Data snapshot

- Tuesday, 5 September 2023

Current Account and GDP Preview
Trade & Government To The Rescue

e The value of Australia’s trade balance declined to $31.4 billion in the June quarter, down from
$39.4 billion in the March quarter. This was driven by a massive 7.9% fall in our terms of trade
(ratio of export to import prices) — the largest since the June quarter 2009. The volume of net
exports (trade adjusted for price changes) increased, which matters most for economic activity.

e The volume of Australia’s net exports increased by $4.5 billion in the June quarter. This was
driven by a 4.3% increase in export volumes which was partly offset by a 0.7% increase in import
volumes. Services exports and imports have rebounded to around 94% and 79% of pre-COVID
levels, respectively.

e Based on this, net exports are expected to contribute 0.8 percentage points to economic growth
in the June quarter. In addition, new public demand grew by 1.3% and is expected to contribute
0.5 percentage points to GDP growth in the June quarter, once accounting for public inventories.

e Putting these together, our central forecast is that the economy grew by 0.4% over the June
quarter to be 1.8% higher in annual terms. Following the weaker than expected inventory
outcome yesterday, there was a real risk Australia could have recorded the first negative
quarter of activity since the March quarter of 2011 (excluding the COVID period). Today’s trade
and public spending data more than offset this risk.

e  While the aggregate number is likely to hold up when the ABS publishes the national accounts
tomorrow, the makeup is likely to show that the household sector is doing it tough and per
capita measures are likely to show considerable weakness.

Imports and Exports Gross Domestic Product (GDP)
Volumes Quarterly % Change

AUD, billion AUD, billion % %

1501 —Exports —Imports 7150 4r 14

mTrade balance

w
T

125+ 1125

N
T

N

100 1100

o

751 175

_.I.II.-...._ |III .Ill-- 1o

50| 150 2f 2

3+ 1-3

ol ,

6 1-6

25 T 25 7 : : : : : : 7
00 02 04 06 08 10 12 14 16 18 20 22 24 17 18 19 20 21 22 23

Sources: ABS; Macrobond Sources: ABS, Macrobond



Data Snapshot — Tuesday, 5 September 2023

The value of Australia’s trade balance declined to $31.4 billion in the June quarter, down from
$39.4 billion in the March quarter.

This declined was driven by a massive 7.9% fall in our terms of trade (ratio of export to import
prices) — the largest fall since the June quarter 2009.

The volume of our net exports (trade balance adjusted for price changes) increased over the
quarter. This looks at the volume of goods and services traded over the quarter, which is what
matters for economic activity. Services exports and imports have rebounded to around 94% and
79% of pre-COVID levels, respectively.

The volume of Australia’s net exports increased by $4.5 billion in the June quarter. Based on this,
net exports are expected to contribute 0.8 percentage points to economic growth in the June
quarter.
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Export and Import Volumes

Export volumes increased by 4.3% over the June quarter. This was driven by a 12.1% increase in
service exports where we saw travel exports increase by 18.5% over the quarter.

The strong outcome reflects the continued recovery in education and personal travel since the re-
opening of Australia’s international borders. The number of international students in Australia was
above pre COVID-19 levels for the first time since the beginning of the pandemic.

The exports of goods also increased by 2.5% over the quarter. This was mainly driven by a 2.4%
increase in resources exports from the mining sector.

Import volumes increased by 0.7% over the June quarter. This was driven by a 4.7% increase in the
imports of services on the back of a 11.2% increase in travel imports.

The imports of goods declined by 0.2% over the quarter. When it comes to the sub-categories of
goods, only the import of intermediate goods increased by 3.0% over the quarter, driven by
industrial supplies and fuel.

Imports of consumption goods declined by 1.1% over the quarter reflecting the slowdown in
demand. We saw declines in imports of household electrical items, toys, and textiles, clothing &
footwear. Non-industrial transport equipment (vehicles) increased by 0.8% over the quarter,
following three consecutive quarterly growth rates of more than 10%. Surprisingly, the imports of
capital goods declined by 3.3% over the quarter due to large falls in telecommunication items,
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automated data processing (ADP) equipment, and machinery & equipment.
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Terms of Trade

The terms of trade, which is a ratio of export prices to import prices, declined by a massive 7.9% —
the largest fall since the June quarter 2009. An increasing term of trade has given Australia an
income boost because the things we produce have a attracted a higher price. Over the June
guarter, this went in reverse. The price of our exports fell on average by a large 8.2%, while the
price of our imports also declined by 0.2%.

Weakness in export prices was driven by falls in commodity prices (down 9.2%) as prices for
energy commodities like coal and LNG continued to fall from the highs seen in 2022.

It is also important to consider the performance of the Australian dollar over the quarter as this
has an impact on trade prices. A weaker currency makes our exports more competitive on the
global market but increases the cost of our imports. The Aussie dollar depreciated by 2.3% against
the US dollar over the June quarter and by 0.9% on a trade-weighted basis.
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Government Finance Statistics

New public sector demand grew 1.3% in the June quarter. Public consumption expanded 0.4% in
the quarter, driven by an increase in national non-defence spending, which rose 1.9% in the
quarter and state and local consumption (0.9%).

New public investment grew by a very solid 5.6% in the quarter. Investment is being supported by
a large pipeline of infrastructure projects. This pipeline has contributed to strong growth in public
investment and is expected to support GDP growth.

New public sector demand is to contribute 0.5 percentage points to GDP growth in the June
guarter, once accounting for public inventories.

GDP Preview

Putting these together, our central forecast is that the economy grew by 0.4% over the June
quarter to be 1.8% higher in annual terms. Following the weaker than expected inventory
outcome yesterday, there was a real risk Australia could have recorded the first negative quarter
of activity since the March quarter of 2011 (excluding the COVID period). Today’s trade and public
spending data more than offset this risk.

While the aggregate number is likely to hold up when the ABS publishes the national accounts
tomorrow, the makeup is likely to show that they household sector is doing it tough and per capita
measures are likely to show considerable weakness.

Selected Expenditure ltems on GDP Contribution to GDP (ppt)
March quarter June quarter*
Household Consumption 0.1 0.0
Dwelling Investment -0.1 0.0
New Business Investment 0.3 0.2
Public demand 0.2 0.5
Inventories 0.0 -1.0
Net Exports -0.2 0.8
GDP 0.2 0.4

*March quarter actual and June quarter is expected.
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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 Bank of Melbourne has a contract to supply
Information, the supply of the Information is made under that contract and Bank of Melbourne’s agreed terms of supply apply. Bank of Melbourne
does not represent or guarantee that the Information is accurate or free from errors or omissions and Bank of Melbourne disclaims any duty of care in
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