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Business and the dollar 27 September 2013

The recent depreciation of the dollar has not been all good news for
Australian business. While a weaker dollar has helped raise returns in export
markets and blunted some import competition it has also raised input costs
for some domestic industries that are in no position to pass them on. Around
one-third of Australian businesses report adverse effects from the level of the
Australian dollar, especially in wholesale, manufacturing, retail and mining.
Businesses use a diverse range of strategies to deal with the level of the
dollar, especially hedging, reducing overheads and downsizing.

» Despite the recent depreciation, 32% of non-farm businesses reported an adverse impact from the $A.
Around two-thirds of wholesale and almost half of retail responses were negative, probably because lack
of pricing power is seeing the depreciation squeezing margins in these sectors. Adverse effects were
also very pronounced in manufacturing (59% of businesses) and mining (30%).

» The extent of these effects appears plausible given that that the combined value of exports and imports
of goods and services represents around 40% of Australian GDP and that some businesses may have
experienced positive effects.

» Hedging is the most common strategy used by affected firms, especially in wholesale and manufacturing.
Downsizing and reducing overheads have also been important responses in mining, manufacturing and
wholesale.

» These results are derived from a special question in the September quarter NAB Business Survey. The
full results will be released on 17 October. The special question will be included in several future
Quarterly surveys.
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* Data derived from a special question in the quarterly NAB business survey, in collaboration with the Commonwealth Department of Industry.

For more information contact:
Alan Oster, Chief Economist Rob Brooker, Head of Australian Economics & Commodities
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Analysis

As part of the latest quarterly NAB business
survey, to be released in full on 17 October,
respondents were asked a special question:
how, if at all, has your business responded to
any negative effect of the level of the
Australian dollar? Multiple responses were
allowed and were important in mining,
manufacturing, wholesale and retail.

The interviews for this question were
conducted between 26 August and 11
September, when the exchange rate

averaged $US 0.908 and 70.2 on a TWI
basis. These levels represent declines of
11.5% and 9.5% on the March survey period
when the dollar was near its recent peak.
Consequently, the responses may reflect the
impacts of both an historically high $A and a
sharp depreciation in the $A and these may
have opposite effects on business.

Overall, 32% of non-farm businesses
indicated that they had been adversely
affected by the level of the dollar. In these
cases, the most common response was to
engage in  currency hedging  (9%).
Interestingly, a wide range of responses were
reported, indicating that affected businesses
have adopted many strategies to deal with the
level of the $A.

The combined value of exports and imports is
around 40% of Australian GDP. Given that
some businesses may have experienced
positive effects from the high exchange rate,
the survey result appears broadly plausible.

As expected, trade-exposed manufacturing
reported a relatively high incidence of adverse
effects from the level of the $A, despite the
recent depreciation. In fact, it is possible that
the result would have been more adverse in
previous quarters.Surprisingly, however, the
most negative impacts were reported by
wholesale trade. This may be because the $A,
while high, is lower than it has been, leading
to higher import prices that have had to be
absorbed in lower margins. Adverse effects
were also high in retail trade, possibly again
as a result of margin compression.
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A wide range of responses
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Analysis (cont.)

The mining sector also reported large adverse  South Australia bearing brunt of $A
effects form the $A, although this may reflect
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responses were lowest in Tasmania, although
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Hedging important for wholesalers, retailers, manufacturers, transport &

finance
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Hedging was the main response in wholesale, manufacturing, transport & utilities and finance,
business & property and the second most common response in retailing.
Downsizing and reduced overheads were important in manufacturing, mining and wholesale.

Retail, manufacturing, transport and wholesale were the main industries to increase their use of
imports.

Manufacturers were also keen to refocus on the domestic market.

‘Other’ responses were important in wholesale, retail, manufacturing and transport. Responses
were broadly in line with the impact of the depreciation: reduced margins in response to higher
input costs (wholesale and retail), price increases (manufacturing), and no action (transport).
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use or rely on such Information (including by reasons of negligence, negligent misstatement or otherwise). If any law prohibits the exclusion of such liability, the National limits its liability to
the re-supply of the Information, provided that such limitation is permitted by law and is fair and reasonable. The National, its affiliates and employees may hold a position or act as a price
maker in the financial instruments of any issuer discussed within this document or act as an underwriter, placement agent, adviser or lender to such issuer.”
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Services Authority.

U.S DISCLAIMER: If this document is distributed in the United States, such distribution is by nabSecurities, LLC. This document is not intended as an offer or solicitation for the purchase or
sale of any securities, financial instrument or product or to provide financial services. It is not the intention of nabSecurities to create legal relations on the basis of information provided herein.

NEW ZEALAND DISCLAIMER: This publication has been provided for general information only. Although every effort has been made to ensure this publication is accurate the contents
should not be relied upon or used as a basis for entering into any products described in this publication. To the extent that any information or recommendations in this publication constitute
financial advice, they do not take into account any person’s particular financial situation or goals. Bank of New Zealand strongly recommends readers seek independent legal/financial advice
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