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DATA SNAPSHOT

Trade Balance: Commodity price boom drives exports
Tuesday, 10 May 2011

The trade balance returned back to surplus of $1 740mn in March, after posting a
$87mn deficit in February. The better than expected turnaround was largely owing to
a 9% jump in exports, while imports rose by 1%.

The surge in exports was due to some recovery in coal shipments and higher prices
obtained for non-rural exports

The 1% rise in imports was owing to a big jump in intermediate goods offset by
declines in consumption and capital goods. The surge in intermediate imports
reflects high oil prices, while cautious consumers have dampened demand for
consumption imports.

Over the quarter, we expect net exports to make a large detraction from Q1 GDP as
the January floods hampered export volumes
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The trade balance returned back to surplus of $1 740mn in March, after posting a $87mn deficit
in February (revised from a $205mn deficit). The better than expected turnaround was largely
owing to a 9% jump in exports, while imports rose by 1%.

February March change
Trade Balance (A$mn) -87 1740 1827
Exports (M/M%)
Rural 11.2 2.3
Non-rural -1.9 10.8
Services 2.4 0.8
Total Exports -2.6 9.2
Imports (M/M%)
Consumption goods 0.1 -1.3
Capital Goods 1.5 8.3
Intermediate 12.1 7.5
Total Imports 4.6 1.2
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March'’s surge in exports reflects some recovery in coal shipments following the disruption to
production as a result of flooding in Queensland, which provides almost two-thirds of Australia’s
coal exports. The coal, coke and briquettes category rose by 14.1% in March, however, exports
remain below levels seen before its pre-flood level. This category was worth A$3.1bn in March
compared with about A$3.6-4.4bn between June-December 2010. The RBA estimates that
production will continue to be hampered until well into the June quarter.

Also contributing to the export rise were big increases in metal ores and minerals and non-
monetary gold, which benefited from large price gains in the month.

The small increase in imports was owing to a big jump in intermediate goods offset by declines in
consumption and capital goods.

Weak consumption good imports are consistent with cautious consumers, which has been
reflected in weak retail sales data. In March, retail values were down by 0.5% over the month,
while volumes were flat over the quarter. (See our note Retail Trade: Wrapped up in Cotton Wool)

The 8.3% drop in capital goods reflected a 4.7% drop in machinery and equipment, which was
surprising given capex surveys point to big spending in investment. However, the decline
machinery and equipment imports, follows some solid increases in January and February.

Growth in intermediate good imports was strong in March and follows a 12.1% increase in
February. Strength in this category has been driven by fuel and lubricants, which rose by 22.8% in
March. This reflects soaring oil prices which averaged close to US$103 a barrel in March amid
geopolitical tensions in the Middle East.

Today's data is also likely to underestimate the March surplus as the ABS notes that new
contract prices for commodities such as iron ore and coal are yet to be fully reflected in the
numbers. Given these contract prices are expected to increase, the surplus will likely be revised
upwards in coming months. With the rapid rise in commaodity prices we estimate the terms of
trade to have increased by around 4% in 1Q. Thus much of the March increase in exports likely
reflects higher prices rather than strong export volumes. Indeed, we expect floods hampering
coal production over the March quarter and for net exports to make a large detraction from Q1
GDP.

Janu Chan, Economist
Ph: (02) 9320-5892
Email: chanj@stgeorge.com.au

St.George Bank Data Snapshot — 3 March 2011 2


mailto:chanj@stgeorge.com.au

?;,_S_F george

St.George Contact Listing

Economics & Strategy:

Chief Economist Besa Deda dedab@stgeorge.com.au (02) 9320 5854
Senior Economist Josephine Heffernan heffernanj@stgeorge.com.au  (02) 9320 5751
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The information contained in this report (“the Information”) is provided for, and is only to be used by, persons in
Australia. The information may not comply with the laws of another jurisdiction. The Information is general in
nature and does not take into account the particular investment objectives or financial situation of any potential
reader. It does not constitute, and should not be relied on as, financial or investment advice or recommendations
(expressed or implied) and is not an invitation to take up securities or other financial products or services. No
decision should be made on the basis of the Information without first seeking expert financial advice. For persons
with whom St. George has a contract to supply Information, the supply of the Information is made under that
contract and St. George's agreed terms of supply apply. St. George does not represent or guarantee that the
Information is accurate or free from errors or omissions and St. George disclaims any duty of care in relation to the
Information and liability for any reliance on investment decisions made using the Information. The Information is
subject to change. Terms, conditions and any fees apply to St. George products and details are available. St. George
or its officers, agents or employees (including persons involved in preparation of the Information) may have
financial interests in the markets discussed in the Information. St.George owns copyright in the Information unless
otherwise indicated. The Information should not be reproduced, distributed, linked or transmitted without the
written consent of St. George.
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