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Summary

The recovery from the global ‘Dot Com’ downturn hbsought a new wave of
globalisation in the ICT industries since 2000-Odhich features increasing
specialisation along the value chain and fragmemtaif production activities, and the
emergence of developing economies as both new gtioduocations and new growth
markets €.g.China and India}.

Increasingly during the recovery, international astiment flows have focused on
developing economies, on services rather than matwfng and, in particular, on a
range of IT and IT-enabled business services. Aasalt, there is a new international
division of labour, with the globalisation of sesgs now following a similar path to that
previously seen in manufacturifg.

What is distinctive about recent developments ésititensity of integration on a global
scale and the emphasis on the efficiency of theesyss a wholé,with international
investment now seeking efficiency through the raisation of production activities at
a global level, rather than simply seeking accesadrkets and resources.

Placing recent developments in this context, tesort presents a detailed statistical
update on Australia's information and communicateechnology (ICT) trade over the
decade 1996 to 2006 (inclusive). It explores thmmasition of ICT services, software,
content and equipment trade, and identifies majpog markets and import sources. It
also examines ICT trade State-by-State.

ICT trade

(Chapter 1)

During 2006 there was a marked upturn of actiwgith spending on ICT equipment
and services bringing a renewed surge of ICT ingodks a result, the ICT trade deficit
reached a new peak.

ICT goods and servicesxports from Australia were worth more than $5.7 billion
during 2006, down from the peak of $6.9 billiorperted during the boom in 2000 (in
current prices) (Figure 1). However, with renewgergling, ICTimports cost more
than $26 billion (Figure 2).

OECD (2006)nformation Technology Outlook 2006ECD, Paris.

2 Houghton, J.W. (2006Global Chains: Australia’s challenge in the evolyiworld economy
Committee for the Economic Development of Austraiielbourne.

3 Kaplinsky, R. (2000) ‘Spreading the gains frorolgllisation: what can be learned from value chain
analysis?Journal of Development Studigg(2), pp117-146.
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Figure 1 Australia’s ICT exports, 1996 to 2006 (AUDm)

O Equipment O Software (royalties & media) W Services
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Notes: Excludes the one-off impact of payments for TV rights to the Sydney Olympics on audiovisual
services.

Sources: ABS and TradeData (www.tradedata.net), CSES Analysis.

Figure 2 Australia’s ICT imports, 1996 to 2006 (AUDm)

O Equipment O Software (royalties & media) W Services

30,000

1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

Notes: Computer and information services imports prior to 2000 are likely to be understated.
Sources: ABS and TradeData (www.tradedata.net), CSES Analysis.
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Consequently, Australia’s ICT trade deficit reactadohost $21 billion during 2006 —
increasing by more than $2 billion during the yaad exceeding the previous peak
reached during the height of the ‘Dot Com’ boom.

ICT services trade

(Chapter 2)

Australia’s ICT servicesexportswere worth $2.7 billion in 2006, and accounted for
around 6% of total services exports.

Computer and information services were the standoeihg the largest and fastest
growing category of ICT services exports — havingréased six-fold over the last
decade and now accounting for almost 50% of all $€ivices exports (Figure 3).

Figure 3 Australia’s ICT services exports, 1996 to 2006 (AUDmM)

O Communication B Computer & Information O Audiovisual & related M Software royalties & fees
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Note: Excludes the one-off impact of payments for TV rights to the Sydney Olympics on audiovisual
services.
Sources: ABS, CSES Analysis.

Australia’s ICTserviceamportscost $3.8 billion in 2006, and accounted for ath@fo
of Australia’s total services imports. Computer amidrmation services accounted for
33%, audiovisual and communication services eacbuated for 23%, and software
royalties and license fees for around 20%.

Consequently, there was a deficit on trade in I€vises of just over $1 billion during
2006. Again, computer and information servicesdai, having traded in surplus since
2002 and being the only category of ICT goods orises to be in surplus (Figure 4).
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Figure 4 Australia’s ICT services trade balance, 1996 to 2006 (AUDm)

O Communication B Computer & Information O Audiovisual & related O Software royalties & fees
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Note: Excludes the one-off impact of payments for TV rights to the Sydney Olympics on audiovisual
services. The surplus on trade in computer services is likely to be overstated prior to 2000, and the overall
deficit understated.

Sources: ABS, CSES Analysis.

ICT equipment trade

(Chapter 4)

While there are significant areas of export strepgiustralia continues to source much
of its ICT equipment from overseas, and increagifigim sources in Asia.

In 2006, ICTequipmengexportsfrom Australia were worth $3 billion — just und&o of
Australia’s total goods exports. By comparison, #alg&a’'s wool exports accounted for
around 1.6% of total goods exports, motor vehitdesround 3.4%, and coal for 16%.

During 2006, re-exports.€. things brought into Australia and re-exported Witthe or
no value added) accounted for just over $1 billmn38% of Australia’s ICT equipment
exports. Locally produced equipment exports wergm$1.9 billion.

Locally produced exports of audiovisual equipmeoinponents, communications and
other ICT-related equipment have increased ovelagtalecade, while locally produced
computer equipment exports have declined (in ctipgoes).

In the mid 1990s, locally produced exports of cotepequipment were worth $790
million. By 2006, they had fallen to just $360 nafi (Figure 5).
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Figure 5 Locally produced ICT equipment exports, 1996 to 2006 (AUDm)
O Communications B Computer OAudioVisual ~EComponents B Other ICT-related O Software Products
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Note: Excluding re-exports.
Source: TradeData (www.tradedata.net), CSES Analysis.

Figure 6 ICT equipment imports for domestic consumption, 1996 to 2006
(AUDm)

O Communications ~ B Computer  OAudioVisual ~EComponents B Other ICT-related O Software Products
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Note: Excluding re-exports.
Source: TradeData (www.tradedata.net), CSES Analysis.
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ICT equipmentimportsinto Australia cost almost $23 billion during 2066up from
less than $10 billion a decade earlier and highan the previous peak reached during
the ‘Dot Com’ boom (in current prices). ICT equipm@ccounted for around 13% of
Australia’s total goods imports during 2006. In gmarison, motor vehicles accounted
for 8%.

As noted, re-exports were worth more than $1 millidence, imports of ICT equipment
for domestic consumption cost a little under $28dni during 2006, up from less than
$9 billion a decade earlier. Computer equipmenbacted for 36%, communications
equipment for 24% and audiovisual equipment for ZE¢%jure 6).

ICT services export markets and import sources

(Chapter 3)

Bilateral services trade data are limited, but aghoeporting countries major markets
for Australia’s ICT services exportsluring 2005 included the United States, New
Zealand, Hong Kong, Japan, the United Kingdom, €laind India (Figure 7).

Among reporting countries, the major export growtlarkets forcommunications
servicesexports between 2000 and 2005 were China, Hongykama Germany, while
for computer and information servicése major export growth markets were India,
Germany, South Africa, China and Malaysia.

Figure 7 Australia’s ICT services export markets, 2005 (per cent)

Communications Computer & Information
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36%

New Zealand
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Japan
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o Malaysia United Kingd
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Nethze;/lands ! Singapore 'IJndOnesia Singapore 2%

b Malaysia Korea Japan 5% 1% Netherlands  Hong Kong 29

2% 3% 3% 1% China 19

1%

Others
6%

Source: ABS. CSES Analysis.

Of the few reporting countries, the United States Wy far our largest single source for
ICT services importsluring 2005 at $471 million. The United Kingdomsathe source

VI
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of $129 million, New Zealand $72 million and Chi&42 million. Unfortunately, India
did not report.

Offshoring and trade in off-shored services invehNmth computer and information
servicesige. IT services) and a range of IT-enabled businessces.

Of reporting countries, the major growth suppliefsheselT-enabled services imports
between 2000 and 2005 were South Africa, Papua Geiwea, India, the Philippines,
Germany, Canada, China and Singapore — a mix aetloountries building exports
from a very low basee(g. PNG) and those that are already major offshoreices
providers €.g.India and Canada).

Of reporting countries, the major growth marketsAastralianexportsof these ‘other
business services’ were Belgium and Luxembourga@anTaiwan, Switzerland, Hong
Kong, Netherlands, Singapore, the Philippines aoctK.

Figure 8 Share of IT services in total services exports, 2004 (per cent)
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Source: UNCTAD, CSES analysis.

Exploring offshoring intensity we find that in ontiaree countries did computer and
information services account for more than 10%otdltservices exports during 2004 —
India, where they accounted for almost 50%, Irelé3@f0) and Israel (29%). Among
other countries, Australia’s 3.4% is relatively ticand ranks 18 among reporting
countries (Figure 8).

It is immediately apparent from these data thatantteland and Israel are major IT
services offshoring locations. The other countlisted (including Australia) are also

Vi
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significant exporters of IT services angkima facie have the potential to become
offshoring locations.

ICT equipment export markets and import sources

(Chapter 5)

Throughout the last decade New Zealand and theetUr8tates have been the largest
markets for Australia’s ICEquipment exportdn 2006, other major markets included
Germany, Singapore, the United Kingdom, China,dn#iorea and Japan (Figure 9).
The United States, New Zealand, Germany and theetdriingdom were also the
largest markets for our locally produced equipnexorts.

Figure 9 Australia’'s ICT export markets and import sources, 2006
(per cent)
ICT Equipment Exports ICT Equipment Imports

Other
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Other 2%

30%

China (incl. SARs)
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14%

India

2%

China (incl. SARs)
7%

Germany

. Japan
UK Singapore 6% 7% Malaysia

5% 5% 8%

Note: Includes re-exports and re-imports.
Sources: ABS and TradeData (www.tradedata.net), CSES analysis.

A decade ago the United States and Japan were/theain sources of IC&quipment
importsinto Australia, but Asian countries, including Gaiand Hong Kong, Malaysia,
Korea, Singapore and Taiwan, are nhow major supp(ieigure 9).

The biggest change has been in imports from Clwh&h is now the largest supplier —
with ICT equipment exports to Australia in excesk & billion during 2006
(approaching one-third of Australia’s total ICT gmuent imports).

VIII
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ICT trade State-by-State

(Chapter 6)

New South Wales and Victoria dominate I@guipmentexports and imports — with

NSW being the largest exporter and importer of 1&1d related equipment during
2006. In addition to Victoria, ICT equipment exmoftom Queensland, South Australia
and Western Australia were also significant (FigLOg

NSW attracted no less than 66% of all IEquipment importsluring 2006 — although
almost $1 billion worth were re-exported, with Sggiracting as a regional distribution
hub (Figure 10). NSW also accounted for 57% of Aalist's State-attributed ICT
services exportand 69% of ICTservices imports

During 2006, NSW exported $674 million worth of destically produced ICT
equipmentdown from more than $1 billion in 1997. In comstraVictoria exported $600
million worth, up from $586 million a decade earl{gn current prices).

Queensland, South Australia and Western Austrach eaccounted for 5% to 7% of
Australia’s locally produced ICT equipment expoutsile the contribution of the other
States and Territories to ICT trade is relativehad.

Figure 10 State ICT equipment trade shares, 2006 (per cent)
ICT Equipment Exports ICT Equipment Imports
TAs NT ACT sA WA TAS NT ACT
WA g9, 0% 0% QLD 29 0% 0% 0% 0%
SA 5% %

7%

QLD
7%

Nsw  VIC
43% 25%

NSW
66%

Note: Exports exclude re-exports, but imports include them.
Source: TradeData (www.tradedata.net), CSES Analysis.

During 2006, the major markets for locally produ¢€d equipment exports from NSW
were New Zealand, the United States and China.(i88Rs), while for Victorian
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equipment exports the major markets were Germarg/,United States, the United
Kingdom and New Zealand.

Queensland’s ICT equipment exports went primaolyhte United States, Papua New
Guinea, New Zealand, the United Kingdom, Indonesr South Africa; South
Australia’s to the United States, New Zealand, thméted Kingdom, Singapore, Peru
and China (incl. SARs); and Western Australia’sStngapore, the United States, New
Zealand, the United Kingdom and the United Arab rfates.

The composition of the State’s ICT equipment exgatso varied. NSW accounted for
61% of computer equipment exports during 2006 armmdovia 23%, but just 42% of

communications equipment exports compared to Me®B2%. Victoria accounted for

more than 50% of all exports of audiovisual andeotiCT-related equipment. Western
Australia accounted for a relatively large 13% of @mmunications equipment

exports.

What are Australia’s strengths?

Trade and specialisation are beneficial. Not alintoes will have a comparative

advantage in all areas of ICT production, but @&& producing industries are highly
diverse. Comparative and competitive advantagearéas like electronic equipment
assembly are very different from those in such sassaconsulting services. Given the
enormous range of the ICT industries, and the dityeof their underlying inputs and

cost structures, one could reasonably expect alabsbuntries to have strengths in
some aspect of ICT production, and comparative @dge in some part of the ICT

industries.

In Australia’s case, rapid export growth and susphkion trade in computer services
stand out. It is the only area of ICTs in which &aba has a surplus on trade. Clearly,
computer services are an important area of logahgth. And, despite the overall
picture, there are also areas of electronics ptamlun which Australia is competitive
and actively participating in global production t&yss? The challenge in both
manufacturing and services is to build on thesallstrengths.

The challenge of offshoring

Offshoring may deliver cost savings, but it mayoaisvolve job losses. On the one
hand, cost savings and efficiency gains providefoli@dation for productivity growth
and the creation of new employment opportunitideeylenable firms to compete, win
new business, gain market share and grow. On tiex band, some of the jobs lost may
be difficult to replace, and there is some condbat labour conditions will be eroded
through competition with locations without equivalelabour and social welfare
provisions — leading to a ‘race to the bottém’.

4 Houghton, J.W., Rose, M., Humphreys, J., MorRs,and Liston, J. (2005lectronics Industry
Capability Mapping ReporDepartment of Industry, Tourism and Resourcespb€aa.

5 OECD (20040ECD Information Technology Outlook 2Q@ECD, Paris.
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A protectionist response that forfeits the potértenefits of offshoring is unlikely to be
the most constructive. A more measured responsddwari to take advantage of the
benefits while managing the adjustment process,peosating for adjustment costs
where necessary, and enabling workers to seizgjot@wpportunities. One of the keys
to maximising the benefits will be to ensure thegyt flow to the consumer as quickly as
possible through continued attention to competipohcy. There may also be a need to
adjust education and training, not only to accdontthe types of jobs being lost and
created, but also for the possible loss of trad#iocareer pathse(g. offshoring the
lower rungs of traditional career ladders). Inliray run, further trade liberalisation and
development in developing countries, and the harsation of minimum labour and
welfare conditions, will reduce the opportunities fwage arbitrage and one of the
motivations for offshoring.

Australia’s participation in global ICT manufactugi has declined as manufacturing
activity globalised. With the emergence of offshgrand globalisation of services, the
challenge is to ensure that the same thing doehagpen with IT services, or with
related IT-enabled business services, R&D, desightechnical services.

What could be done?

The globalisation of the ICT producing industrieslghe emergence of international
production systems reflects the responses of natiinal firms to technological
change, policy and trade liberalisation, and inseeacompetition. In the post-‘Dot
Com’ recovery, there is a new wave of globalisati@msforming the ICT industries —
with the rise of developing economies as both pcedtiand new growth markets.d.
China and India), and a rapid globalisation of & that is focused on IT and a range
of IT-enabled business services.

In many of these areas, as in manufacturing, thesf@f globalisation is shifting from
‘market seeking’, driven by the need for marketess; towards ‘efficiency seeking’,
driven by competition and the need for global raicsation of production. As a result,
production of both goods and services is becommgenrsingly fragmented and
geographically dispersed. These trends raise alychallenges for Australia. Isolated
for world markets, it is likely to become increagin difficult to connect with, and
participate in, global production systefs.

The challenge for Australian policy makers is tketaa more ‘fine-grained’ view of
local capabilities, competitive and comparative adages than has hitherto been the
case, take account of the emergence of global ptmfusystems, and focus coherent

6 Houghton, J.W. (2006) 'Innovation in ICT: A chamy landscape,Telecommunications Journal of
Australia56(3/4), pp93-105 (December 2006).

OECD (2006Y0ECD Information Technology Outlook 2Q0@BECD, Paris.

Houghton, J.W. (2006%lobal Chains: Australia’s challenge in the evolyimternational economy
Committee for Economic Development of Australia (28, Melbourne, November 2006.

Xl
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and consistent policy attention on developing l@egdabilities and shaping policies that
further engage local producers in global productigstems.

Globalised services activities, depend on local cation and skills. Potential
opportunities for Australian participation as a arajenue for ‘on-shoring’ife. being a
major services exporter) will depend on educatio zkills, as well as IT and
communications infrastructure.g. high speed broadband), the regulatory environment,
and the ability of local suppliers to link into glal production systems. Hence, policies
in these areas will be an important influence orstAalia’s continuing success as an
exporter of IT services.

Environmental and regulatory demands for the remofamaterials of concern’ and
increased whole-of-life ‘product stewardship’ ine@fronics, and for adherence to
international standards and procedures in relatogsecurity, privacy and accounting
practices in services, demand much higher leveistegration and coordination than in
the past. So, it may be useful to find ways to supthe development new business
models that support increased firm and regionatigpsation and better use of internet-
based technologies and e-business applicationsstiigtort increasingly globalised
supply chain participation, coordination and instgm.

It may also be useful to shift the emphasis of expopport and investment attraction
activities from exporting products and introducilegal suppliers to inward investors,
towards increasing support for services exports iatrdducing local suppliers to the
key players in global production systems, wherdvey may be.

Cluster development policies have been popularhat local level, but as global
competition intensifies, global production systemationalise and multinational
enterprises increasingly permeate economies artlumavorld, we need to shift the
emphasis from the creationlotal linkages and clusters, towards the creatioglabal
linkages and participation in global productionteyss {.e. from cooperating locally in
order to compete globally, towards cooperating glighin order to compete locally, or,
perhaps, in order to compete at all).

9 Houghton, J.W. (2006Blobal Chains: Australia’s challenge in the evolyimternational economy
Committee for Economic Development of Australia (28, Melbourne, November 2006.
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Outline of this report

This report presents a detailed statistical update Australia's Information anE
Communication Technology (ICT) trade built on tleceptual framework of the IC
Map first proposed in Houghtaet al. (1996)Mapping the Information Industrid€ An
outline of the mapping framework and definitions te found in Appendix I.

Chapter 1 presents a brief summary of the global context, #ren brings togethqr
Australia’s ICT equipment and services trade intcsiagle overview. It includey
analyses of exports, imports and the overall b&asfcAustralia’s trade in ICT goods
and services, and a brief description of major eixpmarkets and import sources il)r
both ICT equipment and services. More detailed yamalof each of these topics §s
presented in the subsequent chapters.

Chapter 2 presents a detailed analysis of I€8rvicedrade. It includes analyses of IQT
related services credits €. exports), debitsi.e. imports) and the balance of tradefin
ICT services. It also examines software trade &edirhpacts on ICT trade of the Up-
FTA.

Chapter 3 explores the direction of ICT services trade, tdgimg the major markets
for Australia’s ICT services exports and major sesrof our ICT services imports. Jit
also examines trade in IT-enabled services ¢ffshoring) and explores some possiple
implications and responses.

Chapter 4 explores the composition of trade and trends i &uipmenttrade. It
includes detailed analyses of exports, imports #mel balance of trade in ICf
equipment, and compares trends in trade values@ndes.

Chapter 5 examines the direction of trade in ICT equipmeagntifying the majon
markets for Australia’s ICT equipment exports argjonsources of our ICT equipmeht
imports.

Chapter 6 presents a detailed State-by-State breakdownTfd@ted trade. It include
analyses of ICT equipment and services exports iamgbrts for all States anﬂ
Territories. It also explores state re-export agxdihmport of ICT equipment in order

shed light on Australia’s participation in ICT pradion and distribution systems.

v)

Chapter 7 presents some international comparisons as a fwaytiing Australia’s ICT
trade performance into perspective.

Appendix | presents a brief summary of the ICT Map used adrimework for datg
collection and analysis, and outlines the defingioised.

10 Houghton, J.W., Pucar, M. and Knox, C. (1998 pping the Information Industrie®roductivity
Commission, Canberra.
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