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Trade Balance - Trade Feels Effects of Europe Crisis 12 Dec 2011

The trade balance for October narrowed to $1.6bn, from a surplus of $2.2bn in
September, a $0.7bn deterioration in the surplus. The outcome was lower than
consensus expectations for $2.0bn, but was still a solid surplus.

Falling commodity prices weighted on export growth on the month, while import
growth remained strong. The business investment boom continues to see strong
growth in capital-goods imports, underpinning imports. In October, exports fell 0.2%
and imports rose by 2.4%.

The services balance improved slightly to a deficit of $794mn in October, from a
downwardly revised deficit of $881mn in September. The September deficit was
previously reported as a record deficit of $909mn; that honour now goes to the
August services deficit (of $903mn). The services balance has been in deficit for
nearly two years and has generally been widening.

The trade balance will likely continue to post solid surpluses in coming months as
the resumption of coal production continues to improve (although this will not see a
full recovery until next year) and as mining investment boosts production capacity.
However, strong spending on capital imports, the high Aussie dollar and softening in
commodity prices suggests the peak in the trade surplus might now be behind us.
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The trade balance in October showed a $1.6bn surplus, down from a surplus of $2.2bn in
September. The result was lower than consensus expectations for the surplus to fall to $2.0bn,
but was still a solid result on a historical comparison. Exports slipped 0.2% in October, while
imports rose 2.4% for the month.

While the overall trade balance remains in surplus, this reflects the strength in the goods
balance, which remains large as Australia basks in the mining boom with strong demand for
commodities from Asia. The services balance, on the other hand, remained in deficit in
October, improving slightly to a deficit of $794mn. The services balance has been in deficit for
two years straight, as the high level of the Australian dollar weighs on demand for Australia’s
services exports, including tourism and education. Meanwhile, the strong Aussie means
services imports have become cheaper, resulting in a record number of Australians travelling
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overseas. This trend we have seen over the past two years marginally reversed in October,
with service exports gaining, while imports of services eased slightly (although from relatively
high levels).

Exports

The 0.2% decline in exports followed a 2.4% decline in September, although exports had
surged 7.3% in August. October’s slide in exports was led by the traditionally volatile (and non-
seasonally adjusted) component non-monetary gold, which fell 15.1% in October (following a
larger 24.0% decline in September).

Exports of non-rural goods gained just 0.1% in October, boosted by ‘other non-rural goods’
(+10.9%) and other mineral fuels (+7.0%), while transport and equipment (-10.9%) and other
manufacturing exports (-5.8%) fell for the month. Coal exports fell 1.7% for the month,
following two consecutive months of increases.

Exports of rural goods gained in October, led by exports of wool and sheepskins (+3.8%) and
meat and meat preparations (3.2%). Exports of cereal grains preparations slipped back 1.2% in
October, after surging 15.0% in September. Total exports of goods fell 0.5% in October. A
bright spot on the exports side was in services exports, which gained 1.9% in October.

Commodity prices were weaker in October and weighed on the export bill. The Reserve Bank
commaodity price index fell nearly 3% in October in special-drawing rights (SDR) terms.

Imports

Imports gained 2.4% in October, given increases in imports across the three main categories,
consumption, capital and intermediate goods. Imports of consumption goods rose 0.9% in
October, boosted by non-industrial transport equipment (+9.4%) and food and beverage
imports (2.0%). While consumption goods not elsewhere specified (-3.8%) and imports of toys,
books and leisure books (-2.2%) declined.

Capital goods rose 1.1% in October, after rising 5.8% in September. This was led by a 57.9%
jump in telecommunications equipment imports, followed by ADP equipment (4.7%). Imports of
civil aircraft and confidential items fell 48.1%, failing to fully retrace the 96.2% increase in
September. Machinery and industrial equipment, which is closely tied to capital expenditure
fell 1.0% for the second consecutive month in October.

Imports of intermediate goods and other merchandise goods rose 1.9% in October, boosted by
strong imports of fuels and lubricants (10.7%). This likely reflects a strong (13.7%) increase in
oil prices in October.

Imports of services slipped 0.2% in Octaber, following a 1.2% decline in September. In October
the Australian dollar lifted almost 10 US cents for the month, from below parity, to above
US$1.07 at month end.

Outlook

It appears the trade surplus may have reached a peak as the balance on goods continued to
decline for the second consecutive month in October, as exports fell for the second
consecutive month. This is likely to continue to deteriorate further as demand from China
falters on Europe’s woes. Spending on capital imports continued to increase, reflecting the
impact of the mining boom on capital expenditure, while imports of consumption and
intermediate goods both also increased in October, owing in part to the high level of the
Australian dollar. While the trade surplus is likely to narrow further as demand from Asia
eases, the resumption of coal production from the flooding earlier in the year and increased
production capacity from mining investment are likely to prove supportive.

Jo Heffernan, Senior Economist
Ph: (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 BankSA has a contract to supply Information, the supply of the Information is made under that contract
and BankSA’'s agreed terms of supply apply. BankSA does not represent or guarantee that the Information is
accurate or free from errors or omissions and BankSA 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 BankSA products and details are available. BankSA 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. BankSA owns copyright in the information unless otherwise indicated. The
Information should not be reproduced, distributed, linked or transmitted without the written consent of BankSA.

Any unauthorized use or dissemination is prohibited.
Neither BankSA - A Division of Westpac Banking Corporation ABN 33 007 457 141 AFSL 233714 ACL 233714, nor
any of Westpac's subsidiaries or affiliates shall be liable for the message if altered, changed or falsified.
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