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Trade Balance
Trade Flows Getting Sick


The trade surplus narrowed slightly, down $384 million in the month to post a surplus of $4.4
billion in February. There were sizeable declines in both exports and imports – falling 4.7% and
4.3%, respectively in the month.



Service exports were among the hardest hit, which include education and tourism sectors. They
were down 9.7% in February the biggest monthly fall since 2000. Falling tourism and
international student arrivals from China weighed heavily on services, as did the aftermath of
the impact from the bushfires.



Poor weather had a part to play, as Cyclone Damien in the Pilbara region hampered iron ore
shipments. Metal ores & minerals were down 8.1% in February.



Import values in February were the lowest in over two years. Sharp falls, particularly for
consumption imports, suggest that supply was disrupted from China, although consumer
demand was already lacklustre in Australia prior to the COVID-19 outbreak escalating.



As other parts of the world adopted similar movement restrictions over March amid the growing
spread of COVID-19, trade flows and supply chains will be disrupted further. Tourism exports are
set to grind to a halt. On top of this, global demand is set to weaken sharply which will have
adverse consequences for commodity prices. Further sharp declines in both exports and imports
are likely in the months ahead.
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We received some early signs of the impact of COVID-19 on trade flows in February.
The trade surplus narrowed slightly, down $384 million in the month to post a surplus of $4.4
billion in February. But this belied sizeable declines in both exports and imports – falling 4.7% and
4.3%, respectively in the month.
The dent to trade flows mostly reflected the shutdown in society occurring in China, and restricted
travel.
Cyclone activity in the Pilbara region also weighed on exports.
Exports
Some categories of exports were impacted negatively by containment measures to slow the
spread of COVID-19 in China.
In particular, service exports, which include education and tourism sectors, were down 9.7% in
February, the biggest monthly fall since 2000. Falling tourism and international student arrivals
from China weighed heavily on services, as did the aftermath of the impact from the bushfires.
Poor weather had a part to play, as Cyclone Damien in the Pilbara region hampered iron ore
shipments. Metal ores & minerals were down 8.1% in February.
There were however, some gains in coal, coke & briquette exports (4.3%) and metals (excluding
non-monetary gold), which rose 14.9%.
Prices of most commodities have fallen in recent weeks, suggesting export values are likely to be
hit. In particular, the plunging oil price, which helps determine prices for LNG, will restrain values
for one of Australia’s fastest growing commodity exports.
Rural exports were also down sharply, falling 7.4% in the month.
Imports
It was a similar picture for imports – there was weakness across all major categories. Indeed, the
value of imports in February was the lowest in over two years.
The decline in consumption imports was especially pronounced, which fell 7.8%. In particular,
imports for textiles, clothing & footwear (-20.2%), toys, books & leisure goods (-6.6%), and
consumption goods (not elsewhere specified) (-10.8%) were down sharply. These sharp falls would
suggest that supply was disrupted from China, although consumer demand was already lacklustre
in Australia prior to the COVID-19 outbreak escalating.
Capital goods imports also fell, and were down 7.0% in February after a 10.0% fall in January.
Finally, intermediate and other merchandise good imports dropped 4.3%. This reflected a 4.5%
drop in imports of fuels & lubricants, as oil prices began weakening over the month.
Outlook
As other parts of the world adopted similar restrictions over March amid the growing spread of
COVID-19, trade flows and supply chains will likely be disrupted further. The tightening of borders
and recommendations to stay at home would also point to tourism exports grinding to a halt. On
top of this, global demand is set to weaken sharply which will have adverse consequences for
commodity prices. Further sharp declines in both exports and imports are likely in the months
ahead.
Janu Chan, Senior Economist
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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 Melbourne.

Any unauthorised use or dissemination is prohibited. Neither Bank of Melbourne- A Division of Westpac Banking Corporation ABN 33 007 457 141
AFSL 233714 ACL 233714, nor any of Westpac’s subsidiaries or affiliates shall be liable for the message if altered, changed or falsified.
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