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 Executive Summary 

The Australian funds management industry 

Australia has developed a sophisticated and growing funds management 
industry, with funds under management passing the $A1 trillion mark in 2006 – 
equalling the gross domestic product of the whole Australian economy.  

This is a remarkable achievement. For example, at least according to some 
measures it means that Australia leads the world in terms of funds under 
management per person (currently $50,000). And with double-digit growth likely 
to continue, funds under management could be in the range of $A2.8 to $A3 
trillion by 2015.  

The central driver of this stellar performance has been compulsory 
superannuation however the strengths of the industry now include an 
increasingly sophisticated investor base, innovative investment products, and 
strong oversight bodies operating within a well respected regulatory framework.  

Funds management may account for as much as 40 per cent of the contribution 
the finance and insurance industry as a whole makes to the Australian 
economy, which would put its share of gross domestic product at around 3.4 
per cent of the value added in the economy. This makes funds management a 
bigger contributor to the Australian economy than agriculture, utilities 
(electricity, gas and water) and communications. Its growing importance serves 
as a stark reminder of the changing nature of modern, service-dominated, 
economies such as Australia’s.  

It is arguable, however, whether the growing importance of service industries in 
general, and the funds management industry in particular, is fully reflected in 
government policy making.  

The growth of the industry also offers an opportunity to broaden the base and 
so diversify away from more volatile sectors of the economy such as mining 
and agriculture. The increasingly important role played by the funds 
management industry in Australia would be further enhanced if the industry was 
able to ramp up exports – something other countries have been able to do 
enabling them to significantly enrich their citizens (e.g. Ireland and 
Luxembourg).  
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Offshore Financial Centres (OFCs) 

Offshore Financial Centres are typically small jurisdictions, such as Macau, Bermuda, 

Liechtenstein or Guernsey, that seek to attract foreign capital. What they offer foreign 

businesses and well-heeled individuals is low or no taxes, political stability, and 

business-friendly regulation.   

Offshore holdings now run to $5-7 trillion, five times as much as two decades ago, 

and make up perhaps 6-8% of worldwide wealth under management, according to 

Jeffrey Owens, head of fiscal affairs at the OECD. Between 1982 and 2003 they grew 

at an annual average rate per person of 2.8%, over twice as fast as the world as a 

whole (1.2%), according to a study by James Hines of the University of Michigan. 

Individual OFCs have done even better. Bermuda is the richest country in the world, 

with a GDP per person estimated at almost $70,000, compared with $43,500 for 

America.  

The business community in particular argues that in a fiercely competitive global 

economy where national tax regimes can vary widely, minimising tax payments is a 

competitive necessity and OFCs are one solution. OFCs themselves insist that they 

are specialist financial centres and have far more to offer than just low taxes.  

Being a successful OFC is tougher than it used to be. The best-run of them compete 

not only with offshore rivals but also, in certain industries, with onshore ones. These 

days new OFCs must invest in regulation, legislation and enforcement up front.  

Source: Economist special report on Offshore Finance, 24 February 2007.  

The industry have very low levels of export orientation at present, having 
concentrated thus far on managing the savings of domestic investors who have 
mainly focused on local opportunities. That is changing, with an increasing 
emphasis on overseas investment opportunities. Also, Australia fund managers 
increasingly handle the Australian portfolio investments of foreigners (a 
responsibility commonly assigned to local affiliates of international investment 
houses). But missing thus far in the industry’s development is a strong record of 
Australian funds managers exporting their services to the world: that is, being 
directly responsible for handling the domestic and overseas funds management 
requirements of foreigners.  

The Australian funds management industry by type of institution 

According to the way the Australian Bureau of Statistics (ABS) classifies firms 
engaged in funds management in Australia, cash management and public unit 
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trusts, plus superannuation funds have led the way in the growth stakes 
(recording average annual growth rates of 15.4 per cent, 14.8 per cent and 14.0 
per cent respectively over the 18-years from 1989 to 2006).  

This has been at the expense of the more slowly growing life insurance offices, 
common funds and friendly societies (with average annual growth rates of 7.4 
per cent, 5.3 per cent and minus 2.2 per cent respectively).  

The Australian funds management industry by type of asset 

As well as classifying the managed funds industry by type of institution, ABS 
also provides a breakdown of the industry by type of asset.  

Looking at emerging trends from this perspective, the big growth areas over the 
1989 to 2006 period have been assets overseas (averaging 19.3% per annum), 
equities and units in trusts (15.7%) and cash and deposits (12.3%) – with below 
average growth recorded by 'other' assets (9.7%), short term securities (9.2%), 
land and buildings (8.9%), long term securities (6.4%) and loans and 
placements (6.2%).  

Role of funds management in Australia’s international investment 
position 

Australian fund managers have been increasingly busy buying foreign equities 
on behalf of Australian firms and individuals, with the proportion of Australian 
investment abroad accounted for by portfolio investment trending upwards for 
nearly two decades (from 15% in 1988 to 38% in 2006). Indeed, it has recently 
become more important than direct investments abroad (which have been fairly 
flat albeit in recent decline, falling from accounting for 41% in 1988 to 35% in 
2006). This represents a significant compositional change over time in favour of 
portfolio investment, and in particular investment in foreign equities.  

Fund managers have also been busy buying Australian equities for foreigners 
(although equities as a proportion of inward portfolio investment is much lower 
than is the case with outward portfolio investment – 15% versus 76%, on 
average over the period). Thus, in terms of foreign investment in Australia, 
portfolio investment has risen steadily in importance (from accounting for 47% 
of total foreign investment in Australia in 1988 to accounting for 62% now), 
while the reverse is true of direct investment (which has declined from 32% to 
23%).  
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Export orientation of the finance and insurance industry 

For a type of service that is rapidly becoming highly tradeable, exports of 
Australian finance and insurance industry – of which the funds management 
industry is an important component –  are very modest (at 2.9% of Australian 
production according to input-output tables compiled by the ABS). Indeed, the 
industry’s export performance ranks 27th of the 35 industries that together 
comprise the Australian economy in the latest published tables (at this level of 
industry aggregation).  

This is a weak export record, especially compared with similar industries 
overseas, which already export a high proportion of funds management 
services (e.g. Ireland, the UK). This lack of export performance stands out all 
the more starkly compared with its strong domestic growth.  

The finance and insurance industry: Direct links with other 
industries 

As measured by ABS figures, the finance and insurance industry’s direct 
linkages with other sectors of the Australian economy are modest though it is a 
major purchaser of services from itself. One reason for such high levels of intra-
industry transactions is that, being a highly specialised field of economic 
activity, the industry tends to hire all sorts of people with specialist skills to work 
within the industry itself (e.g. financial analysts and accountants, etc) – so that a 
lot of value-adding services are immediately available within the industry. 
However the industry is also a major purchaser of expensive professional 
services such as legal services which are not given the status of an ‘industry’ 
within the ABS classifications. 

The finance and insurance industry: Indirect and flow-on effects to 
the economy 

While the direct links the finance and insurance industry has with other 
domestic industries may be weak as measured using ABS classifications of 
industries, any stimulus originating in the fund management industry 
component of the finance and insurance industry will have indirect and other 
flow-on effects to the domestic economy as a whole. Such effects can be 
estimated using multiplier analysis.  

Using simple multiplier analysis – about which we say more below – lifting 
finance and insurance exports as a share of Australian production from 2.9 per 
cent to 5 per cent would involve an eventual $3.7 billion stimulus to the 
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Australian economy in today’s prices, while lifting the share to 10 per cent 
would translate into a $13 billion boost. These are big effects.  

However multiplier analysis will generally produce strong overestimates of the 
extent to which the expansion of an industry expands the whole economy.  For 
it presupposes that wherever the industry needs further inputs to expand it can 
acquire them at existing prices from the economy – an assumption that 
assumes that resources are already lying idle.  In fact, most resources cannot 
be purchased at existing prices but must be bid from productive uses from 
elsewhere in the economy.  This will lead to rises in the price of these 
resources.  

The increase in total economic output will be given by the value of the 
expansion in finance less what contraction is necessary in other industries to 
enable that expansion to take place.  This is usually a very small fraction (often 
a very small one) of the size of the initial expansion.   

However the average job in the finance sector pays much more than does the 
average job in the economy. For this reason, if the financial service is able to 
provide relatively inexpensive ‘on the job’ training to workers receiving 
substantially lower incomes in other industries, the expansion of the industry 
will generate substantially more value than the contraction of industries from 
which it has bid resources.  If so this would lead to a much more substantial 
economy wide gain than would be the case if the expansion had been in an 
industry paying closer to average wages.  

Clearly, the Australian economy would be a big winner if its funds management 
industry were in a better position to export its expertise to the world. The 
accompanying policy paper assesses what would need to change for the 
industry to realise such an ambition.  
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Chapter One 

Background 

Spurred particularly by the introduction of compulsory superannuation, Australia 
has developed a sophisticated and growing funds management capability, with 
funds under management having grown to around 100% of the annual gross 
domestic product (GDP) of the Australian economy – which recently passed 
one trillion dollars. With the ratio of funds under management as a percentage 
of GDP now upwards of 100%, Australia is starting to compare favourably with 
the leading countries in the game (with the USA at 213%, the UK 178%, France 
144% and Japan 126%) –  as well as now being comfortably ahead of the 
average (87%).1  

The consolidated assets of Australian managed funds passed the $A1 trillion 
mark in 2006, and show every sign of continued strong growth. Indeed, with 
annual growth over the 18-year period since 1989 averaging 11.6%, this figure 
is set to top $A2.8 trillion by 2015.   

These statistics support the proposition that Australia has become one of the 
major marketplaces for managed funds in the world, and the largest in the 
Asian-Pacific region (see later).  

Australian financial services can now boast a mature market with a 
sophisticated investor base, innovative investment products, a supportive 
retirement incomes policy, and strong oversight bodies operating within a 
regulatory framework principally aimed at looking after the interests of domestic 
investors.  

The funds management industry in Australia 

Under the system of industry classification used by the Australian Bureau of 
Statistics (ABS), Investment and Financial Services Association (IFSA) 
members would be concentrated among Life insurance corporations, Pension 
(Superannuation) funds and Financial intermediaries not elsewhere classified 
(n.e.c.).2  

                                                      

1 Fund Management, City Business Series, International Financial Services, London, 
2006.  

2  See Attachment A: Funds management in Australia: A statistical and graphical profile.  
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Reflecting the relative importance of these industries in estimated assets of all 
financial institutions, the following chart graphs the estimated contribution of the 
funds management industry to the Australian economy.3 This approach to 
estimating the importance of the managed funds industry in Australia puts it at 
roughly 40 per cent of the financial sector as a whole (and growing).  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Estimated on the above basis to account for 3.4% of GDP in 2006, the funds 
management industry is bigger than many other Australian industries, including 
agriculture (3.1%), electricity, gas & water (2.5%), accommodation, cafes & 
restaurants (2.2%), communications (2.6%), cultural & recreational services 
(1.6%) and personal & other services (2.0%).  

This is a reminder of the nature of modern, service-dominated, economies such 
as Australia’s. It is arguable whether the growing importance of services is fully 
reflected in government policies.  

                                                      

3  Unless specified otherwise, statistics cited or graphed in this report are based on 
figures compiled by the ABS and either published in hard-copy form or made available 
on its website (www.abs.gov.au).   

Chart 1: Estimated funds management industry share of GDP
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Financial services can also play a valuable counter-cyclical role in cushioning 
shocks to the economy emanating from industries such as mining and 
agriculture, which are subject to the vagaries of commodity prices and the 
weather.  

And that role would be enhanced to the extent that the industry was able to 
increasingly export its services to the world. What can be achieved by focusing 
on service exports even when a country ceases to be involved on the physical 
side of things is demonstrated by the comeback the UK has made in organising 
(rather than actually providing) shipping services (see Box 1).  

Box 1. Services input to financial centre services 

Other less salient parts of the City [of London] have been thriving. 
Shipping services have made a recent comeback; overseas earnings 
rose by a quarter between 2002 and 2004. London's 400 shipbroking 
firms match ships and cargoes in 50% of tanker chartering. And there 
has been a spectacular growth in legal services, which are vital in 
backing the work of a global financial centre. Over 200 foreign law 
firms have offices in London, which is also headquarters for three of 
the four largest firms in the world. Exports from Britain generated by 
international law firms are now three times higher than they were in 
1995.  

Source: The Economist, Oct 19th 2006.4.  

The funds management industry: type of institution 

In terms of ABS’ breakdown of the managed funds industry by type of 
institution, cash management and public unit trusts plus superannuation funds 
have led the way in the growth stakes (with average annual growth rates of 
15.4%, 14.8% and 14.0% respectively over the 1989-2006 period). This has 
been at the expense of the more slowly growing life insurance offices, common 
funds and friendly societies (with average growth rates of 7.4%, 5.3% and 
minus 2.2% respectively).  

The funds management industry: type of assets 

As well as classifying the managed funds industry by type of institution, ABS 
also provides a breakdown of the industry by type of asset. Looking at the 

                                                      

4  Accessed on 25th January 2007 at 
http://www.economist.com/opinion/displaystory.cfm?story_id=8058157 
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emerging trends from this perspective the big growth areas were assets 
overseas (19.3%), equities and units in trusts (15.7%) and cash and deposits 
(12.3%) – with below average growth recorded by 'other' assets (9.7%), short 
term securities (9.2%), land and buildings (8.9%), long term securities (6.4%) 
and loans and placements (6.2%). 
 
These trends have affected the asset allocations of Australian fund managers 
over time, as reflected in the following table.  

  Table 1:  Changing asset allocations of Australian fund managers (%) 
Allocation 1994 2000 2006 

Cash & deposits 7.8 6.4 7.3 
Loans & placements 5.2 5.3 2.3 
Short term securities 10.5 11.2 7.5 
Long term securities 18.8 12.1 8.6 
Equities and units in 
trusts 27.5 31.4 38.2 
Land & buildings 12.0 10.6 11.6 
Assets overseas 14.6 19.6 21.4 
Other assets 3.6 3.4 3.0 

  Source: ABS Cat. no. 5655.0.  

Thus, Australian fund managers – responding to client demands – have 
adjusted their asset allocations over time away from loans and placements and 
long and short term securities (and, to a lesser extent cash and deposits and 
land and buildings) towards better-performing equities and units in trusts and 
overseas assets.  

Longer-term changes in asset allocations (since 1988) are illustrated in the 
following chart. Over this 18-year period (from the June quarter 1988 through to 
the December quarter 2006), the value of total funds under management grew 
more than sevenfold (from $145.5 billion to $1.042 trillion).  

 

 

 

 

 

 

 

 

 

Chart 2: Changing composition managed funds, by type of asset
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Those assets that grew in importance over the 1988-2006 period were: 

• Cash and deposits – whose share increased by 1.1 percentage points as 
the proportion it represented of the industry grew 2.0 per cent over the 
period (from a share of 7.1 per cent in 1988 to 7.3 per cent by 2006); 

• Equities and units in trusts – whose share increased by 18.0 percentage 
points as the proportion it represented of the industry grew 89.3 per cent 
over the period (from a share of 20.2 per cent in 1988 to 38.2 per cent by 
2006); and 

• Assets overseas – whose share increased by 13.9 percentage points as 
the proportion it represented of the industry grew 184.7 per cent over the 
period (from a share of 7.5 per cent in 1988 to 21.4 per cent by 2006). 

On the other hand, those assets that declined in importance over the 1988-
2006 period were: 

• Loans and placements – the share of which decreased by 5.9 percentage 
points as the proportion it represented of the industry fell 72.0 per cent over  
the period (from a share of 8.2 per cent in 1988 to 2.3 per cent by 2006); 

• Short term securities – the share of which decreased by 6.1 percentage 
points as the proportion it represented of the industry fell 44.7 per cent over 
the period (from a share of 13.6 per cent in 1988 to 7.5 per cent by 2006); 

• Long term securities – the share of which decreased by 9.9 percentage 
points as the proportion it represented of the industry fell 53.6 per cent over 
the period (from a share of 18.6 per cent in 1988 to 8.6 per cent by 2006); 

• Land and buildings – the share of which decreased by 6.8 percentage 
points as the proportion it represented of the industry fell 37.0 per cent over  
the period (from a share of 18.4 per cent in 1988 to 11.6 per cent by 2006); 
and 

• Other assets – the share of which decreased by 3.3 percentage points as 
the proportion it represented of the industry fell 52.5 per cent over the 
period (from a share of 6.3 per cent in 1988 to 3.0 per cent by 2006). 

Funds under management per capita 

The following chart graphs funds under management per capita, which recently 
topped the $50,000 per head figure (see international comparisons by the 
Australian Finance Group below).  
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It is apparent from the chart that: 

• the changes to Australia’s retirement income arrangements (in 
particular the introduction of compulsory superannuation contributions 
from the early 1990s) started to bite from around the middle of that 
decade onwards; and that 

• following poor returns in the early 2000s, there has been a strong 
recovery (from 2003 onwards).  

International comparisons 

There are claims that Australia leads the world in funds under management. 
For example, under the headline '$50,000 a head – Australia’s lead in managed 
funds just keeps growing', the Australian Finance Group (AFG) published the 
following tables5 showing managed funds per person in Australia leading the 
world at an estimated $48,178. This reflected 5-year growth of 114.7 per cent 
with one-year growth at 13.6 per cent, well ahead of the USA ($40,046) in per 
capita terms, but lagging Sweden (181.8%) and Spain (115.4%) in the 5-year 
growth stakes, and the UK (33.2%), Sweden (22.4%), Canada (16.7%) and 
France (15.9%) in terms of one-year growth.  

                                                      

5 See AFG’s Global Fund Management Index (managed funds in Australian dollars) 
downloadable from http://www.afgonline.com.au.  

Chart 3: Funds under management per capita

$0

$5,000

$10,000

$15,000

$20,000

$25,000

$30,000

$35,000

$40,000

$45,000

$50,000

19
90

19
91

19
92

19
93

19
94

19
95

19
96

19
97

19
98

19
99

20
00

20
01

20
02

20
03

20
04

20
05

20
06



 

                         

                                  7         

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Another international perspective on the managed funds industry in Australia 
comes from a recent Axiss Australia benchmarking report on Australia as a 
global financial services centre.6  

 

 

                                                      

6  Axiss Australia, Australia: A global financial services centre, Benchmark Report, August 
2006.  
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According to the information illustrated above, in 2005 Australia was the 4th 
largest in terms of investment fund assets, and was the largest in Asia.  

Role of funds management in Australia’s international investment 
position 

The following charts look at Australia’s international investment position and the 
role played by direct versus portfolio investments in both Australian investment 
abroad and foreign investment in Australia.7 Chart 4 graphs direct and portfolio 
investment as a percentage of Australian investment abroad covering the 
period from 1988 to the present, while Chart 5 looks at the relative importance 
of these components in terms of foreign investment in Australia.  

                                                      

7 In the case of both outward and inward investment, the ABS disaggregates total 
investment into the following components: direct, portfolio, financial derivatives and 
other (plus reserve assets in the case of Australian investment abroad). In turn, direct 
investments are dominated by equity capital and reinvested earnings, while the equities 
component of portfolio investment has averaged 76% of outward investment over the 
18-year period, but only 15% of inward investment – the other component of portfolio 
investment is debt securities of various kinds e.g. bonds and notes, and it is this 
component (rather than equities)  that dominates portfolio inward investment.   
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Thus, the proportion of Australian investment abroad accounted for by portfolio 
investment has trended upwards over the period (from 15% in 1988 to 38% in 
2006), and has recently become more important than direct investments abroad 
(which has been fairly flat albeit in recent decline, falling from accounting for 
41% in 1988 to 35% in 2006). This is a significant compositional change over 
time in favour of portfolio investment, and in particular investment in foreign 
equities – which represent 76% (on average) of total portfolio investment 
abroad. Thus, fund managers have been increasingly busy buying foreign 
equities on behalf of Australian firms and individuals.  

In a recent special report on offshore finance, The Economist (24 Feb 2007) 
commented that: “Canadians were alarmed by a government report showing 
that Canadian direct investment in offshore financial centres (OFCs) increased 

Chart 4: Australian investment abroad: Percentage direct versus 
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eightfold between 1990 and 2003, to C$88 billion ($75 billion ) – a fifth of all 
Canadian direct investment abroad. The bulk of this was in financial services, 
mostly in a few Caribbean countries.” In the Statistics Canada table referred to 
the leading countries were Barbados (Rank 3), Ireland (Dublin) (Rank 4), 
Bermuda (Rank 6), the Cayman Islands (Rank 8) and the Bahamas (Rank 11). 
This does not appear to be true of Australia where, according to the ABS,8 the 
Cayman Islands ranked 13th, Bermuda was 17th and Ireland 19th in terms of 
total investment abroad in 2005 – while in the case of portfolio investment the 
rankings were Ireland 20 and Bermuda 30 (while the figures for the Cayman 
Islands were not published).  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Turning to foreign investment in Australia (and noting that equities play a much 
less significant role in inward investment – averaging 15%), portfolio investment 

                                                      

8  International Investment Position, Australia: Supplementary Country Statistics 2005 
(Cat. no. 5352.0), Tables 5a and 5e.  

Chart 5: Foreign investment in Australia: Percentage direct versus 

percentage portfolio 
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has risen steadily in importance (from accounting for 47% of total foreign 
investment in Australia in 1988 to accounting for 62% now), while the reverse is 
true of direct investment (while has declined from 32% to 23%). Thus fund 
managers have also been busy buying Australian equities for foreigners.  

In sum, on both sides of the balance sheet recording Australia’s net investment 
position, assets in the form of foreign equities owned by Australian residents 
and Australian equities owed by foreigners are playing an increasingly 
important role.  
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 Chapter Two 

Domestic success in developing funds management capabilities 

Within the context of a now service-dominated economy such as Australia’s, 
this chapter looks at the role played by the finance and insurance industry in 
contributing to the success and resilience the domestic economy has exhibited 
now for a decade and a half.  

The assessment draws on previous studies of the financial sector (of which 
funds management is becoming an increasingly important component – see 
Chapter One), and includes a section on the sector’s export performance, and 
the contribution increased exports of fund management services to the world 
could make to increased economic activity.  

Underpinning the assessment is a consideration of the direct and indirect 
linkages the financial sector has with other value adding activities that together 
comprise the domestic economy.  

The financial sector in Australia 

In gathering statistics showing the vital role finance plays in the Australian 
economy, the Australian Bureau of Statistics (ABS) adopts the following 
framework to describe the sector.  

The financial system in Australia can be thought of as having three 
overlapping components. The first consists of financial enterprises (such 
as banks) and regulatory authorities (the Reserve Bank and the 
Australian Prudential Regulation Authority). The second consists of 
financial markets (e.g. the bond market) and their participants (issuers 
such as governments, and investors such as superannuation funds). The 
third is the payments system (that is, the cash, cheque and electronic 
means by which payments are effected) and its participants (e.g. banks). 
The interaction of these three components enables funds for investment 
or consumption to be made available from savings in other parts of the 
national or international economy.9 

Financial enterprises are institutions which engage in acquiring financial assets 
and incurring liabilities: for example by taking deposits, borrowing and lending, 
providing superannuation, supplying all types of insurance cover, leasing, and 

                                                      

9  ABS, 2007 Year Book of Australia, Cat. no.  1301.0.  
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investing in financial assets. Australian fund managers exemplify financial 
enterprises.  

The following table shows the assets of financial institutions covering the period 
2000-06, of which fund management activities would be concentrated in:  

• Life insurance corporations; 

• Pension (superannuation) funds; and  

• Financial intermediaries not elsewhere classified (n.e.c.). 

The estimates in Table 2 have been compiled by the ABS on a 'consolidated' 
basis, that is, financial claims between institutions in the same grouping have 
been netted out. The total is also consolidated, that is, financial claims between 
the groupings have been eliminated (so that the components do not add to the 
total).  

 
Table 2: Assets of financial institutions, 30 June 2000 – 30 June 2005 

 ($ billion) 
Depository  corporations 

  Reserve 
bank 

Banks Other Life 
insurance 

corporations

Pension 
funds 

Other 
insurance 

corporations

Central 
borrowing 
authoritie

s 

Financial 
intermed-
iaries nec 

Consolidated 
financial 

sector total 

 

 2000 51.1 728.6 187.0 185.7 423.9 72.9 91.3 214.3 1400.3  
 2001 55.1 805.7 228.2 188.8 451.1 78.0 91.8 220.0 1506.5  
 2002 54.7 875.6 245.3 190.5 470.1 78.8 93.9 237.6 1610.8  
 2003 56.5 991.0 244.7 183.9 492.8 88.1 103.6 246.5 1725.6  
 2004 64.7 1126.0 235.3 192.5 590.1 93.9 101.6 320.3 1986.3  
 2005 75.1 1237.0 259.9 211.1 688.1 98.2 111.2 393.8 2212.2  
 2006 93.5 1423.5 265.8 230.7 840.6 117.2 112.0 521.0 2616.6  

Source: ABS, Year Books of Australia, Cat. no. 1301.0.  

According to the figures reported in the table, the assets of Life insurance 
corporations grew by 24 per cent over the 6-year period, those of Pension 
(superannuation) funds by 98 per cent and those of Financial intermediaries by 
143 per cent – while the asset of the financial sector as a whole (after 
eliminating double counting of assets) grew by 87 per cent. Thus, by 
implication, the funds management industry grew faster than did the financial 
sector as a whole.  

The finance and insurance industry has long constituted an important sector of 
the Australian economy. In 1990, for example it accounted for 5.1 per cent of 
total industry gross value added (GVA) measured at basic prices.10 By 2006 

                                                      

10 See accompanying Glossary for an explanation of terms.  
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(see table), this proportion had increased 52.5 per cent to 7.8 per cent – which 
was the highest percentage increase recorded by any industry over the 
period.11 This meant that, by 2006, only the Property and business services (at 
12.4%), Manufacturing (11%) and (the rather artificially constructed) Ownership 
of dwellings (8.5%) industries accounted for more economic activity than did 
finance and insurance (Table 3).  

 
   Table 3:  Relative importance of individual industries in terms of their 

contribution to total gross value added at basic prices, 2006 
  (Per cent) 

Industry 2006 

Agriculture 3.1 
Mining 7.5 
Manufacturing 11.0 
Electricity, gas & water  2.5 
Construction 7.0 
Wholesale trade 5.1 
Retail trade 6.2 
Accommodation, cafes & 
restaurants 2.2 
Transport & storage 4.9 
Communications 2.6 
Finance & insurance 7.8 
Property & business 
services 12.4 
Government admin & 
defence 4.2 
Education 4.7 
Health & community 
services 6.7 
Cultural & recreational 
services 1.6 
Personal & other services 2.0 
Ownership of dwellings 8.5 
Total 100.0 

 Source: ABS Cat. no. 5204.0.  

These estimates of comparative performance raise issues about how statistics 
are compiled on service-oriented industries. Industry classifications tend to be 
captives of the past – so that, for example, they typically go into great detail 
when it comes to the products of agriculture, mining and manufacturing 
industries (i.e. in respect of goods you can touch – many of which are the 

                                                      

11 The average for all industries over the period was 4.1% – so that the Finance and 
insurance industry grew 13 times as fast as the economy as a whole.  
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products of industrialisation). Services, on the other hand, present something of 
a challenge to devisors of classification schemes – a challenge that is 
becoming more pressing as services start to account for 70% or more of 
modern economies, such as Australia’s. Thus, tourism is a commonly referred 
to service-oriented industry that cannot be found in a standard industry 
classification.12 Even once easily classified products are coming 'packaged' with 
necessary associated services (e.g. items of capital equipment that require 
considerable expertise to commission and maintain in good working order), 
while 'disembodied' services are becoming increasingly important and hard to 
classify unequivocally in terms of the principal activity that is being undertaken 
(e.g. teams of experts that can turn their know-how to varied economic 
activities).  

Further details on the finance and insurance industry in general, and the funds 
management industry in particular can be found in the Attachments – in 
particular Attachment B: Input-output statistics and analysis: The finance and 
insurance industry.  

Inter-industry effects 

The following table shows the input structure of the finance and insurance 
industry in terms of its purchases from other industries. The stand-out entry is 
the high share of inputs the finance and insurance industry buys from other 
firms classified to the same industry (i.e. from other finance and insurance 
companies – in this case some 56.9%). This represents a remarkable level of 
intra-industry transactions.  

 

                                                      

12 Because of its importance, so called tourism satellite accounts representing extensions 
of the main national accounts have been compiled to illustrate this industry’s 
importance to the Australian economy. Arguably, a similar approach could be taken to 
articulating the full import of the funds management industry, including its interactions 
with the rest of the world.  This would draw into an extended definition of the funds 
management industry activities that are predominantly dependent on it, such as a lot of 
expert  advice and other services whose principal activity currently has them classified 
elsewhere.  
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  Table 4: Industry inputs into the finance and insurance industry 
  (Per cent) 

Downstream industry % of total 
industry 

inputs 

Agriculture 0.1 
Forestry & fishing 0.0 
Mining 0.1 
Meat & dairy products 0.1 
Other food products 0.1 
Beverages & tobacco products 0.2 
Textiles 0.1 
Clothing & footwear 0.0 
Wood & wood products 0.0 
Paper, printing & publishing 2.4 
Petroleum & coal products 0.0 
Chemicals 0.0 
Rubber & plastic products 0.0 
Non-metallic mineral products 0.0 
Basic metals & products 0.0 
Fabricated metal products 0.1 
Transport equipment 0.0 
Other machinery & equipment 0.5 
Miscellaneous manufacturing 0.0 
Electricity, gas and water 0.7 
Construction 0.1 
Wholesale trade 1.1 
Retail trade 0.3 
Repairs 2.1 
Accommodation, cafes & restaurants 4.1 
Transport & storage 3.0 
Communication services 6.0 
Finance & insurance 56.9 
Ownership of dwellings 0.0 
Property & business services 18.9 
Government administration 0.3 
Education 1.2 
Health & community services 0.1 
Cultural & recreational services 0.9 
Personal & other services 0.3 
Total intermediate inputs 100.0 

 Notes: Including intra-industry flows. 
 Source: ABS Cat. no.5209.0.  

Similarly, Table 5 shows the output structure of the finance and insurance 
industry in terms of its sales to other industries. As with the previous table, the 
stand-out entry is the high share of outputs the finance and insurance industry 
sells to itself (i.e. to other finance and insurance companies – in this case some 
31.0%).  
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  Table 5: Finance and insurance industry sales to other industries 
  (Per cent) 

Downstream industry % of total 
industry 

inputs 

Agriculture 2.5 
Forestry & fishing 0.3 
Mining 2.7 
Meat & dairy products 0.4 
Other food products 1.4 
Beverages & tobacco products 0.4 
Textiles 0.2 
Clothing & footwear 0.2 
Wood & wood products 0.2 
Paper, printing & publishing 0.8 
Petroleum & coal products 0.1 
Chemicals 0.5 
Rubber & plastic products 0.2 
Non-metallic mineral products 0.2 
Basic metals & products 0.6 
Fabricated metal products 0.4 
Transport equipment 0.5 
Other machinery & equipment 0.5 
Miscellaneous manufacturing 0.2 
Electricity, gas and water 3.3 
Construction 3.3 
Wholesale trade 6.5 
Retail trade 4.7 
Repairs 0.9 
Accommodation, cafes & restaurants 2.6 
Transport & storage 3.5 
Communication services 1.2 
Finance & insurance 31.0 
Ownership of dwellings 7.6 
Property & business services 13.5 
Government administration 4.8 
Education 1.0 
Health & community services 2.0 
Cultural & recreational services 1.3 
Personal & other services 0.8 
Total intermediate inputs 100.0 

 Notes: Including intra-industry flows. 
 Source: ABS Cat. no.5209.0.  

The above two tables (on inputs into and the disposition of outputs of the 
finance and insurance industry) summarise the direct effects a change in 
industry output would have in terms of dependencies on other industries 
comprising the Australian economy (i.e. downstream and upstream industries).  
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As is evident from the tables, the direct linkages with other sectors of the 
economy in the case of the finance and insurance industry are not strong – 
apart from very strong interactions within the sector itself. One reason for such 
high levels of intra-industry transactions is that, being a highly specialised field 
of economic activity, the industry tends to hire all sorts of people with specialist 
skills to work in the sector itself (e.g. financial analysts, lawyers, accountants, 
etc) – so that a lot of value-adding services are immediately available within the 
sector itself (and are often located just round the corner, since the financial 
district of many central business districts tend to be highly concentrated).  

However, these direct links do not tell the full story: indirect links are also 
important in assessing the full repercussions of any change in the industry’s 
output (in this case an assumed increase in the export of funds management 
services to the rest of the world).  

Indirect and flow-on effects: multiplier analysis 

Input-output multipliers of various kinds are summary measures used for 
quantifying the estimated overall impact on all industries in the economy of a 
hypothetical increase in the demand for the output of any one industry. The 
following table sets out the various output multipliers calculated by the ABS for 
the finance and insurance industry (refer to Attachment B for a fuller discussion 
of this kind of analysis).  

Table 6: Finance and insurance industry output multipliers 
Multiplier Value 

Initial effects 1.000 
First round effects 0.327 
Industrial  support 
effects 

0.209 

Production induced 
effects(a) 

0.536 

Consumption 
induced effects 

1.100 

Simple multiplier(b) 1.536 
Total multiplier 2.636 

 Notes: (a) Equal to First round plus industrial support effects.  
  (b) Equal to First round plus production induced effects.  
 Source: ABS Cat. no.5209.0.  

The finance and insurance industry’s total multiplier of 2.636 is, in fact, slightly 
lower than the average for all industries of 2.82 (due to the rather weak direct 
linkages the industry has with upstream and downstream industries). Industries 
with larger total multipliers include Meat and dairy products (3.312), Retail trade 
(3.245) and Wholesale trade (3.230), while those with smaller multipliers 
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include Ownership of dwellings (1.381 – another industry with relatively few 
direct linkages), Petroleum and coal products (2.131) and Repairs (2.269).  

Likely effects of increased exports of funds management to the 
world 

The following table reports the export orientation of the various industries that 
comprise the Australian economy, based on the latest input-output statistics 
compiled by the ABS at the 35-industry level of aggregation.  

For a type of service that is rapidly becoming highly tradeable, exports of 
Australian financial and insurance services are very modest (at 2.9% of 
Australian production). Indeed, the industry ranks 27th of the 35 industries that 
together comprise the Australian economy in the published tables (one of which 
– Ownership of dwellings – is a purely domestic industry by definition).  

This export performance does not begin to compare with Australia’s traditional 
exporters (e.g. Mining which exports more than half what it produces, Base 
metals and products (40.2%), Meat and dairy products (31.2%), etc.), and is 
only just ahead of domestically oriented industries such as Property and 
business services (2.6%), Health and community services (1.2%), etc..  

This represents a comparatively weak export record (so far), especially 
compared with similar industries overseas, which already export a high 
proportion of funds management services (e.g. Ireland, the UK). Reasons for its 
inward orientation, and what might be done about it, are discussed in the paper 
that accompanies this one.  
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  Table 7: Export orientation of Australian industry 
  (Per cent of Australian production) 

Downstream industry % 

Agriculture 25.4 
Forestry & fishing 18.1 
Mining 57.1 
Meat & dairy products 31.7 
Other food products 18.8 
Beverages & tobacco products 16.6 
Textiles 28.2 
Clothing & footwear 21.2 
Wood & wood products 9.9 
Paper, printing & publishing 3.4 
Petroleum & coal products 14.1 
Chemicals 15.0 
Rubber & plastic products 5.9 
Non-metallic mineral products 3.8 
Basic metals & products 40.2 
Fabricated metal products 4.6 
Transport equipment 17.1 
Other machinery & equipment 20.7 
Miscellaneous manufacturing 9.6 
Electricity, gas and water 0.2 
Construction 0.2 
Wholesale trade 10.9 
Retail trade 3.1 
Repairs 0.2 
Accommodation, cafes & restaurants 7.0 
Transport & storage 16.0 
Communication services 4.0 
Finance & insurance 2.9 
Ownership of dwellings 0.0 
Property & business services 2.6 
Government administration 0.4 
Education 10.3 
Health & community services 1.2 
Cultural & recreational services 4.4 
Personal & other services 0.5 

 Source: ABS Cat. no.5209.0.  

Based on the output multipliers set out in Table 6, the likely effects of exporting, 
say, $100 million worth of funds management services to the world is that there 
would be a fillip to the Australian economy eventually totalling some $263.6 
million.  

However, such an increase would only have increased the exports share of the 
finance and insurance industry to just over 3 per cent (at the time the last input-
output tables were compiled for the Australian economy).  
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To lift finance and insurance exports as a share of Australian production to 5 
per cent is estimated to involve an eventual $3.7 billion stimulus to the 
Australian economy in today’s prices, while lifting the share to 10 per cent 
would translate into a $13 billion boost.  

However multiplier analysis will generally produce strong overestimates of the 
extent to which the expansion of an industry expands the whole economy.  For 
it presupposes that wherever the industry needs further inputs to expand it can 
acquire them at existing prices from the economy – an assumption that 
assumes that resources are already lying idle.  In fact, most resources cannot 
be purchased at existing prices but must be bid from productive uses from 
elsewhere in the economy.  This will lead to rises in the price of these 
resources.  

The increase in total economic output will be given by the value of the 
expansion in finance less what contraction is necessary in other industries to 
enable that expansion to take place.  This is usually a very small fraction (often 
a very small one) of the size of the initial expansion.   

However, since the average job in the finance sector pays much more than 
does the average job in the economy,13 after the economy fully adjusts, to the 
stimulus provided by increased exports of funds management services more 
people will be in better-paid jobs ,on average, than was formerly the case.  

To get a proper handle on the possible trade-off between increased real 
economic activity and increased prices, one would need to mobilise a general 
equilibrium model of the Australian economy that can model the scenario in a 
realistic way.  

Nevertheless, what is clear is that the Australian economy would be a big 
winner if its funds management industry were in a better position to export its 
expertise to the world. And what is likely is that compared with a similar 
expansion of other industries, an expansion of financial services is likely to 
generate greater economy wide gains on account of its greater labour 
productivity as indicated by the average wages it pays its employees.  

 

                                                      

13  The last time input-output tables were compiled for the Australian economy, Finance an 
insurance industry compensation per employee was 82% above the economy-wide 
figure for all employees. Even if that gap has narrowed in the meantime finance sector 
employees are clearly more highly remunerated than those employed in most other 
economic activities.  


