
June 2007

The Australian dollar  
and manufacturing exports: 

Shaping earnings and prospects



' The Australian Industry Group, 2007

The copyright in this work is owned by the publisher, The Australian Industry Group, 51 Walker Street, North Sydney NSW 2060. All rights 

reserved. No part of this work covered by copyright may be reproduced or copied in any form or by any means (graphic, electronic or 

mechanical) without the written permission of the publisher. ISBN 0 9756763 8 5



June 2007

The Australian dollar  
and manufacturing exports: 

Shaping earnings and prospects 



4

The Australian dollar and manufacturing exports: Shaping earnings and prospects



�

The Australian dollar and manufacturing exports: Shaping earnings and prospects

Preface



�

The Australian dollar and manufacturing exports: Shaping earnings and prospects



�

The Australian dollar and manufacturing exports: Shaping earnings and prospects

Export markets are crucial for many Australian manufacturers, providing both an important source of income and 
the scale needed to encourage investment in new capital equipment and innovative products and practices.

Buoyed by continued rises in global commodity prices and a strong domestic economy, the Australian dollar 
returned to a 17-year high against the United States dollar in early 2007. Already confronting intense pressure 
from rapidly emerging low-cost competitors, the renewed appreciation of the exchange rate is an unwelcome 
development for local exporters, impacting on earnings and prospects.

Despite generally favourable prospects for global growth and a successful wave of restructuring, The Australian 
dollar and manufacturing exports: Shaping earnings and prospects reaf�rms the exchange rate is a critical 
in�uence on Australia�s manufacturing export growth. In the short-term, the recent sharp jump in the exchange 
rate stands to reduce the annual value of Australia�s manufactured export receipts by close to $1.7 billion. Left 
unaddressed, the erosion of competitiveness threatens further losses of global market share over the longer term. 

This report explores in detail the impact of exchange rate appreciation and a range of other factors on Australia�s 
manufacturing export sector. Encouragingly, while the exchange rate and overseas competition are the 
overwhelming forces currently shaping Australia�s manufactured export performance, over one half of survey 
respondents have implemented strategies to improve competitiveness.

The Federal Government�s new Global Opportunities program and Australian Industry Productivity Centres 
will provide valuable support for the sector. Nevertheless, more needs to be done. The Australian dollar and 
manufacturing exports: Shaping earnings and prospects sets out a further series of policy recommendations to 
help lift export performance, building on the strong contribution Ai Group has already made in this area. 

I would like to thank the Australian manufacturers who participated in this survey, over 700 in total.

Heather Ridout
Chief Executive
Australian Industry Group

The appreciation of the Australian 
dollar is causing a great deal 
of anxiety amongst Australian 
manufacturers, around one-�fth 
of whom generate income from 
export markets.
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The Australian dollar and manufacturing 
exports
�e value of the Australian dollar appreciated signi�cantly 
against the US dollar in the early months of 2007, li�ing 
to a 17-year high of more than US$0.84 in June. �is 
study suggests the stronger dollar and intense global 
competition, along with a forecast for slightly slower 
world GDP growth, is emerging as a signi�cant constraint 
on manufacturing export growth in the short-term.
n A strong Australian dollar has been identi�ed 

by Australian manufacturers as the second most 
in�uential factor on export activity (behind 
overseas competition).

n Nearly two-thirds of manufacturers believe their 
exports are uncompetitive at an exchange rate 
of US$0.80, while 93.7 per cent expect to be 
uncompetitive should the exchange rate exceed 
US$0.85.

n Since the beginning of the 1990s, there has been 
a strong, inverse correlation between growth in 
the Australian dollar-US dollar exchange rate 
and growth in the nominal value of Australian 
manufacturing exports (based on industry of origin). 
�e relationship between the two series appears to 
have so�ened somewhat in early 2007, largely due to 

the sizeable rise in metal prices and the signi�cant 
restructuring that has taken place within the sector.

n Earlier work by Ai Group revealed that in November 
2006, manufacturers expected 7.0 per cent growth 
in the value of exports in 2007. However, the further 
appreciation of the Australian dollar since the start of 
2007 has necessitated Ai Group revising down these 
forecasts by 2.0 percentage points, to 5.0 per cent.

n �e 2.0 percentage point fall in the forecast for nominal 
manufacturing exports is equivalent to a $1.7 billion 
reduction in national export income in 2007.

n Having grown strongly throughout the 1990s, 
Australian manufacturing exports (in both nominal 
value and volume terms) have been heavily a�ected 
in the current decade by a steady rise in the 
Australian dollar and intense competition from low-
cost manufacturers in some of the world�s emerging 
economies. �e nominal value of Australian 
manufacturing exports actually declined in three 
consecutive years, from 2002 to 2004.

n �e nominal value of Australian manufacturing 
exports (according to the Reserve Bank of Australia�s 
narrower de�nition of manufacturing exports) grew 
by just 4.4 per cent between 2001 and 2006, following 
a 54.7 per cent rise between 1996 and 2001. 

Annual percentage change in average AUD-USD exchange rate and  
nominal manufacturing exports (industry of origin) 
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Source: Reserve Bank of Australia, Historical Exchange Rates, www.rba.gov.au, April 2007 and the Australian Bureau of Statistics, ABS Cat. No. 5368.0 
International Trade in Goods and Services, Australia: February 2007.


