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Trade Balance

Commodity Prices Drive Improvement

Australia’s trade deficit narrowed to $2.4bn in July, after briefly jumping to $3.3bn in June.
While the deficit remains sizeable, it remains well down on the $3bn plus monthly deficits over
late 2015 and early 2016.

Exports rose 2.8% in July as rising commodity prices continued to give export values a boost. A
further increase in August will likely give values more support. In addition, increased productive
capacity in iron ore, LNG and coal is helping volumes.

Imports declined 0.4% in July, following two consecutive months of strong gains. A large drop in
imports of consumer goods suggests that the chances of an uptick in household spending in
coming months have been dampened.

Overall, today’s data provides a continuation of recent trends — weakness in imports largely
reflecting the ongoing drag from declining mining investment and the uneven recovery in
consumer spending and non-mining investment. We expect exports will continue to underpin
economic growth over the coming year after a softer increase in the June quarter.
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Australia’s trade deficit narrowed to $2.4bn in July, after briefly jumping to $3.3bn in June. The
improvement in July was a result of a 2.8% increase in exports and a 0.4% drop in imports. While the
deficit remains sizeable, it remains well down on the $3bn plus monthly deficits over late 2015 and
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early 2016.

- Exports

Within resources, exports of coal, coke & briquettes (1.0%), other mineral fuels (2.9%) which include
LNG, and non-monetary gold (61.9%) drove the increase for the month. There were however, declines
in metal ores & minerals (4.7%) and metals (-11.1%).

Rising commaodity prices continued to give export values a boost. Commaodity prices based on the RBA
measure rose 2.6% in July. A further increase in August will likely give values more support. In
addition, the growth in production capacity, particularly in LNG, is starting to become evident in
economic data.

Among other exports, rural goods rose 1.2% in July, and services rose 0.1%. Service exports have not
grown over the past two months, while annual growth slowed to 3.3%, the slowest in over 3% years.
The appreciation in the Australian dollar over the past year may be starting to limit growth in services,
although the AUD remains well below its 2013 peak.

Imports

The decline in imports followed two consecutive months of strong gains. There was a disappointing
drop of 6.0% in the imports of consumption goods, which partially retraced a 7.4% increase in June.
After relatively subdued growth in consumer spending in the June quarter, chances of an uptick in in
coming months has been dampened.

Imports of capital goods lifted 1.5%, the third consecutive monthly gain. The jump was boosted by the
lumpy aircraft category (up 111%), although the gains in capital goods (not elsewhere specified)
(12.7%) could suggest stronger business spending in coming months. Machinery & industrial
equipment imports weakened 6.6%, which points to further weakness in capex spending.

Implications and Outlook

Overall, today’s data provides a continuation of recent trends — weakness in imports largely reflecting
the ongoing drag from declining mining investment and the uneven recovery in consumer spending
and non-mining investment.

On the bright side, the rebound in commaodity prices is continuing to have a positive impact. While we
question whether prices will continue to rally further, this should support export values in August. In
addition, the increase in productive capacity, particularly for iron ore, LNG and coal are boosting
volumes. Exports should continue to contribute favourably to economic growth over the coming year.

Janu Chan, Senior Economist
Ph: 02-8253-0898
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The Detail

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 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
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 Bank of Melbourne products and details are available. Bank of Melbourne 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. Bank of
Melbourne owns copyright in the information unless otherwise indicated. The Information should not be reproduced, distributed, linked or
transmitted-without-the-written-consent-of Bank-of-Metbourne:
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