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Trends in the Value and Composition of Australia’s Financial Flows

Investment flows into and out of Australia increased dramatically after the deregulation of financial 

markets and the floating of the Australian dollar in 1983. International investment has two dimensions: 

foreign investment in Australia and Australian investment abroad.  Foreign investment in Australia 

refers to the stock of foreign liabilities (debt and equity borrowings) owed by Australian residents to non 

residents.  The level of foreign investment in Australia increased during the 1980s, 1990s and 2000s.  

From a total of $325,980m in 1991-92 it had grown to $3,237,904m by 2016-17 (see Table 4.5).  

According to the ABS, foreign investment in Australia can take four forms:

1.  Direct investment is a category of international investment that reflects the objective of obtaining 

a lasting interest by a resident in one economy, in an enterprise in another economy.  It implies 

a significant degree of influence by the foreign investor over the management of the enterprise.  

According to the ABS, a direct investment relationship is generally deemed to be established when 

a direct investor, who is a resident in one economy, holds 10% or more of the ordinary shares or 

voting stock of an enterprise in another economy.

2.  Portfolio investment refers to investment in equity securities (such as shares, options and rights) 

and debt securities (other than direct investment and includes bonds and notes).

3.  Other foreign investment includes trade credits, loans, currency and deposits.

4.  Financial derivatives include currency swaps, options and other derivative products.

TRENDS IN AUSTRALIA’S TRADE PATTERN

1. What features characterise international trade and financial flows? 

2. Discuss the factors that led to greater internationalisation of the Australian economy in the 1980s, 

1990s and 2000s.3. Refer to Tables 4.1 and 4.2 and the text and discuss trends in the value of Australia’s exports and 

imports of goods and services in 2016-17.

4. Refer to Figure 4.1 and the text and discuss the composition of Australia’s exports of goods and 

services in 2016-17.5. Refer to Figure 4.2 and discuss the composition of Australia’s imports of goods and services in 

2016-17.
6. Refer to Tables 4.3 and 4.4 and the text and discuss Australia’s major export markets and 

sources of imports in 2016-17.
7. Refer to Figures 4.3 and 4.4 and the text and discuss Australia’s major export markets and 

sources of imports by region or major country in 2016-17.

8. Define the following terms and add them to a glossary:

 REVIEW QUESTIONS

capital goodscommodity exports
composition of trade

consumer goodsdirection of tradeexports

financial flowsgoods exports importsintermediate goods
internationalisation

manufactured exports

merchandise trade
pattern of tradeservice exportstrade flowstrade intensity trade liberalisation

Review Questions
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Figure 4.1: Sectoral Composition of Australia’s Exports of Goods and Services 2016-17

Source: ABS (2017), Balance of Payments and International Investment Position, Catalogue 5302.0, June. Tables 6-9

Services 20.1%
Manufacturing 18.2%

Mining 49%
Rural 12.7%

Figure 4.2: Major Categories of Australian Imports of Goods and Services 2016-17

Source: ABS (2017), Balance of Payments and International Investment Position, Catalogue 5302.0, June. Tables 6-9

Services 21.3%
Capital Goods 19.3%

Intermediate Goods 31.9%Consumption Goods 27.5%

Another feature of Australia’s trade is the strong recovery in service exports between 2012 and 2017, 

shown in Table 4.2.  In 2016-17 Australia exported services worth $73,462m, an increase of $5,540m 

or 8.2%, from 2015-16.  Service exports grew between 2012-13 and 2016-17 due to stronger global 

growth and the impact of a lower exchange rate increasing competitiveness. Service exports include 

freight, transport, travel, tourism, education, communications, finance, business and insurance.  Imports 

of services fell from -$76,993m in 2015-16 to -$75,116m in 2016-17 as the lower exchange rate made 

imports more expensive.  Service imports include freight, travel, tourism, education, communications, 

transport and business.  The net services deficit fell substantially from -$9,071m in 2015-16 to -$1,654m 

in 2016-17 as service exports grew by 8.2%, and service imports fell by -2.4%.

The total value of exports of goods and services in 2016-17 was $365,471m, consisting of $292,009m 

of goods and $73,462m of services. The composition of Australia’s exports of goods and services in 

2016-17 is shown in Figure 4.1.  Rural exports were 12.7% of the total, with mining’s share a massive 

49%, manufacturing’s share at 18.2%, and the services share at 20.1% of the total.

Australia imports consumption (e.g. food, beverages, clothing, footwear and cars), capital (e.g. machinery, 

industrial and transport equipment and computers) and intermediate goods (e.g. parts, fuels, chemicals, 

textiles, plastics and paper) used in the production of other goods.  The total value of imports of goods 

and services was -$353,306m in 2016-17 (-$278,190m of goods and -$75,116m of services).  The 

composition of Australia’s imports of goods and services in 2016-17 is shown in Figure 4.2.  Consumer 

goods were 27.5% of the total, with intermediate goods at 31.9%, capital goods at 19.3% and services 

at 21.3%.  Australia recorded a surplus in goods and services of -$12,165m in 2015-16.
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Structural Change in the Australian Economy

Structural change refers to changes in the economy’s structure of production, employment and level of 

technological progress as economic development takes place.  Structural change is linked to changes in 

the allocation of resources between primary (agriculture and mining), secondary and tertiary industries.  

As Australia’s primary and secondary sectors have become more efficient and capital intensive, resources 

including labour have been released into the services sector, which has grown to provide more specialised 

services and employment in the economy.  The industry shares of production, employment and exports 

accounted for by the agricultural, mining, manufacturing and service sectors changed between the 1980s 

and 2000s according to the data in Table 4.15.  Between the 1980s and 2000s, the relative share of 

agriculture to GDP fell from 6% to 3%, employment from 6% to 4%, and exports from 33% to 18%.  

Much of this decline was due to the impact of drought in the 2000s.  Rural production, employment and 

exports have recovered in recent years as normal seasonal conditions were experienced in the farm sector.  

Mining’s share of GDP, (from 6% to 7%) and exports (from 38% to 42%) have risen substantially 

in recent years due to the impact of the global resources boom on production and export volumes. 

Manufacturing’s share of GDP fell from 19% in the 1980s to 12% in the 2000s and employment 

from 17% to 11%.  However manufacturing’s share of exports rose from 10% to 17% during this 

time. Between the 1980s and 2000s the services sector expanded its share of GDP from 70% to 78%, 

employment from 75% to 84%, and exports from 18% in the 1980s to 23% in the 2000s.

Structural change has important implications for Australia’s balance of payments outcome as 

a more efficient allocation of domestic resources (such as labour and capital) and the use of 

the latest technology can assist in the diversification of Australia’s export base, and a rise in 

the competitiveness of export industries.  Australia’s export base has been broadened through 

increased exports of manufactured goods (i.e. simply transformed manufactured goods or STMs 

and elaborately transformed manufactured goods or ETMs) and services such as education 

and tourism.  Manufactured exports and service exports now account for about 40% of total  

exports of goods and services.  Mining exports increased between 2003 and 2012 due to the global 

resources boom, largely offsetting the decline in agricultural exports due to the impact of drought.

The major structural change in the Australian economy between 2003 and 2010 was the impact of the 

global resources boom, which led to rising commodity prices for mining exports and a higher terms 

of trade.  This helped to increase the value and volume of mineral exports in the balance of payments.  

More labour and capital resources were allocated to the resource rich states of Western Australia and 

Queensland, and the mining sector’s share of GDP, employment and exports rose. However the 

higher terms of trade also led to an appreciating exchange rate which reduced the competitiveness of 

manufactured and service exports in 2008-09 and 2010-11. After the mining investment boom ended 

in 2012 the economy began the slow transition to non mining sources of economic growth.  This led to 

more resources being allocated to services production and a contraction in mining investment.

Table 4.15: Industry Shares of Australian GDP, Employment and Exports

Industry 
% of Gross Domestic 

% of Total 
% of Exports 

Sector 
Product (GDP) 

Employment 
of Goods and Services

 
1980s  2000s 

1980s 2000s 
1980s 2000s  

 Agriculture 
6.0 3.0         6.0 

4.0 
  33.0 18.0

 Mining 
    6.0     7.0 

1.0    1.0 
  38.0   42.0

 Manufacturing   19.0   12.0 
 17.0   11.0 

  10.0   17.0

 Services 
   70.0   78.0 

  75.0   84.0 
  18.0   23.0

 Total 
100.0 100.0 

100.0 100.0 
100.0 100.0

Source: Reserve Bank of Australia (2010), Bulletin, September Quarter. NB: Figures are rounded and do not total

Economic Analysis
Clear Graphs and Tables

Australia is very integrated with the global economy and has very strong trade links with the Asian 

region. These include links with major trading partners such as China, Japan, the NIEs and ASEAN 

countries. Australia is a large exporter of commodities and services such as tourism to this region.

Australia’s trade intensity (i.e. exports and imports as a percentage of GDP) has risen over time with 

exports and imports each accounting for 21% of GDP in 2016-17.  This is a result of reductions in 

domestic protection, increased industry competitiveness and greater market access for Australian 

exports through the Australian government’s negotiation of various bilateral (e.g. Korea, Japan and 

China), regional (e.g. APEC and the TPP) and multilateral trade agreements (e.g. the WTO).

ECONOMIC ISSUES

•	 Assess the impact of recent changes in the global economy on Australia’s trade and financial flows;

•	 Examine	the	effects	of	changes	in	trade	and	financial	flows	on	Australia’s	economic	

performance;

•	 Analyse	the	effects	of	changes	in	the	value	of	the	Australian	dollar	on	the	Australian	economy;

•	 Discuss	the	impact	of	free	trade	and	protection	policies	on	the	quality	of	life	in	Australia;	and

•	 Propose	likely	changes	to	the	structure	of	industry	within	Australia	as	a	result	of	current	trends	

in the global economy.

AUSTRALIA’S 

PLACE IN 

THE GLOBAL 

ECONOMY

TOPIC FOCUS

 ECONOMIC SKILLS

•	 Calculate	the	main	components	of	Australia’s	balance	of	payments;

•	 Analyse	the	relationship	between	the	balance	of	the	capital	and	financial	account	and	the	

net income balance;

•	 Explain	the	relationship	between	the	current	account	balance	and	the	balance	of	the	capital	

and financial account;

•	 Use	supply	and	demand	diagrams	to	explain	how	the	value	of	a	currency	is	determined	

under different exchange rate systems; and 

•	 	Analyse	the	impact	of	changes	in	the	components	of	the	balance	of	payments	on	the	value	of	

the Australian dollar.

This topic focuses on an examination of Australia’s place in the global economy and the effect of 

changes in the global economy on Australia’s economic performance.  Students should learn to 

examine the following economic issu
es and apply the following economic skill

s in Topic 2 of the 

HSC course:
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