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Foreword

Australia’s resource and energy exports are forecast to reach $349 billion
in 2021-22, up from $310 billion in 2020—-21. This represents an
outstanding result in the context of the global COVID-19 pandemic —
which has adversely impacted the world economy, and the resource and
energy sectors of some other prominent mining nations. In 2022—-23,
exports are forecast to decline noticeably to just under the $300 billion
mark.

The rollout of COVID-19 vaccines in advanced nations is allowing a strong
rebound in the world economy. However, a new surge in COVID-19 cases
(delta strain) in many nations is inhibiting a full global recovery, including in
the automotive manufacturing sector where semi-conductor chip shortages
have forced some renewed plant closures. Container shortages and other
supply chain blockages are also impacting adversely on global trade and
output, adding upward pressure to prices.

The semi-conductor chip shortage will impact on auto manufacturing —
and hence metal demand — until 2022—23. Strong dwelling and
infrastructure spending in many nations, due to stimulus measures, will
see strong global demand for steel and non-ferrous metals for some
quarters yet.

Australian iron ore earnings are (still) forecast to decline sharply in the
outlook period, after topping the $150 billion mark — the first time ever for
an Australian commodity — in 2020-21. The global economic recovery
and constrained supply saw prices exceed US$200/tonne in the middle of
2021, but reductions in Chinese steel production have contributed to price
declines in the September quarter. The ongoing recovery in Brazilian
supply is set to impact adversely on prices in the outlook period.

Both a stronger outlook for base metals and coal, and the noticeable
decline in the Australian dollar over the past three months, have more than
offset the impact on export earnings of the modest downward adjustment
we have made to our iron ore price forecasts. Lithium exports — of
spodumene concentrate and refined chemicals — are expected to almost
match zinc exports in 2022-23, as the race to make the world auto fleet
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electric gathers pace. Exporters of aluminium, nickel, zinc and copper are
also benefiting from the global move to low emission technologies.

Thermal coal prices have surged in China, as critical shortages emerge.
Seaborne thermal coal prices have risen to their highest level in more than
a decade. High demand from major steel producing nations/regions, and
problems with Mongolian supply has seen Australian metallurgical coal
prices reach multi-year highs, more than regaining all of the reduction in
export earnings following China’s informal import restrictions.

After a fall of 3.2% in 2020, the IMF forecasts world GDP growth of 6.0%
in 2021, 4.9% in 2022 and 3.5% in 2023. The recovery is expected to be
dominated by the advanced nations, where the COVID-19 vaccine rollout
has been fastest and access higher. Households in advanced nations
have built their savings during the pandemic, but this will begin to unwind
and increase overall consumption over the outlook period.

Very strong growth in the Chinese economy in the year to the June quarter
2021 seems set to moderate. The IMF has forecast China’s GDP growth
to be 8.1% in 2021, 5.7% in 2022 and 5.4% in 2023. This outlook has
been helped by stimulatory Chinese government policy actions and high
foreign demand for China’s exports. Power shortages and environmental
concerns are seeing withdrawals of Chinese ferrous and non-ferrous metal
refining capacity.

There are downside risks to the record export earnings forecasts. They
include a potential for a spike in global inflation and a risk of higher interest
rates in response. New, vaccine-resistant strains of the coronavirus, and
the risk of delays in the rollout of COVID-19 vaccines to the world’'s
population, would also pose significant risks. Another downside risk is the
extent of any further disruptions to Australian resource and energy
commodity trade with China, which took almost half of such Australian
exports in 2020-21.



About this edition

The Resources and Energy Quarterly (REQ) contains the Office of the
Chief Economist’s forecasts for the value, volume and price of Australia’s
major resources and energy commodity exports.

A ‘medium term’ (five year) outlook is published in the March quarter
edition of the Resources and Energy Quarterly. Each June, September
and December edition of the Resources and Energy Quarterly features a
‘short term’ (two year) outlook for Australia’s major resource and energy
commodity exports.

Underpinning the forecasts/projections contained in the Resources and
Energy Quarterly is the Office of the Chief Economist’s outlook for global
resource and energy commodity prices, demand and supply. The
forecasts/projections for Australia’s resource and energy commodity
exporters are reconciled with this global context.

Resources and Energy Quarterly publication schedule
Publication

December 2021

Expected release date

20 December 2021

The global environment in which Australia’s producers compete can
change rapidly. Each edition of the Resources and Energy Quarterly
attempts to factor in these changes, and makes appropriate alterations to
the forecasts/projections by estimating the impact on Australian producers
and the value of their exports.

In this report, commodities are grouped into two broad categories,
referred to as ‘resources’ and ‘energy’. ‘Energy’ commodities comprise
metallurgical and thermal coal, oil, gas and uranium. ‘Resource’
commodities in this report are all other mineral commodities.

Unless otherwise stated, all Australian and US dollar figures in this report
are in nominal terms. Inflation and exchange rate assumptions are
provided in tables 2.1 and 2.2 in the Macroeconomic outlook chapter.

Information in this edition of the Resources and Energy Quarterly is
current as of 21 September 2021.

Outlook period final year

Australian data: 2022-23
World data: 2023

March 2022 4 April 2022 Australian data: 2026-27
World data: 2023
June 2022 4 July 2022 Australian data: 2023-24
World data: 2024
September 2022 4 October 2022 Australian data: 2023-24

Source: Department of Industry, Science, Energy and Resources (2021)
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1.1  Summary

= The outlook for Australia’s mineral exports remains strong, as the world
economy rebounds from the impact of the COVID-19 pandemic. High
prices, good volume growth and a weaker Australian dollar are driving
a surge in export earnings. Some moderation in prices is likely in 2022,
as supply rises and demand growth moderates.

= Export earnings are expected to rise by 14% to a record $349 billion in
2021-22, before declining to just under $300 billion in 2022-23.

= Australian iron ore prices look to have peaked, but coal prices have
recovered all of their 2020 losses and more, as global shortages
emerge.

1.2 Export values

Australia’s export values are estimated at about $350 billion in 2021-22

In the September quarter 2021, the Office of the Chief Economist’'s (OCE)
Resources and Energy Export Values Index rose 49% from September
quarter 2020; a 3% rise in volumes added to a 47% gain in prices.

Exports are forecast to reach a record $349 billion in 2021-22, up from
$310 billion in 2020-21 (Figure 1.1), but fall to $299 billion in 2022—-23.
With volumes growing modestly, price movements are expected to
determine much of the change in earnings (Figure 1.2). Commodity prices
are set to decline once demand growth slows and global supply picks up.

Weaker Australian dollar to help boost earnings

In Australian dollar terms, the OCE’s Resources and Energy Commodity
Price Index rose by 3% (preliminary estimate) in the September quarter
2021, and was up 47% on a year ago. In US dollar terms, the index fell by
3% in the quarter, but was 50% higher than a year ago. The index of
prices for resource commodity exports (Australian dollar terms) rose by an
estimated 32% in the year to the September quarter 2021. Energy
commodity prices rose by 81% (Figure 1.3) from the COVID-19 crisis lows
of September quarter 2020.
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Figure 1.1: Australia’s resource and energy export values/volumes
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Figure 1.2: Annual growth in Australia’s resources and energy export
values, contributions from prices and volumes
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Figure 1.3: Resource and energy export prices, AUD terms
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1.3 Macroeconomic, policy, trade and other factors

World economic activity continues to recover, as the COVID-19 vaccine
rollout gathers pace. However, with the more contagious delta strain
circulating, COVID-19 infections are rising again in many nations. The
vaccine rollout is highly uneven between developed and developing
nations, and vaccination rates vary significantly. Fortunately, as the
proportion of the population who are fully vaccinated rises, we will see
further improvements in the impacts on health systems and economic
activity more broadly.

Container shortages and other supply chain blockages are impacting
adversely on global trade and output, and contributing to upward price
pressure. Low vaccination rates and rising infection rates in south-east
Asia have seen the closure of some plants assembling semi-conductor
chips. The shortage of semi-conductor chips needed to complete new
vehicle builds has recently seen major auto makers (re)shutting some
plants. The temporary closure of a significant portion of the global
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automotive industry will shift ferrous/non-ferrous metal usage from
2021-22 to 2022-23.

The Chinese economy continues to expand at a relatively strong pace.
The government and the central bank continue to vary different policy
instruments to try and moderate significant fluctuations in growth.

The US Congress is considering a trillion dollar infrastructure spending
package in tandem with a US$3.5 trillion budget reconciliation measure.
Both packages can have a stimulatory effect on the US economy in 2022 if
signed into law. The US Federal Reserve has signalled that it is likely to
make monetary conditions less stimulatory as the economy gathers steam.
This will boost the US dollar and thus put downward pressure on
commodity prices (usually denominated in US dollars).

Variants of COVID-19 and delays in reaching vaccination goals threaten
the fullest possible global economic recovery. Nevertheless, the outlook is
for robust growth in the world economy over the 2021-22 and 2022-23
outlook period, as vaccination rates peak. The most recent IMF forecasts
put world GDP growth at 6.0% in 2021, after a contraction of 3.3% in 2020.
The IMF forecasts world growth to moderate towards more typical levels in
2022 and 2023. The recovery in developed nations — where household
savings have risen sharply — is likely going to continue to outpace that of
developing nations, where the vaccination rollout is generally lagging.
Commodity demand should thus show significant growth over the outlook
period. Australian coal exporters are enjoying decade price highs, on the
back of shortages in Asia. However, as global supply lifts and demand
moderates, prices are likely to decline noticeably from current levels.

Our projections suggest that resource and energy export earnings will
peak at nearly $350 billion in 2021-22, but then fall back to just under
$300 billion in 2022—-23. The extent of any further disruption to Australian
resource and energy commodity trade with China poses a downside risk to
these forecasts. Higher interest rates — in response to a potential spike in
inflation — also pose a downside risk to economic activity and hence the
resource and energy export earnings forecasts.



1.4 Prices

Since the June 2021 Resources and Energy Quarterly, the iron ore price
hit a decade high (at over US$230 a tonne) and then retreated sharply.
Strong demand in some of the advanced industrialised nations has been
unable to offset the impact of weaker Chinese demand (Figure 1.4). Prices
are expected to ease further over the outlook period, as Brazilian supply
recovers and growth in world demand slows down.

Surging demand from steel producers in the major producing nations has
seen Australian metallurgical coal prices hit multi-year highs. Australia’s
dominant position in the seaborne market has meant that our exporters
have been able to sell coal to replace the (mainly North American and
Russian) cargoes bought by China that have usually been sold elsewhere.
Prices are expected to ease over the outlook period, as supply rises.
Thermal coal prices have also risen sharply, with premium Australian coal
hitting its highest level in more than ten years. With economic activity
rebounding and the Northern Hemisphere winter approaching, power
utilities are scrambling to rebuild stocks. Prices are likely to ease back in
the outlook period, as supply gains match rising demand (Figure 1.4).

Oil prices have more than regained the sharp falls of the COVID-19
pandemic. The oil price seems likely to be capped at US$80 a barrel over
the forecast period, as a further recovery in usage is matched by rising
supply. Contract LNG prices are forecast to be flat, as oil prices settle.

After a dip to US$1,720 an ounce in early August, the gold price has
steadied at around US$1,800 an ounce. The market is anticipating the
withdrawal of large monetary stimulus by the major central banks over the
outlook period. Lower investor demand is likely to offset improved
jewellery demand over the outlook period. The price is likely to fall over the
outlook period, as real bond yields rise. Base metal prices have more than
recovered their COVID-19 losses, largely on the back of the global
economic rebound (Figure 1.5). Supply worries have kept pressure on
some base metal prices, with copper hitting record highs. Base metal
demand should rise, as world industrial activity recovers and the global
energy transition accelerates.
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Figure 1.4: Bulk commodity prices
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Figure 1.5: Base metal prices
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1.5 Export volumes

September quarter export volumes rose, driven by energy exports

The OCE’s Resources and Energy Export Volumes Index (preliminary
estimate) rose by 6% in the September quarter 2021 from the June
quarter, and was 3% higher than a year before (Figure 1.6). Within this
total, resource commodity volumes rose 2% in the year to the September
quarter 2021, while energy commodity volumes rose by 5%. The
improvement in energy exports was driven by the rebound in demand, as
the world economy gradually recovered from the impact of COVID-19.

In volume terms, resources exports are likely to show further significant
growth over the outlook period. Economic growth and industrial production
continues to recover amongst our main trading partners, increasing
demand for our ferrous and non-ferrous metals. The production of electric
vehicles and new energy technologies will see growing demand for
commodities such as copper, aluminium, lithium and nickel. The volume of
energy exports is forecasts to show only minor growth during the outlook
period. High prices will impact on near term demand adversely.

Figure 1.6: Resource and energy export volumes
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1.6  Contribution to growth and investment

Mining industry contracted, but by much less than the rest of the economy

Australia’s real Gross Domestic Product (GDP) rose by 0.7% in the June
quarter 2020, and was up 9.6% through the year since the (pandemic
affected) June quarter 2020.

Mining value-added fell by 1.3% in the June quarter, and was down 3.8%
over the previous twelve months.

In the coming two years, it is likely that the iron ore sector will make a
significant contribution to real GDP growth, as volumes grow on the back
of high prices and margins. The coal sector is likely to make a modest
contribution to growth in the outlook period. Operational problems had a
significant impact on gas production over the past year. Output is likely to
make a positive contribution to growth in the outlook period, on the back of
stronger LNG demand and high prices.

Figure 1.7: Contribution to quarterly growth, by sector
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Mining investment is picking up

The ABS Private New Capital Expenditure and Expected Expenditure
survey for the June quarter 2021 shows that Australia’s mining industry
invested $9.1 billion in the quarter. This is up by 1.0% in the quarter
(seasonally adjusted), and up 2.8% from the June quarter 2020. In recent
quarters, strong iron ore prices have supported growth in investment by
the metal ore mining sector (Figure 1.8).

Figure 1.8: Mining industry capital expenditure by commodity
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Expenditure was largely steady for buildings and structures and for
machinery and equipment in the June quarter 2021 (Figure 1.9). Spending
on plant and equipment remains well above its average level of recent
years, though the reverse trend has been evident in buildings and
structures. Forward expectations suggest that investment in 2021-22 will
be slightly higher than in 2020-21 (Figure 1.10). Strong prices for gold,
iron ore and other minerals have been leading to new investment plans,
including the re-opening of mines. However, investment in new greenfield
projects remains well below the levels of the previous decade, when three
LNG plants were built.

Resources and Energy Quarterly September 2021

Figure 1.9: Mining industry capital expenditure by type, quarterly
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Figure 1.10: Mining industry capital expenditure, fiscal year
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Data on exploration spending (adjusted for inflation) suggests that mining Figure 1.12: Resource and energy exports, by forecast release

capital expenditure is recovering at a marginal pace following falls in early 350
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1.7 Revisions to the outlook

At $349 billion, the forecast for Australia’s resources and energy exports in
2021-22 are $15 billion higher (in nominal terms) than those contained in
the June quarter 2021 Resources and Energy Quarterly (REQ). A weaker
AUD/USD and stronger base/precious metal and energy exports have
driven the revisions in 2021-22.

The forecast for $299 billion in export earnings in 2022—-23 is down $4bn
from the June quarter 2021 REQ. Downward revisions to iron ore prices
(and hence earnings) have more than offset the impact of improved
energy earnings in 2022-23.
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Figure 1.13: Australia’s major resources
and energy commodity exports, nominal
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Table 1.1: Outlook for Australia’s resources and energy exports in nominal and real terms

Annual percent chanae

Exports (A$m) 2019-20 2020-21 2021-22 2022-23f 2019-20 2020-21 2021-22f 2022-23
Resources and energy 290,758 309,748 348,582 299,030 3.3 6.5 12.5 -14.2
—realP 301,057 315,603 348,582 293,925 1.9 4.8 10.4 -15.7
Energy 115,532 81,296 128,565 113,904 -12.9 -29.6 58.1 -11.4
—real? 119,624 82,833 128,565 111,959 -14.1 -30.8 55.2 -12.9
Resources 175,226 228,452 220,017 185,126 17.7 30.4 -3.7 -15.9
—real? 181,433 232,771 220,017 181,965 16.2 28.3 -55 -17.3

Notes: b In 2020-21 Australian dollars; f forecast; r Compound annual growth rate; z projection.
Source: ABS (2021) International Trade in Goods and Services, 5368.0; Department of Industry, Science, Energy and Resources (2021)

Table 1.2: Australia's resource and energy exports, selected commodities

Prices Export volumes Export values. A$b

2020-21 2021-22 2022-23f 2020-21 2021-22" 2022-23f 2020-21 2021-22f 2022-23
Iron ore US$/t 140 115 85 Mt 868 906 939 153 132 99
LNG A$/GJ 7.4 12.9 115 Mt 78 82 83 30 56 50
Metallurgical coal US$/t 123 176 155 Mt 171 183 186 23 33 30
Gold US$/oz 1,850 1,740 1,668 t 283 379 384 26 29 27
Thermal coal US$/t 76 98 76 Mt 192 208 212 16 24 19
Copper US$/t 7,971 9,008 8,809 Kt 902 885 909 11 15 14
Crude oil US$/bbl 54 70 67 Kb/d 276 295 282 7.4 11.2 9.9
Alumina US$/t 284 282 310 Kt 18,600 18,299 18,336 6.9 7.1 7.2
Nickel US$/t 16,267 17,836 16,280 Kt 181 252 260 3.8 5.1 4.6
Aluminium US$/t 2,029 2,536 2,582 Kt 1,357 1,387 1,387 3.7 4.8 4.7
Zinc US$/t 2,657 2,834 2,488 Kt 1,390 1,532 1,712 3.3 4.1 3.9
Lithium US$/t 545 1,190 1,032 Kt 1,466 2,063 2,526 1.1 3.4 3.8
Uranium US$/Ib 30 34 39 t 5,649 5,800 5,800 0.6 0.5 0.6

Notes: a Export data covers both crude oil and condensate; f forecast. Price information: Iron ore fob (free-on-board) at 62 per cent iron content estimated netback from Western Australia to
Qingdao China; Metallurgical coal premium hard coking coal fob East Coast Australia; Thermal coal fob Newcastle 6000 kc (calorific content); LNG fob Australia's export unit values; Gold LBMA PM,;
Alumina fob Australia; Copper LME cash; Crude oil Brent; Aluminum LME cash; Zinc LME cash; Nickel LME cash; Lithium spodumene ore.

Source: ABS (2021) International Trade in Goods and Services, Australia, Cat. No. 5368.0; LME; London Bullion Market Association; The Ux Consulting Company; US Department of Energy; Metal
Bulletin; Japan Ministry of Economy, Trade and Industry; Department of Industry, Science, Energy and Resources (2021)
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2.1 Summary

= The world economy is forecast to grow by 6.0% in 2021. However,
renewed outbreaks of COVID-19 variants, continued supply chain
issues and rising (and persistent) inflation, all present risks to the global
recovery in the second half of 2021 and in 2022.

= A strengthening recovery in advanced economies is offsetting weaker
growth across developing and emerging economies. World economic
growth is forecast to moderate to 4.9% in 2022 and 3.5% in 2023, as
levels of pent up demand and government support normalise.

= The growing divergence in the recoveries of different economies reflects
relative progress in the rollout of COVID-19 vaccinations, and of the
level of fiscal and monetary support being provided by governments in
response to the pandemic.

2.2 World economic outlook

Global growth now reflecting a stronger recovery in advanced economies

In its July 2021 Outlook, the International Monetary Fund (IMF) projected
the world economy to grow by 6.0% in 2021 (Figure 2.1). This forecast is
unchanged from its April 2021 update. However, it now reflects a stronger-
than-expected recovery in advanced economies that is projected to offset
weaker growth projected for developing and emerging economies.

The IMF has highlighted differing levels of progress in the rollout of
vaccines as a major driver of the growing divergence in the recovery of
different countries and regions. With advanced economies averaging close
to 40% of the population vaccinated by the end of July, economic activity
has continued to see a return to normal into the second half of 2021. High
frequency indicators such as retail activity are now close to pre-pandemic
levels, while public transport use and road traffic levels are rising.
Projected growth for advanced economies in 2021 has been upwardly
revised by 0.5 percentage points to 5.6%.

In comparison, emerging and developing economies had an average
vaccination rate less than half of that of advanced economies by the end
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Figure 2.1: GDP growth forecasts
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of July, with forecast economic growth in 2021 reduced by 0.4 percentage
points to 6.3%.

The considerable levels of fiscal and monetary support being provided in
many advanced economies continues to counter the short-term economic
impacts of the COVID-19 pandemic. Significant fiscal packages in
economies such as the US, EU and the United Kingdom, are expected to
boost economic growth forecasts through to 2022. To assist low and
middle-income countries in their recoveries, the IMF is also introducing a
new US$650bn allocation of its special drawing rights (SDR), to cover
essential health and social spending needs.

Beyond 2021, economic growth is expected to moderate. The IMF
forecasts the world economy to grow by 4.9% in 2022, a 0.5 percentage
point increase from the April 2021 outlook. This increase is primarily due to
the substantial infrastructure package currently being considered by US
legislators, with a vote in the House of Representatives scheduled for late
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September. World growth is expected to further ease in 2023 as pent up
demand in the global economy recedes and government support removed.

However, new strains of the pandemic present growing risks to the
recovery. Recent outbreaks in Asia-Pacific and Africa are likely to further
constrain global supply chains and risk further increases in producer and
consumer prices. These outbreaks, along with further restrictions on
movement, could act as a drag on economic activity in advanced and
developing economies over the outlook period.

Robust growth in industrial production and trade projected for 2021

The outlook for Australia’s major trading partners remains positive, with
growth forecast to reach 7.0% in 2021 and 5.0% in 20221. The World
Trade Organisation’s Goods Trade Barometer — a leading indicator for
world trade — reached its highest ever rating in June. And as of July,
global merchandise trade volumes exceeded pre-pandemic levels, and are
expected to grow by around 8% in 2021.

Trade has now expanded beyond a concentration on pandemic-related
purchases, to include goods such as sporting equipment, IT products and
iron and steel. However, services trade continues to be slower in its
recovery from COVID-19 lows, sitting well below pre-pandemic levels
through the first half of 2021. A deterioration in forward-looking indicators,
such as export orders, suggests growth is likely to slow from the
September quarter.

Global industrial production (IP) has continued to see an impressive
rebound in 2021, 12% higher year-on-year at the end of June. However,
the rate of recovery appears to be slowing, with world IP in the June
quarter falling by 0.2% quarter-on-quarter as COVID-19 containment
measures were re-introduced in some nations. The world manufacturing
sector, marked 14 consecutive months of expansion in August, with a
Purchasing Managers Index (PMI) reading of 54.1. However, the pace of

! From RBA Statement on Monetary Policy August 2021
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Figure 2.2: Industrial production (IP) and world PMI
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this expansion appears to be slowing, with the August reading falling to a
six month low (Figure 2.2).

The services sector has shown an improvement in recent months, with
four of the five fastest growing industries in the global composite PMI in
July including tourism & recreation, telecommunications, industrial services
and health care. However, with the rate of expansion slowing to a seven
month low in August (with a reading of 52.6), this suggests that economic
growth may have already peaked and has entered a post-recovery
slowdown in the second half of 2021.

Employment recovering, but still below pre-pandemic levels.

In spite of the strong global recovery, employment has been slower to
rebound, and continues to track below pre-pandemic levels in most major
economies. The combined employment rate for all OECD countries
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Figure 2.3: Employment rates in OECD economies
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reached 66.8% in the first quarter of 2021, up from 63.5% year-on-year,
but below its 2019 average of 68.7% (Figure 2.3).

While high frequency indicators such as jobs ads and the number of firms
looking to hire, show a strong improvement in labour demand, the supply
of labour continues to lag in many major economies. This reflects ongoing
barriers such as the impact of school closures on caring responsibilities,
health concerns, and travel restrictions maintaining geographical and
industry mismatches between supply and demand.

Supply chain disruptions and inflationary pressures persisting

The strong growth in world trade and industrial production in 2021 is
continuing to put pressure on global supply chains, as the surge in
demand continues to outpace the recovery in supply. Recent outbreaks of
the delta variant of the COVID-19 pandemic are also further impacting
supply, particularly from Asia. In July, suppliers’ delivery times (measured
through the JPMorgan Global manufacturing PMI) were the longest on
record, and input prices were at 10 year highs. Supply delays have also
started contributing to slowing growth in global production as of July.
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Port congestion and a world-wide shortage of shipping containers
continues to drive transport costs higher. For example, shipping container
rates on the Shanghai to Los Angeles route in early August were more
than 500% higher than 12 months previous, and the highest in 30 years.
The Baltic Dry Index — a global measure of shipping prices for raw
materials such as coal and iron ore — has risen more than 200% in the
12 months to late-August 2021. There are concerns these elevated rates
may persist through to 2022.

Shortages of semi-conductors have also continued to impact the global
manufacturing sector. This includes a number of consumer discretionary
sectors such as automotive and technology, with many major companies
warning of ongoing slowdowns in production in recent updates. Toyota
announced a 40% cut in global output for September, and this follows
production cuts introduced by other major US and European automakers
from the June 2021 quarter. The shortages are expected to be overcome,
and manufacturing activity is expected to return to normal, albeit at a more
gradual rate than first anticipated.

Inflationary pressures in 2021 — particularly due to high food prices —
have led emerging economies such as Brazil, Russia and Mexico to (start
to) normalise monetary policy and raise interest rates. This may start to
impact the pace of the economic recovery in these countries over the
outlook period.

2.3 Major trading partners’ economic outlook

Consumption starting to play a bigger role in China’s recovery in 2021

China’s economy has continued to rebound strongly in 2021, with year-on-
year growth of 7.9% in the June quarter. China’s recovery has broadened
from a reliance on exports and infrastructure investment (in 2020), with
domestic consumption accounting for more than three-quarters of real
GDP growth year-on-year in the June quarter of 2021 (Figure 2.4). This
included significant growth in expenditure for the Information Technology
(20%), Hospitality (17%), and Transportation (13%) sectors.
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Industrial production grew by 5.3% year-on-year in the month of August,
down from a 2021 high of 14% in March. China’s historic growth surge in
the first half of 2021 — as the country emerged from the pandemic — now
appears to be easing. China’s manufacturing PMI continued to trend lower
in August, reaching 50.1. While this reflects seasonal impacts such as
adverse weather and planned maintenance, producers have also identified
shortages of input goods — such as semiconductor chips, coal and gas —
and slowing demand growth, as reasons for the slackening in activity. The
Caixin-Markit Manufacturing PMI, a broader-based survey of over

500 companies, also fell into contractionary territory for the first time since
April 2020, with a reading of 49.2 in August.

While the IMF’s July 2021 Outlook forecasts China’s economy to grow by
8.5% in 2021, renewed outbreaks of the delta variant have emerged as a
key risk to the ongoing recovery in the second half of 2021. Lockdowns
and travel restrictions have been re-introduced across some provinces and
major cities, with cases hitting a seven month high in August.

Figure 2.4: Contributions to China’s quarterly real GDP growth
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This has come in the midst of ongoing efforts by the Chinese government
to reduce the accommodative fiscal support that was maintained
throughout the early stages of the pandemic, and to reinitiate debt
deleveraging. Total infrastructure investment contracted in June (three
month moving average, year-on-year) for the first time in over 12 months,
marking a considerable slowdown from 30% growth seen at the end of
March 2021. China has also continued to advance its so-called ‘Three Red
Lines policy’ in 2021, aimed at tightening borrowing criteria and reducing
debt levels in the country’s property sector.

With the growing potential for a significant slowdown in economic growth
in the second half of 2021, there is growing market commentary that the
Chinese government may seek to increase fiscal support in the near term.
Local government special bond issuance — the primary means for
government funding infrastructure — ran below quota in the first half of the
year, and now provides the Chinese government with additional capacity
to respond to any weakening in domestic conditions.

Japan’s economy grows in June quarter in the midst of the pandemic

Despite severe impacts from the COVID-19 pandemic in the first half of
2021, Japan's economy has continued to pick up momentum, with positive
GDP growth of 1.3% year-on-year in the June quarter.

This has been led by a steady increase in industrial production, which
grew 12% year-on-year in the month of July and exports, which grew 37%
year-on-year in the same period. While Japan’s manufacturing sector has
continued its expansion into the second half of 2021, the rate of growth
appears to be slowing. Japan’s Jibun Bank Manufacturing PMI fell to 52.7
in August (from 53.0 in July). Manufacturers have flagged the growing
impact on output and demand from renewed outbreaks of COVID-19 both
domestically and in South East Asia, with export orders in August falling
for the first time in seven months.

Firms have also continued to identify continued supply chain issues and
the ongoing presence of the pandemic is weighing on the sector. Toyota
— Japan’s biggest company by revenue in 2020 — announced a 40% cut

19



to global production in September, and other major automakers (such as
Honda and Nissan) are flagging similar adjustments. In spite of these
disruptions, expectations remain for a continued expansion of Japan’s
manufacturing sector over the next 12 months.

Japan’s Jibun Bank Japan Services PMI also saw a sharp fall in August (to
42.9), signalling ongoing weakness in demand for services in 2021 as the
economy recovers from the resurgence of COVID-19 cases. Business
activity, and new orders had their fastest declines in over 12 months, while
average cost burdens rose for the ninth consecutive month. This includes
inputs prices for raw materials, staff and fuel costs.

The IMF is now projecting Japan’s economy to grow by 2.8% in 2021. This
is a fall of 0.5 percentage points from the April 2021 Outlook, reflecting the
impacts of the COVID-19 pandemic through the first half of 2021.
However, Japan is expected to see a stronger rebound in the second half
of 2021, as vaccinations are rolled out and the economy returns to normal,
with growth expected to reach 3.0% in 2022.

Figure 2.5: Japan’s industrial production and machinery orders

40 60
30 45
(0] (O]
2 2
g 20 30
G G
S 10 15 5
(8] o
g o0 o g
Ei T
2 -10 -15 2
S <
-20 -30
-30 -45

Jun-11 Jun-13 Jun-15 Jun-17 Jun-19 Jun-21
Japanese machinery orders (rhs)

= |ndustrial Production
Source: Bloomberg (2021)

Resources and Energy Quarterly September 2021

Figure 2.6: South Korean real GDP, consumption and trade
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Rebound in global trade driving South Korea'’s recovery

South Korea’'s GDP grew by 5.9% year-on-year in the June quarter 2021,
with the economy having now recovered to above pre-pandemic levels.
Strong exports and recovering household consumption have continued to
help drive the recovery of the economy (Figure 2.6). Total net exports (in
real value terms) in the first half of 2021 were around 47% higher year-on-
year and close to 50% higher than the same period in 2019.

South Korea’s manufacturing PMI continues to be in expansionary
territory, with a reading of 51.2 in August. However, the reading represents
a second straight month of falls (from 53.9 in June and 53.0 in July),
suggesting the impressive rate of recovery for the sector is perhaps
starting to slow going into the second half of 2021. Firms have highlighted
a resurgence in COVID-19 cases in Asia and ongoing supply chain issues,
as having led to a weakening in domestic and global demand for goods.

The IMF forecasts South Korea’s economy to grow by 4.3% in 2021, and
3.4% in 2022, sustained by the ongoing recovery of global economic
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activity and trade. However, renewed outbreaks of the pandemic — and its
impact on global demand for goods amongst South Korea’s major trade
partners — will continue to be a key risk for the economy into the second
half of 2021.

First signs of recovery in India after severe second wave of the pandemic

Following widespread COVID-19 outbreaks and subsequent partial
containment measures in the first half of 2021, India ended its 2020-21
financial year — running from April 2020 to March 2021 — with a smaller-
than-expected contraction of 7.3% year-on-year. This included positive
year-on-year growth of 0.4% in the December 2020 quarter, and 1.6% in
the March 2021 quarter. The Indian economy has further recovered in the
June 2021 quarter, with economic growth of 20.1% year-on-year (noting
India’s GDP fell by 24.4% for this period in 2020).

India’s agricultural industry — which contributes around 15% of the
country’s GDP — was one of the few sectors to show a positive outcome
in the 12 months to March 2021, with growth of 3.6% over the period. This
contrasts with substantial contractions over the same period in
Manufacturing (-7.2%), Construction (-8.2%) and Hospitality and
Communications Services (-18.2%).

The June 2021 quarter has shown continuing signs of a rebound in these
industries, with manufacturing and construction growing 49.6% and 68.3%
year-on-year respectively. After slipping into contraction for the first time in
11 months in June, manufacturing PMI readings for July and August have
remained in expansionary territory. However, the lower reading in August
(falling to 52.3 from 55.3 in July) suggests slowing momentum in growth.

India’s Services PMI has also rebounded into expansionary territory in
August for the first time in four months, with a reading of 56.7. This
includes new orders rising at their fastest rate since January 2013. The
India Services Business Activity Index (seasonally adjusted) was also in
expansionary territory in August, with reports of the increased reopening of
v