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LEARNING OBJECTIVES OF CHAPTER 5

The main goals of this chapter are to:

1. Examine the changes in Australia’ position in the world economy, in terms of size and income per capita.

2. Outline the main changes in Australia’s geographic distribution of exports and imports and identify the main reasons for those changes

3. Analyse the role of foreign direct investment in Australia’s economy.

4. Identify’s Australia’s major international companies and compare their performance to that of other major companies overseas.

LECTURE OUTLINE FOR CHAPTER 5

A. INTRODUCTION

For a country like Australia, with a relatively small open economy, international business provides a vital connection to the global economy. Trade, investment and production are interrelated. 

B. AUSTRALIA'S POSITION IN WORLD PRODUCTION AND INCOME

1. Australia is a big land (5.8% of the world’s surface area), with 19 million people (approximately 0.32% of the world’s population) and the world’s 14th largest economy (1.3% of the world’s GDP).

2. Australia’s ranking in terms of income per capita has declined over 1980-2000 has declined from 9th in 1980 to 27th in 2000(World Bank Atlas method).

3. Reasons for this decline can be found in the adverse international prices and demand trends for commodity producers such as Australia. The proliferation of ‘tax haven’ economies such as Lichtenstein, Bermuda, Cayman Islands, San Marino, and Monaco which have artificially high incomes per capita is another possible reason for this decline.

C. AUSTRALIA’S POSITION IN INTERNATIONAL TRADE

1. Australia’s trade performance appears to be below average compared to major competitors in the developed and developing world. The growth rate of exports of goods and services among other industrial economies is quite high(5.8 % p.a. over 1965-1999), but Australia has a relatively modest level of exports of goods and services as a percentage of GDP(19%) and share of manufactures in merchandise exports(under 27% in 1999)

2. 
Australia’s merchandise trade product composition has steadily improved but it is still dominated by primary products on the export side and by manufactures (especially machinery and transport equipment) on the imports side.

3. The geographic changes in Australia’s exports included a shift from Europe to Asia since the early 1970s, one of the reasons being the EU’s protectionist policy in the farm sector. The East Asian crisis has caused a temporary diversion of exports from East Asia to North America and Europe, but East Asia looks a long-term reliable trade partner in the future. Japan’s share as Australia’s leading export market is in decline. Australia’s other leading export markets in recent years have been the US, South. Korea, New Zealand, and China.

4. Hirschman’s concentration index for Australia’s exports has decreased from 0.333 in 1974 to 0.266 which shows that Australian exports have diversified geographically with 222 export markets in 1999.

5. Australia’s intra-industry trade index has increased from 42.4 % in 1991 to 47% in 2000 which indicates that it represents a growing proportion of Australia’s total trade. The T index is still much lower than in other industrialized countries, reflecting in the main a slower industrialisation of exports.

6. Australian exports of services are dominated by travel services, while imports of services are equally shared between transportation, travel and other services. This Australian feature is different from the composition of world services trade where Other services are the largest and fastest growing sector.

D. AUSTRALIA’S POSITION IN INTERNATIONAL INVESTMENT


1. Although Australia is still a net recipient of FDI flows in all three major economic sectors, it appears that FDI outflows tend to outpace FDI inflows.

2. The major host countries for Australian FDI are the US, UK and New Zealand.

3. Consistent with global trends, the share of manufacturing in Australia’s FDI abroad has declined after 1981.

4. Foreign Investment in Australia has played a positive role in Australia’s economic growth and development. In the late 1990s there were approximately 2539 foreign affiliates located in Australia.
5. The leading foreign investors in Australia have traditionally been the US, the UK, and Japan. In sectoral terms, the share of manufacturing in FDI in Australia has steadily being declining, which may be also the result of deregulation in Australia’s economy.

6. Australia’s based TNCs tend to be concentrated in firms in non-traded industries and protected traded industries (mainly in mining). The growth of FDI in services was due largely to FDI in finance, property and business industry.
E. INTERNATIONAL COMPANIES IN AUSTRALIA

1. Australia’s top international companies tend to be relatively small by international standards in terms of revenues and foreign assets, but also tend to have above average returns.

2. Australian companies are increasingly involved in Mergers & Acquisitions deals, especially offshore.

PRACTICE ACTIVITIES

True-False Questions 

	1. In 1999 Australia was the 15th largest economy in the world and the 4th largest economy in Asia-Pacific.
	       T / F 

	2. Over the last 3 decades Australia’s share of world exports has declined, which is similar to the changes in its share of exports in GDP.
	       T / F

	3. Over the last 3 decades Australia’s exports have recorded a shift from Western Europe to Japan and other East Asian economies.
	       T / F

	4. Middle East has become in the late 1990s the most important export market for Australian automotive products.
	       T / F

	5.Hirschman’s concentration index for Australia’s exports over the last 25 years shows a steady decrease which indicates a decline in Australia’s number of export markets
	       T / F

	6. Australia has traditionally recorded a deficit in the services trade, especially due the transportation (shipping) sector.
	       T / F

	7. Australia’s intra-industry trade as a share of Australia’s total trade has registered an upward trend over the 1990s, but was still lower than 50 per cent. 
	       T / F

	8. The European Union is the largest supplier of services to Australia.
	       T / F

	9.The top 3 partners in both Australia’s FDI outflows and inflows are the UK, the US and New Zealand
	       T / F

	10. Over the recent decades Australia has experienced a shift from ‘intra-industry trade’ to ‘inter-industry trade’.
	       T / F

	11. Travel services are the largest component in both Australia's exports 

and imports of services.
	T / F

	12. Portfolio investment has a more important benefit to the Australian economy than FDI invested in Australia.
	T / F


Multiple Choice

1.
In recent years Australia's leading regional export market has been

a. 
North America

b. 
The European Union

c. 
North-East Asia

d. 
South-East Asia

2. In relation to Australia’s top international companies, which statement is NOT correct?

a.
In 2000 Australia had 7 global corporations on Fortune’s top 500 list

b.
In terms of worldwide revenues, all 7 Australian companies are under Fortune 500 median.

c.
However, 5 out of the 7 Australian companies were above the ‘500 median’ in terms of profits as a percentage of revenues.

d.
The list of the leading Australian global corporations on the Fortune 500 has not changed since 1991.

3.
Examining Australia's inward FDI stock and outward FDI stock in the late 1990s, which statement is correct?
a.
Australia's main market for outward FDI stock is ASEAN

b.
Japan is the largest direct investor in Australia

c.
UK is ranking higher as an investor in Australia, than as a market for Australian investment

d.
UK and US represent jointly both Australia’s largest investment source and market for Australian investment.
4.
Assuming all other factors remain the same, what development below is likely to improve Australia’s terms of trade?
a. The US and EU increase their export subsidies for farm products

b. A fuel shortage increases the price of manufactured goods world -wide.

c. Australian export prices increase but not as fast as import prices.

d. A drought in North America's grain growing areas.

5. 
In recent years, Australia's share of world merchandise exports has varied between

a. 5-10 %

b. 3-5 %

c. 0.5-1.0%

d. 1.0-1.5 %

SOLUTIONS TO PRACTICE ACTIVITIES
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T
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F
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