











Australia and Japan
How distance and complementarity shape a remarkable commercial relationship

Moreover, as a closer examination of the statistics on manufactures exports from
Australia makes clear, the growth trend in Australia’s manufactures exports to
Japan (Figure 110) is not consistent with the trend of Australia’s manufactures
exports to the world (Figure 111).

Figure 1.10

The gap between Australia’s simply and elaborately transformed manufactures

exports to Japan widens . ..
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Figure 1.1
... even as elaborately transformed manufactures exports lead the way in trade

with the rest of the world
Australia’s exports of simply and elaborately transformed manufactures to the

world, 1989-2007
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.. . in services as well as goods

Services trade poses a similar conundrum. For some time, both Australia’s and
Japan’s economies have been dominated by services—in excess of 75 per cent of
Australia’s GDP and even more in Japan.

This has led many commentators on the relationship to posit that there is scope
for a significant increase in bilateral services trade (see, for example, de Brouwer
and Warren 2001). But such an increase has, to date, proved elusive. Despite the
vastness of the overall trading relationship, Japan ranks only fifth as a trading
partner (sixth as an export market) for Australia in services; and, worse, trade in
this sector is actually falling—whereas with other major Asian trading partners (and
the world) it is rising significantly (Figure 112).

Figure 1.12

Australia’s services trade with other East Asian countries grows more rapidly
than with Japan

Australia’s exports and imports of services, selected countries, 1999-2007
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Australian services exports to Japan show tourism and transport services as

the dominant components, with both declining over time (see Figures 113 and

114). Financial services exports, increasingly regarded as a significant Australian
strength, are minuscule. Education and business-related travel are relatively
moderate, both in absolute number—Japan (with the second-largest trade
relationship) ranked sixth as a source of business visitors—and, by comparison with
other markets, as a share of the total number of travellers, and show no significant
signs of an increasing trend.

Nor would the situation be likely to improve if exports delivered through ‘mode
three’—commercial presence in the other country—were able to be included.®

A survey of services trade in 2002-03 by the Australian Bureau of Statistics found
that exports delivered in this way represented approximately 65 per cent of total
sales of services overseas (and over 90 per cent of total sales of financial services)
by Australian companies (ABS 2004). However, sales of services by Australian
companies located in Japan represented only 11.8 per cent of Australia’s total
services sales to Japan, the smallest proportion of any major market.

Figure 1.13
Travel and transport dominate Australian exports of services to Japan
Australia’s exports of services to Japan, 1999-2007
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6 'Mode three’ exports are generally not included in trade in services data from the Australian
Bureau of Statistics—a significant gap. In 2002-03, sales of goods and services by Australian
affiliates overseas, at around $142 billion, were approximately equal to all goods and services

exports from Australia (ABS 2004).
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Figure 114

Japanese visitor numbers to Australia trend downwards

Total visitor arrivals from Japan (holiday, visiting friends and relatives, business,
education, employment and other), 1991-2007

900,000

e >~

600,000 —_# N

500,000
400,000

1991 1993 1995 1997 1999 2001 2003 2005 2007

Source: ABS (2008g).
Australia’s imports of services from Japan are similarly focused around

transportation—unsurprisingly in light of the size of the goods trade between the
two countries (Figure 115).

Figure 1.15

Transport services are larger than all other Australian imports of services
from Japan

Australia’s imports of services from Japan, 1999-2007
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communications in 2007.
Source: ABS (2008f).
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Again, business travel is conspicuously smaller than the size of the overall
relationship would suggest, with Japan (Australia’s largest export market) ranking
just seventh as a business travel destination for Australia. Though education-related
travel also looks relatively small, and is not growing, Japan is in fact the third-
largest destination for Australians studying overseas in terms of expenditure per
year. The overall picture on services, then, appears to be one of little dynamism and
much reliance on external factors—such as volumes of goods trade.

Conclusions and implications

The data on trade and investment remind us that the bilateral commercial
relationship between Australia and Japan is based on substantial flows of goods,
services and capital; that the relationship is closely aligned with the strengths and
needs of each economy; and that, as those needs and strengths have evolved,

the relationship has evolved too. It is clear, also, that as Japan’s and Australia’s
commercial interests in East Asia broaden and change, the two countries continue
to benefit from their partnership in a wider range of ways, even if this is not
reflected in bilateral trade and investment data. In this light, it is clear that talk of
decline in the importance of the Australia-Japan relationship is indeed premature.

The same trade and investment data, and the comparison with other markets,
however, make clear that commercial relations between Australia and Japan, while
remaining strong and vital, are operating on two tracks. Japan is an enthusiastic
customer for Australian primary and simply transformed manufactures, just as
Australia is (still) for Japanese firms’ manufactures, whether they are made in
Japan or elsewhere. Trade in such products, even where there are very substantial
barriers in place (such as in agriculture), is flowing at quite high levels. The picture
on Japanese direct investment is similar: with Japanese investment in Australia’s
car industry now focused on Toyota and its suppliers, Japanese direct investment
related to goods, too, is increasingly concentrated around energy, resources and
agrifood. But beyond these relatively clearly defined and well-known strengths, the
trade and investment relationship seems less robust than might be expected.

Does this matter? In one sense, the answer might seem to be no. Japan will
continue to be hungry for Australian minerals and energy and, for some products,
long-term contracts already in place will cement Japan’s position as a dominant
customer. While it is unclear whether future movements in commodity prices

will continue the 2003-08 trend of increasing values for imports from Australia
even while volumes varied little, contracts in place for LNG will see the volume of
Japan’s purchases of LNG from Australia, already larger than those of all Australia’s
other overseas customers combined, increase still further. The security of food
supply provided by agricultural trade between Australia and Japan, equally, should
ensure a healthy future for that part of the relationship. There are, therefore, strong
grounds for expecting that the relationship will remain of huge importance for the
foreseeable future.
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But there are dangers in the relationship remaining too lopsided. The high degree
of direct contact implied by healthy trade in areas such as education and business
and financial services of itself creates a virtuous circle enabling early identification
and exploitation of future opportunities. The lack of such contact can also be
(detrimentally) self-reinforcing, as lack of knowledge leads consecutively to a
failure to identify opportunities; thence to a perception that opportunities no
longer exist; and then to a further loss of incentive to develop additional contact
and knowledge; and so on. These themes are explored in subsequent chapters.

page 29



