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Investment trends in Australia

1. The macroeconomic environment for investment

Economics@ANZ



Why invest?

Investment is the addition to the community’s stock of

tangible capital goods (eg. equipment, structures or
iInventories)

Investment increases the amount an economy can produce,
and the efficiency by which it can produce

Investment thus increases an economy’s potential output
and promotes economic growth in the long run
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What does investment look like in Australia?
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Business investment spending dominated by
mining

Capital expenditure by major industry
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The macroeconomic environment for business

Investment remains supportive...

Business confidence*
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...but iInvestment intentions suggest the cycle is
entering a downswing

Business investment Business investment intentions™
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Prospects for housing investment in Australia
remain solid

Housing finance approvals We’re not building enough homes!
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Investment trends in Australia

2. Foreign investment in Australia
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Foreign investment promotes economic growth

Foreign investment stimulates economic growth and
development, creates jobs, generates exports, provides
additional access to finance and enhances industry access to an
iImproved technology and knowledge base.

» Direct investment
» Portfolio investment (debt and equity securities)
> Financial derivatives and other

Businesses undertake foreign investment to boost profits
» Market seeking

X FDI designed to replace export to the host country by local production

» Efficiency seeking

X FDI designed to reap benefits from differences in production costs across
countries

» Resource seeking

X FDI driven by the resource endowment of the host country
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A relatively open environment for foreign
Investors

e Australia has an open, transparent and liberal foreign
iInvestment regime

» Pre-establishment screening process whereby the Treasurer may
reject a proposal for foreign investments in Australia that are
deemed contrary to the national interest

» Sector-or-company-specific legislation (eg. media, residential real
estate. Telstra, Qantas)

» Ranked 7 (out of 123 countries) for economic freedom by the
Economic Freedom Network

» Ranked 13 out of 103 for business competitiveness by the World
Economic Forum
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Market liberalisation and a strong and stable
economy has seen foreign investment in
Australia soar since the 1980s
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Which countries are investing in Australia?

Sources of foreign investment in Australia, levels,
31 December 2003
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Where iIs foreign investment directed?

Foreign investment in Australia, levels, 31 December 2004*
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Investment trends in Australia

3. Malaysian investment in Australia

e The implications of an Australia-Malaysia Free Trade
Agreement (FTA)
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Malaysian investment in Australia has risen

sharply In recent years

Malaysian investment in

Australia, levels
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e The level of Malaysian
investment in Australia was valued
at $6.2bn at Dec-03

»Equal to 0.6% of total
foreign investment in
Australia

eMalaysian foreign direct
investment was $3.2bn at Dec-03

» Equal to 1.3% of total
foreign direct investment
stocks in Australia

» Major Malaysian
investments in energy,
agribusiness, manufacturing,
real estate, restaurants,
travel agents and gaming
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Will an FTA change existing conditions for
Malaysian investment in Australia?

e Any changes to investment policy in Australia is unlikely

eThe Australian government will not be prepared to concede any erosion
of the principle of a broad national interest test or of a pre-
establishment screening of all significant foreign acquisitions of existing
Australian companies or assets

e The Australian government could, but is unlikely, to be prepared to
iIncrease screening thresholds for Malaysian investment in Australia

eThe Australian-United States FTA

»The screening threshold was raised from $50mn to $800mn for
US investment in non-sensitive sectors (including non-residential
developed commercial property)

eThe Australian-Thailand FTA
»No additional concessions for Thai investments in Australia
eThe Australian-Singapore FTA

»No additional concessions for Singapore investments in Australia
Economics@ANZ



So what could an Australian-Malaysian FTA
mean for investment trends in Australia?

e Probably not much (esp. if investment concessions aren’t provided!)

e Malaysian investment in Australia is likely to increase regardless as the
Malaysian economy continues to grow, develop and transform

In the unlikely event that the screening threshold for Malaysian
iInvestments into Australia is increased, Malaysian investment into
Australia could increase at a slightly faster pace

»Although the relatively small size of Malaysian investment in
Australia means that this will not likely make a significant
difference to overall Australian investment, at least in the short-run

» Malaysian investment into Australia will most likely be ‘resource-
seeking’, rather than ‘market- or efficiency-seeking’

e An FTA will further cement the political relationship between Australia
and Malaysia, which will help facilitate increased investment flows

eThe greater benefits from an FTA could be as a result of any increased
opportunities for Australian businesses to invest in Malaysia

» ed. infrastructure, building, manufacturing, financgtggg%}jt:qsn@’q”z
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