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Australia in the Asian Century 
As the world’s centre of economic gravity shifts towards Asia, Australia is feeling the 
pull of new economic tides. 
 
In the 1965 preface to The Tyranny of Distance, Geoffrey Blainey opens by noting 
that ‘Distance is as characteristic of Australia as mountains are of Switzerland.’1  
Economists at the Australian Treasury have estimated that Australia is the most 
remote economy in the OECD, after New Zealand.2  So, for example, they reckon 
that as of 1998, less than 10% of world GDP was located within 6,000km of Australia, 
compared to over 30% for the global average.  And while some 34 per cent of the 
world economy was within 10,000kms of Australia that year, that compares to 94 per 
cent for the UK.  This level of remoteness has influenced both Australia’s relative 
productivity performance and its level of economic openness.3  This is just one more 
reason that the rise of Asia in general, and of East Asia in particular – a development 
sometimes described as the onset of the Asian Century –  is a big deal, since one 
consequence is to shift the world’s centre of economic gravity eastwards, closer to 
Australia. 4   Already, the economic rise of Japan followed by other East Asian 
economies meant that while in 1950, the distance from Australia to the rest of the 
world GDP was 11,777kms, by 1998 that ‘gap’ had fallen by more than 13 per cent to 
10,183kms.5  Since then, the economic rise of Asia has gathered pace, with the 
ascendancy of the big powerhouses of emerging Asia – China and India (in South 
Asia) – becoming the driving force of Asian growth over the past decade. 
 

 
Sources: Calculated from ABS 5368.0 - International Trade in Goods and Services and ABS 
5368.0.55.004 - International Trade in Services by country, by state and by detailed services category. 
 
Some of the implications are already visible in Australia’s trade statistics.6  Last year, 
East Asia accounted for about 60 per cent of Australia’s total goods trade, about 34 
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per cent of services trade, and well over 50 per cent of total trade.  Growth has been 
dominated by merchandise trade, where the region’s demand for resources has 
driven up the share of goods going to East Asia by about 16 percentage points since 
1990 and by eleven percentage points since 1990.7  It has also driven Australia’s 
terms of trade to record highs, providing a bonanza that is outsized even for most 
commodity exporters: 

 
Source: IMF Regional Economic Outlook: Asia and Pacific April 2011. 
 
Financial integration has been much more modest: as of 2010, East Asia still 
accounted for less than 10 per cent of the total stock of Australian overseas 
investment, while investment from the region was about 13 per cent of the total: 
 

 
Source: Calculated from ABS 5352.0 - International Investment Position, Australia: Supplementary 
Statistics, 2010. 
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There is a set of economic models – mostly based around trade but sometimes 
applied to financial flows such as FDI – that draws on Newton’s model of gravitational 
force.8  That model says that the gravitational force between two objects is directly 
proportional to each of their masses and inversely proportional to the square of the 
distance between them.  Similarly, the gravity model of international trade posits that 
the size of trade between two countries is an increasing function of the GDPs of the 
two economies, and a decreasing function of the distance between them. 
  
Applying this idea to Australia’s economic ties to Asia suggests that our economic 
orbit is going to be increasingly influenced by developments in the region: there are 
large and ongoing increases in Asia’s economic ‘mass’; as a result, the distance 
between Australia and the world’s centre of economic gravity will continue to fall; and 
furthermore, it seems reasonably likely that the overall ‘economic’ distance between 
Australia and Asia will continue to be compressed by policy liberalisation and 
technological innovation.  In other words, Asia’s gravitational ‘pull’ on the Australian 
economy should be high and rising.  That pull is already operating across a range of 
channels including trade flows and the terms of trade; business confidence and the 
share market; the value of the A$; foreign investment inflows; and even policy 
decisions at the RBA.  On most baseline scenarios for the region, it will only get 
bigger. 
 
Australia’s ties to the rapidly growing economies of the region deliver a range of 
benefits.  For example, Australia’s export markets have shifted from slower-growing 
developed economies to faster-growing developing ones, contributing to a rate of 
trade-weighted partner GDP growth that is now well above historical rates.  This 
strong demand from emerging Asia is also expected to boost investment demand 
and capital accumulation in Australia, and so contribute to stronger production 
capacity. In turn, this has led official forecasters like the IMF to project a higher 
medium-term potential growth rate for Australia than for most other developed 
economies:9 
 

 
Source: Box 1 in Australia: 2010 Article IV Consultation – IMF Staff Report, 28 October 2010.  
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Simulations using the IMF’s global economic model (GEM) imply that rapid growth in 
emerging Asia over 1997-2007 could have contributed as much as one quarter of the 
total increase in Australia’s real GDP over that period.  The same model suggests 
that if the region is able to sustain its growth performance over the next decade, the 
growth dividend for Australia could be even larger.10  And another Fund study finds 
that, over the past decade, shocks from emerging Asia have now overtaken shocks 
from the United States to become the most important external factor influencing the 
Australian business cycle.  For the period 2000-2010, it is estimated that a one per 
cent shock to emerging Asian GDP moves Australian GDP by about a third of one 
per cent. 11   So when Asia thrives, so does Australia.  But at the same time, if Asia 
sneezes, it’s now more likely that Australia will catch a cold. 
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