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1. Introduction

The Australian Trade Commission (Austrade) is established by the Australian Trade
Commission Act. 1t is a prescribed agency subject to the Financial Management and
Accountability Act 1997 and the Public Service Act 1999 and is part of the Foreign
Affairs and Trade portfolio. Austrade is responsible to the Minister for Trade.

This submission seeks to assist the Committee’s consideration of some of the trade
and investment issues outlined in its terms of reference for this inquiry, including
existing trade and investment relations, likely future trends, and the role Austrade
plays in assisting Australian companies maximise opportunities in these regions.

During the preparation of this submission the financial crisis erupted across the globe
and as yet it is unclear what the ultimate impact will be on regional export markets
and the domestic economy.

2. Austrade’s role

Austrade is the Australian Government’s trade and investment development agency
assisting Australian businesses contribute to national prosperity by succeeding in
trade and investment, internationally, and promoting and supporting productive
foreign investment into Australia.

Austrade exists to provide a range of practical assistance measures, both in Australia
and in key export markets around the world, to help Australian companies develop
their export capabilities and find opportunities overseas, and to promote investment
opportunities within Australia throughout the world.

Austrade

e delivers services that assist Australian businesses initiate, sustain and grow trade
and outward investment;

e promotes Australia as an inward investment destination and, with the States and
Territories, supports the inflow of productive foreign direct investment;

e administers the Export Market Development Grants (EMDG) scheme;

e undertakes initiatives designed to improve community awareness of, and
commitment to, international trade and investment;

e provides advice to the Australian Government on its trade and investment
development activities; and

e delivers consular, passport and other Government services in designated overseas
locations.

Austrade operates through a global network of offices, with representatives overseas
in over 110 locations in more than 60 countries. Across Australia, Austrade operates
18 offices and a network of 50 Trade Start offices including eight Export Hubs, in
partnership with public and private sector ally organisations.

3. Austrade’s presence in these regions

Austrade’s regional presence in Asia, the Pacific and Latin America is separated into
the following regions:



e Americas (covering Canada, the United States and Latin America) managed by
Regional Director, Grame Barty, based in Los Angeles;

e North East Asia (covering China, Japan, Korea, Hong Kong and Taiwan)
managed by Regional Director, Laurie Smith, based in Shanghai; and

e South East Asia, South Asia and the Pacific (covering ASEAN, the Indian
subcontinent, New Zealand and the Pacific) managed by Regional Director, David
Twine, based in Singapore.

Maps showing Austrade’s presence in these regions are provided in Appendix A.
Latin America

Austrade’s Latin America Sub-Region is managed by the Senior Trade Commissioner
in Santiago. Austrade operates from seven locations in Latin America: Mexico City
(Mexico, Central America and the Caribbean); Lima (Andean Region including Peru,
Ecuador, Colombia, Venezuela and Bolivia); Bogota (Colombia); Santiago (Chile and
Bolivia); Buenos Aires (Argentina, Uruguay and Paraguay); Sao Paolo and Belo
Horizonte (Brazil).

Table 1: Austrade staffing across Latin America

Location A-based Staff Locally Engaged Staff | Totals
Mexico City
Lima

Bogota
Santiago
Buenos Aires
Sao Paulo 1
Belo Horizonte -
Totals 4
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North East Asia

Austrade has a network of 23 offices throughout North East Asia (NEA), in the
markets of Japan, Korea, China, Hong Kong, Macau and ,Taiwanl. There are 13

- offices in mainland China, five offices in Japan, two in Taiwan, and one each in South
Korea, Hong Kong and Macau. With the exception of Tokyo, all Austrade posts in
Japan also have consular responsibilities.

Table 2: Austrade staffing across North East Asia®

Location A-based Staff Overseas Engaged Subtotal
Staff

China 11 69 80
Hong Kong & Macau 1 11 12
Taiwan 2 14 16
Japan 6 39 45
Republic of Korea 3 12 15
Total NEA region 23 145 168

NEA also has coverage of Mongolia and the DPRK (North Korea). At present,
Australian companies active or interested in these markets are supported by
Austrade’s Beijing office.’

In response to increasing demand from Australian companies, the China network has
expanded considerably in the past decade. Since 2005, it has encompassed 13 offices

! Australian Business Centres in Taiwan
? Figures correct as of 30 June 2008 and include support staff.
3 From 1 November this support will move to Austrade’s Seoul office.



across mainland China plus two more in Hong Kong and Macau. The four major hub
posts of Beijing, Shanghai, Guangzhou and Hong Kong are managed by A-based
staff. A further 11 ‘sub-posts’, which do not have consular status, are staffed by
between one to three overseas-engaged employees with strong knowledge of local
opportunities and business networks.

ASEAN

Austrade operates from eight locations in seven countries across South East Asia
(Bangkok, Hanoi, Ho Chi Minh City, Jakarta, Kuala Lumpur, Brunei, Manila and
Singapore) plus representation by a local agent in Cambodia and Laos. Austrade does
not have representation in Burma.

The ASEAN region is separated in ASEAN North, managed by the Senior Trade
Commissioner Bangkok, and ASEAN South, managed by the Senior Trade
Commissioner Jakarta. Most posts are managed by one Senior Trade Commissioner,
in some cases assisted by one or two Trade Commissioners.

Since 1 July 2008 Austrade has reorganised the ASEAN region into regional industry
teams. In addition to their local Post accountabilities, each Senior Trade
Commissioner and Trade Commissioner in the ASEAN region now leads a regional
industry team. These teams, which complement the industry coverage of Austrade in
Australia, covering about 97 per cent of Australian industry, increase opportunities for
clients to migrate across the region after success in one market. The teams cover the
following industry sectors:

Agribusiness and Consumer

Automotive and Advanced Manufacturing
Clean Energy and Environment

Creative Industries

Education and Business Services
Financial Services

Food and Beverage

Health, Biotechnology and Wellbeing
ICT

Infrastructure and Mining

Table 3: Austrade staffing across ASEAN

Location A-based staff Overseas Engaged Staff | Subtotal

Bangkok 2 177 19
Hanoi 0° 5° 5
Ho Chi Minh City 1 7 8
Jakarta 3 17 20
Kuala Lumpur 2 14 16
Brunei 0 1 1
Manila 1 11 12
Singapore 2 16" 18
Totals 11 88 99

*includes 2 vacancies

’ A-based position vacant

Sincludes 1 vacancy

"includes 2 Investment staff and excludes RD 2 office support



South Asia

Austrade’s South Asia region is managed by the Senior Trade Commissioner in New
Delhi. A further two Trade Commissioners are based in New Delhi, and one in each
of Mumbai and Chennai, who both also operate as Australian Consuls-General.

Overall, Austrade operates from seven locations across India (New Delhi, Mumbai,
Chennai, Bangalore, Kolkata, Chandigarh and Hyderabad) and is represented in
Pakistan (Islamabad, Karachi and Lahore), Bangladesh (Dhaka) and Sri Lanka
(Colombo).

The Austrade South Asia network is similarly organised into an industry team matrix
across all posts in the sub-region. The five industry teams are:

Infrastructure and Major Projects
Services

Agribusiness / Food & Beverages
Advanced Manufacturing and Technology
Emerging Sectors

Table 4: Austrade staffing across South Asia

Location A-based Locally Engaged Staff Subtotal
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Pacific

Austrade’s Pacific Region is managed by the Senior Trade Commissioner in
Auckland, who is also the General Manager, Pacific Markets and Consul-General,
Auckland. In addition, Austrade operates from three locations in the Pacific: Port
Moresby in Papua New Guinea, Suva in Fiji and Noumea in New Caledonia.

Table 5: Austrade staffing across the Pacific

Location A-based Staff Locally Engaged Staff Subtotal

Port Moresby 1 4 5
Suva 1 3 4
Noumea - 1 1
Totals 2 8 10

8includes 1 vacant Investment position
® includes 2 CoE positions



4. Trends and opportunities
Latin America

Australian trade with Latin America is growing at a rapid rate, although remains
modest in comparison with our major trading partners.

e Australian merchandise exports to the whole of Latin America are roughly on
par with countries such as Malaysia, South Africa, Canada and Italy, around
A$2-3 billion in 2007.

e Australian services exports to Latin America were estimated at A§906 million
in 2007.

e Reported Australian investment in Latin America (not including the
Caribbean) as at 30 July 2008 was $4.255 billion, although a very large
amount of investment in the region is confidential and therefore not included
in this figure.

e Australia’s top three trading partners in the region (2007-08 preliminary
figures) are Brazil (total trade of $1.91 billion); Mexico ($1.78 billion); and
Chile ($764 million).'® Coal was Australia's stand-out export to each of these
countries. Australia imported mostly end-products such as vehicles,
computers, engines and telecommunications equipment.

e Austrade was credited by Australian businesses with directly assisting $1.485
billion worth of sales and investment in Latin America during 2007-08.

With a population of over 500 million and a combined GDP of almost A$4.0 trillion,
Latin America has the potential to be a much larger trading partner with Australia.

In the past decade Australia has diversified its business in the region not only into the
export of mining-related services but also into agribusiness, wine-related
technologies, consumer goods, professional services and food and beverage exports.

80% of Australian success in Latin America is over five broad sectors

Mining (technology and services);

Agribusiness (products, genetics, live animals);

Services (education, consulting, franchising and tourism);
Food and beverage (specialised, wine and beer); and

ICT (communications, software).

Major additional areas of commercial return continue to grow including:

¢ Renewable energy (hydro — mini, wind); and
e Coal (Mexico, Chile, Brazil)

The growth in Australian trade with Latin America is occurring against a backdrop of
significant change in the regional economic dynamics of the Americas. The major
economies of Latin America are experiencing an economic “de-coupling” from
dependence on US economic fortunes.

Like Australia, Brazil, Canada, Chile, Peru, Argentina and now Colombia are net
beneficiaries of the current energy and environmental crisis through increased, high
value per unit resource, energy and agricultural commodity exporting. Brazil

' The export values for iron ore and coal for the preliminary 2007-08 composition of merchandise
trade tables does not yet include the value of the recent contract price rises for iron ore and coal
announced in 2008.



especially, as a BRIC country, now has the potential to reach unprecedented levels of
GDP and per capita wealth as a global food bowl and net exporter of energy,
including flex-fuel and other resources.

If environmental conditions deteriorate further in Australia we may envisage that
Australian companies will re-structure their commodity production through outwards
investment by either:

e In-market investment of agricultural production or mining to regional markets
such as in Argentina, Brazil, Chile or Peru to secure existing Australian
originated contracts for re-export, or

e Investing in new originating ‘global food security commodity producing’
countries in this region such as Brazil and Argentina, where water, energy and
arable land is in abundance. Examples of Australian investment of this type
include Boundary Bend olive oil production in the region, Lindemans Wine
production in Chile and Timbercorp investment in Argentina for forest
plantations.

We are also witnessing an increased interest in Australia within Latin America as a
potential springboard for growing business ties with Asia with good prospects for
inward investment and partnering opportunities developing.

Australian investment in Latin America facilitated by Austrade has grown 300% since
2007 with $450 million of investment in the past 12 months undertaken by 30
companies diversified across the region including:

e Argentina - Boart Longyear Pty Ltd. - Bought two Argentine drilling
companies in Mendoza- investment $11 million.

¢ Boundary Bend Estate Ltd - Invested in an olive oil property off shoring its
olive oil production into Latin America - investment $3 million.

e Peru - Newcrest Mining. Value $3.5 million.

e Peru - Orica Chemicals. Value $1.17 million. Chemicals plant north of Lima.

e Chile — Transfield Services — Acquired local 1,000 person engineering
services company — investment $20m.

e Mexico - Orica established a plant for manufacture of explosives in the North
valued at $8 million.

¢ Kings Minerals - exploration value $20 million.

e Brazil - Pacific Hydro $160 million investment in alternative energy
generation (wind power) at Millennium site in north east Brazil.

e DBrazil - Mundo Minerals $18 million investment in the Engenho gold mine in
Minas Gerais for gold production.

North East Asia
Client outcomes

In each of the past two financial years (06-07 & 07-08), Austrade’s NEA team has
provided services to 4452 and 3899 clients respectively. In total, the team assisted
over 6,600 export successes during this period.



Table 6: Clients serviced and export success in NEA

Clients serviced and export success

Financial Year 2006-07 2007-08
Clients Export Export Clients Export Export Value
serviced SUCCEss Vaiue (§m) | serviced success ($m)
China 2179 1127 1760 1636 1265 1000
Hong Kong & Macau 852 350 290 756 350 121
Taiwan 683 338 634 726 351 696
Japan 1360 1115 1050 1167 948 1150
Republic of Korea 538 365 1400 630 395 425
Mongolia 0 3 2 0 2 0.3
Total 4452 3298 5136 3899 3311 $3392

In this time, Austrade’s NEA posts also facilitated 67 Australian investment successes
into the region, more than two thirds of which related to China.

Table 7: Qutward investment Success in NEA

Outward Investment Success

Financial Year 2006-07 2007-08

Number of

successes Investment Value ($m) | Number of successes Investment Value (mil)
China 29 257 17 259
Hong Kong & Macau 3 0.3 3 0.5
Taiwan 3 900 2 4
Japan 0 - 5 14
Republic of Korea 2 45 3 2
Total 37 1202 30 279

Japan, China and Korea are Australia’s top three export markets. China has been the
fastest growing large market for Australia during the last decade, accounting for 14.9
per cent of goods exports in 2007-08 compared to 4.4 per cent ten years earlier in
1997-8 (Source: Austrade/DFAT). Nevertheless Japan remains our top market by a
considerable margin.

Commodities, including minerals, fuels, grains, wool and sugar, account for about
two-thirds of Australian exports to most large markets in North East Asia (Japan,
China, Taiwan and Korea). However Australia’s exports of manufactures and services
to these markets are also substantial and growing.

Table 8: Major markets for Australia in NEA

Exports of goods (rank 2007-08) Exports of services (rank 2006-07)
Japan 1 Japan 6

China 2 China 3

Korea 3 Korea 7
Taiwan 8 Taiwan 17
Hong Kong 14 Hong Kong 9

Source: DFAT / ABS

Japan has long been a major investor in Australia, as is Hong Kong. China has
rapidly emerged as a significant source of investment especially, but not only, in the

resource sector.




Table 9: Total investment in Australia from NEA markets

Inward Investment as 31 December 2007*
% of total foreign
“A$m Rank investment

Japan 57,520 3 3.5
Hong Kong 41,656 5 25
Republic of Korea 7,794 15 0.5
China 6,234 17 0.4
Taiwan 4,112 20 0.2

* Note that ABS does not provide investment figures for the Financial Year.

China is the most important destination for foreign direct investment (FDI) by
Australia in the region followed by Hong Kong. FDI in Japan was historically low
but has begun to rise in recent years. Japan and Hong Kong are the largest
destinations for portfolio investment from Australia and portfolio investment into
China is now permitted under its ‘Qualified Foreign Institutional Investor’ scheme
and is rising.

Table 10: Total Australian investment into NEA markets

Outward Investment as 31 December 2007*

% of total foreign

ASm Rank investment
Japan 35,140 6 3.6
Hong Kong 17,011 10 1.7
Republic of Korea 8,893 12 0.9
China 5,152 14 0.5
Taiwan 2,793 26 0.3

* Note that ABS does not provide investment figures for the Financial Year.
Key trends within North East Asia

Trade flows within the region are huge and are matched by very large intra-regional
investment flows. China is now the main growth driver of the region, overtaking the
US as the top export market for Japan in 2008 (as it already was for Korea, Hong
Kong and Taiwan).

Despite its recent slow growth, Japan has for several decades been a key source of
foreign investment across East Asia while Taiwan, Hong Kong, Japan and Korea all
rank in the top six sources of foreign investment in China.

In 2008 China’s export growth has slowed and increased infrastructure investment is
likely to be a key underpinning of sustained growth over the next few years.
Spending on environmental remediation, clean energy and health, education and the
social safety net will also continue to rise. Continued urbanisation and steadily rising
incomes continue to transform consumer purchasing patterns as China’s urban middle
class grows in size and sophistication and the Government is actively seeking to
stimulate consumer spending to further support domestic demand.

Japan has spent ten years focused on corporate restructuring and R&D with subdued
growth in consumer spending. But Japan is now poised for a renewed surge in
overseas investment following the recovery of its banking sector and strong corporate
profits among its leading internationally-oriented firms. The retirement of Japan’s
baby boomers — the ‘dankai generation’ — is also creating a huge new market. This
demographic accounts for the bulk of Japan’s US$14 trillion in household financial
assets, an amount equal to the entire household savings of the rest of Asia.

Korea, Taiwan and Hong Kong are also attractive high-income consumer markets.
Korea retains a strong industrial base, albeit somewhat squeezed between Japan and



China but most manufacturing in Taiwan has now migrated to mainland China (as
Hong Kong’s manufacturing did in the 1980s and early 1990s).

Hong Kong remains the key regional entrep6t but the nature of its role is changing.
While a smaller share of China’s physical trade is now routed through Hong Kong, it
is a valuable gateway to China (reinforced by preferential treatment under its Closer
Economic Partnership Agreement) and Hong Kong remains the pre-eminent regional
centre in financial and professional services and sourcing/ logistics.

Opportunities

The following table summarises in broad terms, areas of opportunity for Australian
companies in the markets of NEA. Naturally the size of the market opportunities and
the weight of priority can vary between markets.

Table 11: Opportunity sectors in NEA markets (Source: Austrade NEA assessment)

Agribusiness Japan, China, Korea, Taiwan
Fashion / non-food consumer Japan, China, Korea, Hong Kong
Automotive China, Korea
Marine China, Taiwan
Creative industries Japan, China, Korea, Hong Kong
Clean energy & environment Japan, China, Taiwan, Hong Kong
Education and training Japan, China, Korea, Taiwan, Hong Kong, Macau
Business services Japan, China, Korea, Taiwan, Hong Kong
Food Japan, China, Korea, Taiwan, Hong Kong, Macau
Wine Japan, China, Korea, Taiwan, Hong Kong, Macau
Financial services Japan, China, Korea, Taiwan, Hong Kong
Biotech and medical equipment Japan, Korea, Taiwan
Health and well-being Japan, China, Korea, Taiwan, Hong Kong
ICT Japan, Korea, Taiwan, Hong Kong
Building and construction . China, Hong Kong, Macau
Mining China, Mongolia
ASEAN

ASEAN has a population of over 570 million and a combined GDP of almost US$ 1
trillion. When viewed as a single market, ASEAN is Australia’s third largest export
destination behind Japan and China, with exports in 2007 running at around $18
billion. In terms of two-way trade, it is Australia’s number one trading partner at §55
billion, ahead of China and Japan. About half of Australia’s 30,000 plus exporters do
business in ASEAN markets. This figure is more than those exporting to the US,
China and Japan combined.

The economies of ASEAN are at a crucial stage of their development as they adjust to
progressive trade liberalisation and market opening, both within the region and
globally. ASEAN is no longer just an association of neighbouring countries, but is
progressively becoming an integrated market that possesses significant unrealised
potential and complementarities.

With the exception of Singapore, the market is not mature and provides room for
aggressive growth. The emergence of ASEAN as a perceived economic entity has
potential — both as a production base to penetrate regional and global supply chains,
and as a target market. Its low-cost structure — although not as low as that of China or
India — and 570 million consumers plus the closer geographic distance make ASEAN
an attractive alternative, or complementary, destination (to China and India) for
companies already embedded in the region or those seeking to enter it. In addition,
ASEAN member countries have agreed in principle to create an ASEAN Community
by 2015, creating a common and consistent trading environment.



Companies operating within ASEAN (buyers of Australian goods and services which,
in some cases are Australian companies already embedded in the markets) will have
increased appetite for goods and services, technology, partnerships, alliances and
investment from Australia. Large multinationals have even started building regional
production bases to service the ASEAN market.

With bilateral FTAs between member states and economies outside the region (e.g.:
Australia-Singapore; Australia-Thailand) and potentially pluri-lateral FTAs such as
ASEAN-Australia-NZ FTA, a rising number of companies are evolving the way they
engage with ASEAN, as an increasingly borderless market. It follows that Australian
companies that seek entry into, or migration and expansion within, the ASEAN
market will increasingly require a more holistic view of ASEAN with pan-ASEAN

- industry expertise and intelligence, and access to trusted relationship networks, and in
turn “regional marketing” approaches and integrated export-investment growth
strategies.

Austrade’s recent reorganisation of its ASEAN operations into regional industry
teams will ensure Austrade continues to add value to client needs in this changing
commercial environment and provides the kinds of strategies and tactics that work to
reduce the time, cost and risk in winning business in ASEAN. Key areas of
opportunity currently range across all industry sectors, with education services being
the stand out performer. In 2007 over 70,000 students from ASEAN countries studied
at Australian educational institutions.

Table 12: Outcomes achieved in the ASEAN region by Austrade

Total number of Export Impact (El) deals 1,640 1,921 2,316

Total number of Ei Clients 1,267 1,406 1,564

Number of New/lrregular E! Clients 300 360 413

Number of Existing El Clients 967 1,046 1,151

Clients' Export Impact Value ($m AUD) 3,361 3,966 5,887

Number of Overseas Investment (Of) Clients 33 32 51 59%
Clients' Ol Value ($m AUD) 69 82 612 650%
Total # of businesses serviced 2,336 2,198 2,072 6%

ASEAN-Australia-New Zealand Free Trade Agreement

Although negotiations for the ASEAN-Australia-NZ FTA (AANZFTA) have
concluded, it is currently too early to provide advice on where the agreement will
deliver new opportunities for Australian companies. However, Austrade’s recent
restructure of the ASEAN region has put the organisation in an optimal position to
pursue such opportunities. In anticipation of parliamentary approvals, Austrade is
preparing a commercial strategy that will identify by industry sector which countries
offer key opportunities to ensure Australian companies are informed and are able to
make the most of the window of opportunity offered by AANZFTA, once it comes
into force.

Based on the results from the Singapore-Australia FTA (SAFTA) and the Thailand-
Australia FTA (TAFTA) where export figures practically doubled after
implementation, it is anticipated that AANZFTA will deliver similarly substantial
export growth.
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