown at a
signi cantly faster rate than the price of exports for the
manufacturing sector.

e strong growth in prices of resources exports
boosted a rather modest 6.0 per cent rise in volumes,
leading to very high levels of export income for rmsin
that sector.

Chart 8 provides a graphical representation of volume
changes among Australia’s major export classi cations
and it shows that the contribution of manufacturing
exports to total exports has increased slightly since 2001.

Since 2001, aggregate export volumes have grown
by just 9.1 per cent. Over this period, the volume of
manufacturing exports has grown at a quicker pace than
rural, resources and services exports.

Australia's ongoing drought has severely constrained
rural exports, with the volume of rural exports actually
falling by 4.7 per cent since 2001. Meanwhile, under-
investment in Australia’s resources sector and transport
infrastructure has curbed growth in the volume of
mineral resources exports.

Chart 7: Export prices by sector (annual percentage change)
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'° International Monetary Fund, World Economic Outlook, April 2007.
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In 2001, manufacturing export volumes equalled
16.4 per cent of total export volumes. By 2006 the
contribution of the manufacturing sector had risen to
17.8 per cent. By contrast, the contribution of resource-
based exports to total export volumes slipped from 38.9
per cent to 37.9 per cent over the same period.

Export intensity
Overall, more than one-third of the Australian
manufacturers surveyed (35 per cent) reported that
some proportion of their sales income was generated
through the export of goods and services. According to
the ABS, 20 per cent of Australian manufacturers export
nished goods overseas’. e estimate in this report is
higher than suggested in the o cial statistics and re ects
the fact that the Ai Group survey is weighted towards
large and internationally-owned enterprises, who are
more likely to sell to overseas customers. e proportion
of manufacturers exporting varies signi cantly across
sectors (Chart 9).

e propensity to export is greatly a ected by the
type of product manufactured and the characteristics of
the target export markets.

According to the survey results, the machinery &
equipment and transport equipment sectors have the
highest proportion of manufacturers who are exporters,

with 45 per cent of the rms in these sectors earning
income from exports.

By contrast, survey responses revealed that the wood,
wood products & furniture (17 per cent); fabricated
metal products (23 per cent); and basic metal products
(27 per cent) sectors have the lowest proportion
of exporters.

Contribution of exports to total
manufacturing sales

Chart 10 shows the contribution of nominal
manufacturing exports to total manufacturing

sales between 1990 and 2006, with nominal exports
aggregated according to their industry of origin. e
contribution of exports to total manufacturing sales
was below the period average (22.7 per cent) in the
three years between 2003 and 2005, partly re ecting the
relative strength of Australian domestic demand growth
over this period.

e exports-to-sales ratio li ed above the period
average to 24.0 per cent in 2006. While a fall in total
sales caused by weaker demand conditions is partially
responsible for the rise in the exports-to-sales ratio
in 2006, the recent boom in international commodity
prices is the major factor behind the recovery. e strong
rise in the prices paid for base metals, and the solid

Chart 8: Volume of Australian exports by industry, 1996 to 2006
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Chart 9: Percentage of manufacturers exporting
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Source: Ai Group Survey on Australian Exporters, March 2007.

Chart 10: Manufacturing exports as a percentage of total sales
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overseas demand for such products, has owed through
to strong growth in the nominal value of exports from
companies in the basic metal products sector (which
are included in the industry of origin de nition of
manufacturing exports).

e average contribution of nominal manufacturing
exports to total sales varies across sectors (Chart 11).

e sectors with the highest proportions of
exporters are not necessarily those with the highest
export intensity.

According to ABS data, the metal product
manufacturing sector is the most reliant on income from
exports, with 50.4 per cent of the total sales income
generated in these sectors coming from exports.  is
is despite the fact that less than 30 per cent of rmsin
the basic metal products (27.0 per cent) and fabricated
metal products (23.4 per cent) sectors reported income
from the export of goods. It is clear that the strong
growth in nominal exports in the metal product sectors

in recent years has owed mainly to the larger, globally-
oriented manufacturers, rather than the large number of
rms who focus on domestic markets.

e machinery & equipment (25.8 per cent); food,
beverages & tobacco (23.8 per cent); and textiles,
clothing & footwear (23.1 per cent) sectors also generate
a large amount of income from exports.

By contrast, less than 5 per cent of total sales income
in the construction materials (2.0 per cent) and paper,
printing & publishing (3.1 per cent) sectors come
from exports.

Chart 11: Exports-to-sales ratio according to sector (nominal, industry of origin)

Food, beverages & tobacco

Textiles, clothing & footwear

Wood & paper product manufacturing
Paper, publishing & recorded media
Petroleum, coal & chemicals
Construction materials

Metal products

Machinery & equipment

Other manufacturing

20 30 40 50

Percentage

Source: Australian Bureau of Statistics, ABS Cat No. 5368.0 International Trade in Goods and Services, Australia: February 2007 and ABS Cat No. 5676.0 Business

Indicators, Australia: December 2006.



RN _L{

. ‘ *ﬂ A
YR T

™, 3

T

T VR

4. Factors affecting Australian

- — e A

e —————SS——




26

The Australian dollar and manufacturing exports: Shaping earnings and prospects

/7A\L AUSTRALIAN INDUSTRY GROUP

While Australia’s manufacturing export performance
has been a ected by the appreciation of the AUD
and competition from low-cost countries, other
factors relating to company practice have also had a
signi cant impact.

International competitive pressures have led many
manufacturers to implement company strategies to
li competitiveness.

In April 2006, Ai Group released a landmark study
on the forces reshaping Australian manufacturing
entitled Manufacturing Futures: Achieving Global
Fitness. Manufacturing Futures comprehensively
reviewed the domestic and international pressures
in uencing Australian manufacturing, and proposed
a range of policies to support the sector in becoming
more internationally competitive.

Manufacturing Futures revealed the major concern
for Australian manufacturers was competition from
low-cost countries.

is factor remains the principal concern for
Australian manufacturing exporters in early 2007.
In this most recent survey, competition from other
countries was identi ed by Australian manufacturers
as the factor having the greatest in uence on export
activity (Chart 12).

More than three-quarters of Australian
manufacturing exporters (75.6 per cent) reported
that increased competition from other countries had
reduced their global market shares, and adversely
impacted on their level of export activity.

In fact, more than half of the exporters reported that
greater competition from other countries had a ‘major’
in uence on their level of export activity.

Exports of machinery and equipment appear to be
the most hurt by the increased level of competition
from other countries, with 81.7 per cent of exporters in
this sector citing an adverse in uence.

Other sectors in which exports have been heavily
in uenced by greater competition from other
countries are basic metal products (80.0 per cent);
food & beverages (78.4 per cent); and miscellaneous
manufacturing (81.3 per cent).

By contrast, the wood, wood products & furniture
(60.0 per cent); clothing & footwear (66.7 per cent); and
fabricated metal products (69.7 per cent) sectors are
among the least a ected in export markets. As noted in
Section  ree, however, these sectors are characterised
by relatively low numbers of exporters (and a
correspondingly higher domestic orientation).

Chart 12: Factors influencing manufacturing export activity
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e strength of the exchange rate was identi ed
as the second most in uential factor a ecting export
activity. Nearly two-thirds of the businesses surveyed
(65.5 per cent) believe their exports are uncompetitive
at an exchange rate of US$0.80. Furthermore, 93.7
per cent of manufacturers believe that their exports
will become uncompetitive should the AUD exceed
US$0.85.

Chart 13 shows the various levels of the exchange
rate at which Australian manufacturers become
uncompetitive in global export markets; for all sectors
and across individual sectors.

One of the most important points illustrated in
Chart 13 is that for each of the 12 sectors, over 85
per cent of rms believed their exports would be
uncompetitive should the exchange rate rise above
US$0.85.

Every rm surveyed in the wood, wood products
& furniture and transport equipment sectors loses
competitiveness with an exchange rate of US$0.85.

Relatively high proportions of exporters in the wood,
wood products & furniture (80.0 per cent); construction
materials (78.9 per cent); and fabricated metal products
(75.7 per cent) sectors identi ed themselves as
uncompetitive with an exchange rate of US$0.80.

According to the survey results, fewer than one
in ve manufacturers in the basic metal products
sector (16.7 per cent) become uncompetitive with an
exchange rate of US$0.75.  is outcome re ects the
extent to which (USD) prices of metal commodities
have already outpaced rises in the AUD exchange
rate, thereby cushioning some of the impact of an
appreciating currency.

At an exchange rate of US$0.80, 40 per cent of
exporters in paper, printing & publishing and 50.0
per cent in chemicals, petroleum & coal products and
basic metal products lost competitiveness; the lowest
proportions across the 12 sectors.

Among other major factors, more than half
of the manufacturers surveyed (53.1 per cent)
indicated improved competitiveness from new
e ciencies had assisted export activity in 2006.
Manufacturers have managed to li  their level of
global competitiveness by investing and engaging in
product and process innovation and by adopting lean
manufacturing techniques.

e survey results suggest clothing & footwear
exporters have bene ted the most from restructuring,
with 71.4 per cent citing this as an in uence on export
activity. In fact, this was identi ed as the leading

Chart 13: Proportion of manufacturing exporters uncompetitive at different
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in uence, excluding the exchange rate, on export
activity in the clothing & footwear sector.

Just under half of the manufacturing exporters
surveyed (47.2 per cent) suggested that the movement
of production o shore had positively a ected their
levels of export activity.

e growing adoption of o shoring amongst
Australian manufacturers, and the accompanying
cost reductions of sub-assemblies and semi-
processed inputs, was discussed at length in
Manufacturing Futures.

e movement of this production o shore is
clearly boosting the competitiveness of Australian
manufactured goods abroad and allowing rms to
increase their share of export markets. In January 2007,
Ai Group forecast arise in 0 shore intensity (0 shore
activity as a percentage of sales) from 27.9 per cent in
2006 to 31.7 percent in 20072,

More than half of the manufacturing exporters
surveyed cited the opening of new markets (51.0 per
cent) and growth in existing markets (55.3 per cent)
as factors having a strong and positive impact on their
levels of export activity.

Of the other factors identi ed: 48.7 per cent of rms
stated that barriers to entry in overseas markets had
in uenced export levels; 46.5 per cent identi ed the
introduction of new products in overseas markets as
an in uential factor; 43.9 per cent cited capacity and
supply constraints; and 39.0 per cent highlighted the
pressures of meeting domestic market demand.

12 Australian Industry Group, Business Prospects for Australian Manufacturing in 2007, January 2007
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Many Australian manufacturers are looking to export
markets for growth opportunities. Some rms remain
focused on Australids more traditional export markets,
such as the United Kingdom, New Zealand and the
United States. Others are looking to the rapidly developing
regional economies.

According to survey responses, Australian
manufacturers expect the best opportunities for export
growth in 2007 will be in New Zealand (Chart 14),

identi ed by nearly one in ve respondents (19.5 per cent).

While New Zealand has long been one of the largest
export markets for Australian manufacturers, the relative
stability of the AUD-NZD crossrate is likely to have
cushioned the loss of market share to local New Zealand
manufacturers.

e United States is the next most cited market for
growth opportunities, nominated by 14.7 per cent.

Almost one in 10 exporters (9.2 per cent) expect
China to provide them with the greatest opportunities for
market growth.

Other countries seen as 0 ering greater export
opportunities include: Japan (6.2 per cent); the United
Kingdom (4.3 per cent); Singapore (3.6 per cent);
Indonesia (3.4 per cent); the United Arab Emirates (3.0
per cent); India (2.8 per cent); and Malaysia (2.4 per cent).

By contrast, Chart 15 plots the extent to which
Australian manufacturing exporters have been impacted
by competitors in o shore markets. Exporters have
identi ed the United States as the market where increased
competition from other countries has hurt their sales the
most (14.6 per cent of responses).

Following closely behind the United States, 14.1 per
cent of exporters nd New Zealand the market next
most adversely impacted by increased international
competition. A further 6.1 per cent nominated the
Japanese market. e appreciation of the AUD against the
Japanese yen in 2006 heightened the uncompetitiveness of
Australian manufactured goods in the Japanese market.

Across most manufacturing sectors, the United States
and New Zealand were the markets most recognised as
being adversely impacted by overseas competition.  ere
were some exceptions, however, with Japan recognised as
the export market a ected most by increased competition
in the food & beverages and miscellaneous manufacturing
sectors; Singapore in the clothing & footwear sector; and
Asia (unspeci ed) in the chemicals, petroleum & coal
products sector.

Australia’s major markets for manufacturing exports,
New Zealand and the United States, continue to provide
manufacturers with their greatest opportunities for

Chart 14: Export markets with best opportunity for growth
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growth. However, given their relative importance to
Australian exporters, they are also the export markets
most at risk from increasing overseas competition.

Chart 16 adjusts export market opportunities by the
loss of market share to other competitors, to gain a net
measure of potential growth opportunities.

On balance, New Zealand remains the market
with the greatest prospects for growth, with 5.4 per
cent more Australian manufacturers expecting growth
opportunities than citing negative impacts from increased
international competition.

China is also considered, on balance, to be a market
with promising growth opportunities with 3.1 per cent
more exporters anticipating growth than being harmed by
competition from overseas.

Importantly, and on balance, these two export
markets with the greatest growth prospects for Australian
manufacturers have been assisted by the relative stability
of the AUD against their local currency (the New Zealand
dollar and the Chinese yuan). s is not to deny there
are considerable concerns about the Chinese yuan being
undervalued as the Chinese government seek to manage
the currency within a tight range, as it moves towards a
more liberalised economy.

On balance, Australian manufacturers also see strong
growth opportunities in the United Arab Emirates (2.0
per cent).

Nearly as many exporters forecasting growth
opportunities in the United States have been hurt in that
market by increased competition from overseas.

By contrast, signi  cantly more Australian
manufacturers have been negatively a ected by increased
overseas competition in the European market than those
who see opportunities for export growth (3.8 per cent
more exporters).

Other markets where more rmssu er from increased
competition than see growth opportunities are: Asia
(unspeci ed); the Middle East; and the United Kingdom.

Chart 15: Export markets hurt by increased competition from other countries
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Chart 16: Export markets with best growth prospects (on balance)
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Australian manufacturers looking to enter or expand
their presence in export markets have access to several
export programs. Manufacturers can also gain bene ts
from the preferential trade agreements to which
Australia is currently a signatory.

Export programs

Programs available to Australian manufacturers looking
for assistance to enter overseas export markets include:
the Export Market Development Grants (EMDG)
Scheme; TradeStart; a range of state government
programs; and trade missions.

e survey responses indicate that there has
been a relatively low take-up rate for these trade and
export programs. Only 21.1 per cent of Australian
manufacturing exporters con rmed using at least one
of the four categories of programs referred to above.

e EMDG Scheme is the most utilised of the
export programs listed, with nearly one in 10 Australian
manufacturing exporters (9.4 per cent) claiming to have
used it (Chart 17).

e EMDG Scheme is a Federal Government
program, administered by Austrade, which provides

nancial assistance to current and prospective exporters
who have spent $15,000 over two years on eligible

export marketing expenses. e focus of the Scheme is
small and medium-sized Australian businesses seeking
to develop new export markets.

Trade missions are the next most utilised export
program, with 7.1 per cent of manufacturing exporters
surveyed having taken part in a mission. Ai Group
continues to arrange trade missions to most of
Australia’s key export markets and a wide range of
manufacturers have participated.

State-based export promotion programs have
the next highest take-up rate with 4.7 per cent of
exporters involved.

Just one in every 100 manufacturing exporters
responded that they had used TradeStart when entering
export markets. However, it is important to note that
TradeStart is aimed at assisting companies entering
overseas markets for the rst time.

Trade agreements

Australia is currently a signatory to four separate

preferential trade agreements:

i. e Australia New Zealand Closer Economic
Relations Trade Agreement (ANZCERTA), which
came into force in 1983;

ii. e Singapore—Australia FTA, which came into

Chart 17: Take-up of export programs
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force in 2003;

iil. e ailand-Australia FTA, which came into
force in 2005; and

iv. e Australia-United States FTA, which also came
into force in 2005.

In addition to these agreements, negotiations
or studies are currently taking place which could
see Australia enter into free trade agreements with:
ASEAN; China; Malaysia; South Korea; Japan, the Gulf
Cooperation Council (comprising Bahrain, Kuwait,
Oman, Qatar, Saudi Arabia and the United Arab
Emirates); and Chile.

A signi cant proportion of Australian
manufacturing exporters are bene ting from the
preferential trade agreements currently in place. In
total, 40 per cent of companies reported that at least
one of the agreements had been bene cial to them in
gaining new market opportunities. Of this 40 per cent,
more than one in four reported ‘major’ bene ts.

ANZCERTA appears to be the agreement which
provides manufacturing exporters with the greatest
bene ts (Chart 18). One in ve manufacturing
exporters stated that they had found the ANZCERTA
valuable in gaining access to new market opportunities.

Furthermore, 4.5 per cent of the exporters surveyed
cited ‘major’ bene ts from this agreement.

e Australia-United States FTA was identi ed as
the next most bene cial, despite the loss of market share
caused by increased overseas competition (see Section
Five), with 14.8 per cent nding that it had allowed
them to gain access to new market opportunities.

e ailand-Australia FTA was considered the next
most useful, with 11.4 per cent of exporters reporting
bene ts from this agreement. Nearly 10 per cent of
manufacturing exporters reported bene ts owing
from the Singapore-Australia FTA, despite Singapore’s
relatively greater demand for Australian services.

Nine of the 12 manufacturing sectors reported that
the ANZCERTA was most (or equal most) bene cial in
gaining access to new market opportunities.

e Australia-United State FTA was considered
the most bene cial in the machinery & equipment;
transport equipment; and fabricated metal products
sectors, while the  ailand-Australia FTA was deemed
the most bene cial in the basic metal products sector.

Chart 19 shows that the major bene t owing
to Australian manufacturers from the four trade
agreements currently in place is an ‘increase in exports.

Chart 18: Firms benefitting from Australia’s preferential free trade agreements
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Nearly two in every three responses (65.7 per cent)
highlighted increased exports as a bene t of Australia’s
trade agreements.

Of the remaining responses, 9.3 per cent cited ‘better
visa arrangements’ as a bene t, 7.4 per cent identi ed
‘increased investment’ and 4.6 per cent highlighted
‘access to government contracts.

‘Other bene ts' contributed the remaining 13.0
per cent of responses, with the major ‘other’ bene t
being ‘reduced margins, the result of lower tari sand
importation costs.

Chart 19: Benefits from Australia’s preferential free trade agreements
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A long-term and sustainable strengthening of
Australia’s export performance is critical if Australian
industry is to maintain its good record of economic
growth. e Federal Government needs to enhance
policy settings and programs to strengthen Australian
exports of manufactured products and to promote a
more equitable trading environment for Australian
goods and services.

Australia is already among the most open economies
in the world, with very low average tari s (3.5 per cent)
and relatively low non-tari barriers. isis in stark
contrast to many of our trading partners, including
some of the key developed economies, which still
maintain high tari and other barriers to open trade
in some sectors. Australia has to continue to pursue
vigorously market access opportunities for Australian
companies through multilateral, regional (such as the
Asia Paci ¢ Economic Cooperation) and bilateral trade
liberalisation.  ese e orts need to address both tari
and key non-tari barriers, and also seek to liberalise
the services sector and investment.

e faltering of the current Doha Round of
World Trade Organization (WTO) negotiations is
placing increased emphasis on regional and bilateral
preferential trade agreements.  ese become even
more important tools for achieving market access in
the short to medium term, particularly as prospects
for the conclusion of a global trade round in the near
future have dimmed. While seeking to maintain the
momentum of WTO negotiations, Australia should
continue to examine the potential for future preferential
trade agreements with important trading partners.
Australia should also take the opportunity presented
by its hosting of the APEC forum this year to revitalise
regional e orts in substantive trade liberalisation and
business facilitation.

Export promotion and facilitation

e EMDG Scheme is a key Federal Government
Program for promoting exports by Australian
companies, including SMEs. Despite this, for more than
a decade the real value of funding for the program has
been generally decreasing, with this trend accompanied
by a narrowing of the eligibility criteria applied to
companies seeking to utilise the Scheme. Ai Group has
consistently recommended that funding for the Scheme
(currently around $150 million) be doubled, and that
steps be taken to substantially widen its eligibility
criteria in order to improve access to the Scheme for
both potential and existing exporters.

A strengthened EMDG Scheme should be
complemented by targeted e orts to assist Australian
companies to begin exporting and to develop new
export markets. e Government’s recently announced

$254.1 million Global Opportunities program (over
10 years) combined with the $351.8 million Australian
Industry Productivity Centres (over 10 years), which
will assist companies to access global supply chains
and major projects, is strongly welcomed. Ai Group
has also recommended that Austrade’s TradeStart
program, which assists companies to begin exporting,
be augmented with a new program designed to fund
specialists placed in either industry organisations or in
strategic 0 -shore locations to assist companies beyond
the initial TradeStart support.  ese specialists would
focus on key sectors and seek to capitalise on trade
agreements, or pursue special project activities, as well
as government procurement opportunities.

Access to su  cient credit for export remains
a concern for growing companies. Ai Group has
applauded the Federal Government’s recent decision
to expand the mandate of the Export Finance and
Insurance Corporation (EFIC). e EFIC Headway
program is designed to assist growing export companies
to access working capital. e decision to broaden its
role to support other export-related activities, such as
the establishment of o -shore distribution facilities is
positive news.

Ai Group looks to the Federal Government to
continue supporting and, as appropriate, strengthening
programs such as EFIC’s Headway.

Anti-dumping

Australian companies competing with imported
goods need to have e ective recourse to mechanisms
to address unfair practices by overseas competitors.
Australia must ensure that it has an e ective and
rigorous anti-dumping regime, consistent with the
WTO's Anti-Dumping Agreement. Australia’s anti-
dumping system, through ensuring transparency in its
processes and consistency in its application, should be
more accessible to industry, especially SMEs, and must
re ect a realistic commercial application of injury.

Subsidies and countervailing measures
Australian companies need to have readily available
access to e ective procedures for addressing the
problem of competing imports which bene t from
government subsidies. e WTO Subsidies and
Countervailing Measures Agreement regulates the
actions countries can take to counter the trade e ects
of subsidies. e Federal Government, in response to
an application by an Australian company, can launch
an investigation (known as a countervailing duty
investigation) whereby an extra duty (“countervailing
duty”) may be imposed on subsidised importsto o set
the injury to domestic producers.
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Government procurement

Government procurement is a substantial market across
the world. For example, it is estimated that the United
States Government alone spends about $200 billion
each year on goods and services, and the Australian-US
FTA has provided enhanced prospects for Australian
companies to access this market. Ai Group continues
to work closely with the Federal Government to

seek, through its trade policy and trade facilitation
programs, to maximise opportunities for Australian
companies to access signi cant overseas government
procurement markets.

The movement of skilled labour

Australian industry’s growing integration with the
global economy is not restricted to its trade links.
Australian companies are integrating with global
production supply chains and are increasingly
investing in overseas markets.  ese changes need to
be facilitated by e orts to assist the ow of skilled and
managerial labour. Improved visa arrangements to
ensure access to foreign markets by Australians should
be vigorously pursued. Australia’s skilled migration
program needs to be expanded to assist the growth of
Australia’s skills base in support of domestic measures
to address skill shortages.

Removing impediments to
offshore investment
Ai Group has also recommended that the Federal
Government adopt the Board of Taxation’s
recommendations to remove tax barriersto o shore
expansion by Australian companies.  ese barriers
e ectively penalise Australian companies that
invest abroad because dividends paid to domestic
shareholders from foreign source income are taxed
twice whereas the Australian imputation system
relieves shareholders from company tax paid on
Australian pro ts.

Removing this distortion would address a
signi cant barrier to what, for a growing number
of Australian companies, is a vital avenue of global
engagement. For an Australian company with high
growth potential from o shore investments, a failure
to address this bias against o shore expansion from an
Australian base would intensify pressures to relocate to
another country.
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METROPOLITAN
OFFICES
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REGIONAL
OFFICES

ALBURY/WODONGA
560 David Street
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Albury NSW 2640
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Ballarat VIC 3350

PO Box 640

Ballarat VIC 3353
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Fax: 03 5221 2914
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16A Bolton Street
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PO Box 811
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Tel: 02 4929 7899
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166 Keira Street
Wollongong NSW 2500
PO Box 891
Wollongong East
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Tel: 02 4228 7266
Fax: 02 4228 1898
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Association South
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136 Greenhill Road
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Tel: 08 8300 0133

Fax: 08 8300 0134
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Tel: 08 9365 7555

Fax: 08 9365 7550
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