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Executive Summary
Deloitte Access Economics was commissioned by Universities Australia to analyse the
broader implications of a downturn in international higher education students across
Australia.

Why are international students important?
International students make a very significant contribution to the Australian economy.
Deloitte Access Economics estimates that in 2009 the total value-added to the Australian
economy by international students of all types was $16.5 billion, while international
students generated demand for 180,805 employees on a full time equivalent basis.
International higher education students alone contributed total value-added of $9.6 billion
to the Australian economy, and generated demand for 104,705 employees on a full time
equivalent basis. About 73,302 workers were directly employed and about 31,403 workers
were employed indirectly due to the flow on demand generated by the international
students.
International students are also an important source of activity for Australian universities,
providing an important revenue stream and allowing universities to operate at greater
scale.
International student education also provides an important pathway to skilled migration of
highly qualified individuals to Australia. Skilled migration has been vital in supporting
Australia’s broader economic performance.

Scale of the problem so far
The last decade has seen strong growth in international student enrolments in Australia
with numbers more than doubling from 2002 to 2009. In 2010 this upward trend came to
an abrupt halt and, indeed, total enrolment numbers across all education sectors dropped
in 2010.
For higher education, international student commencements increased slightly in 2010,
though it was a marked slowdown on previous years.
By source market, higher education commencements by Indian students dropped
dramatically in 2010, falling 49% from their 2009 level. In 2008, India was an unrivalled
second to China in terms of the number of international students coming to Australia, with
nearly half as many Indian student enrolments as Chinese student enrolments. Move
forward to 2010 and there are less than one quarter as many Indian student enrolments as
Chinese student enrolments, following continued growth from China and a sharp decline in
student numbers from India. As a result, India is still the second largest source market for
international students in Australian higher education, but Malaysia is now a close third in
terms of total enrolment numbers.
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Key factors in the downturn
A number of factors have contributed to the downturn in international student demand.
Chief among them are:
•

Changes to student visa regulations such as tighter rules requiring international
students to demonstrate their financial resources, which are seen as prohibitive and
discouraging of new enrolments

•

Changes to the General Skilled Migration program have made it more difficult to
transition from being an international student to permanent residency in Australia.

•

The rise of the $A which has made Australia a higher cost destination for
international students compared with relevant alternatives.

•

Reputational factors, especially the high profile given to acts of violence against
Indian students, which has damaged Australia’s reputation as a safe destination.

Australia also faces an increasing challenge from the rise of competitor countries more
actively targeting the international student market. Many US institutions are now actively
targeting the Indian market, and budget cuts in the US and UK appear to be playing a role in
greater targeting of the international student market. In addition, Asian countries are
increasingly posing threats to Australia’s share of the international student market.
In terms of the relative importance of these identified key factors we make the following
observations:
•

The reputation factors have been most apparent in India, and it is India which has
seen the biggest decline in enrolments and visa grants to date. That suggests that
reputation factors have had a considerable impact, where they are in play.

•

It is difficult to disentangle currency effects from other factors over recent periods.
However, looking at enrolments over the past decade (when there have also been
other significant currency movements), movements in the $A don’t seem to have a
very significant effect on higher education enrolments. The fall in the number of
Indian higher education students commenced when the $A was still at a low value.

•

The prominence of Australian universities in international rankings has been a
longer term positive for the international education sector, but one which has seen
no notable change of late to precipitate a downturn.

•

The GFC was only a short term hiccup on the demand side with the economies of
key source markets for international students now growing strongly.

•

The more significant impact of the GFC was in heightening the competitiveness for
international students from other developed countries.

•

After being supportive for many years, changes in both student visa requirements
and the general skilled migration program have coincided with the downturn in
international students:
•
Tougher student visa rules have discouraged would-be international students
from Australia.
•
More broadly, cuts to the permanent migration program and a more
significant debate over the level of migration have changed the perceived
openness of Australia to migrants. Many foreign students make their choice
for tertiary education based on where they may wish to permanently migrate.
A perception that Australia is making it very difficult for, or is unwelcoming of,
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foreign students making that transition could deliver lasting damage to the
international student market.

What are the indications for 2011 and beyond
Projections of international student numbers for the 2011 calendar year are derived from a
financial survey of Australian universities conducted by Deloitte Access Economics for this
report.
That survey suggested that total international student enrolments were expected to fall
by 3.2% in 2011. With higher education students on average undertaking three year
courses in Australia, and with some growth in commencements over the past couple of
years, that would suggest a drop in new commencements in 2011 of 23%, or the equivalent
thereof. It may be that some existing students don’t complete their studies, but across
both new and existing students the projection is for the equivalent of a fall in
commencements of 23% in 2011.
Projections for 2012 are for another weak year, with commencements to decline by 0.1%.
The static profile reflects the continuing negatives of a high $A (albeit one which is
expected to depreciate slightly from 2011 levels). It also reflects a flow-on from an
expected further drop in ELICOS commencements through 2011 (with a portion of higher
education enrolments in 2012 linked to the level of ELICOS enrolments in 2011). However,
there is also an assumed absence of policy factors discouraging new students, so that
growth rates are also influenced by positive underlying GDP and population trends.
Beyond 2012 international student commencements are expected to return to positive
growth, based on the continuing assumed absence of policy factors discouraging new
students (so that Australia maintains its share of students from growing source markets),
while an expected depreciation in the $A through to 2017 also provides some support for
student numbers, relative to where the currency is at present.
As Chart i shows, the short term student losses will see total enrolments fall until 2013. In
the medium term enrolments are expected to rebound and overall levels of international
students at Australian universities will begin to grow again, working up from the lower base
they reach through the current period of downturn.
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Chart i: Projected annual growth in international student higher education
commencements and enrolments, Australia
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Deloitte Access Economics has also developed a counterfactual scenario which is absent the
current downturn in international student numbers. The best way to interpret this
counterfactual scenario is that it would be what might have been forecast if the modelling
had been conducted in 2009 before the range of issues affecting the international student
sector hit.
The results are shown in Chart ii, displaying the percentage difference in the level of
university enrolments and commencements which are being projected as compared to the
counterfactual scenario.
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Chart ii: Difference in enrolments between projections for universities and counterfactual
scenario
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The short term declines in commencements have an extended impact on enrolments, with
the ‘loss’ of students climbing rapidly until 2013. Enrolments fall steadily over the first
three years before a relative improvement in commencements sees enrolments reach
around 30% below what might have been expected had this modelling been done in 2009.

Short term macroeconomic pressures
Developments in Australia’s international education sector are a major contributor to the
current fall in overall migration rates, and the latter – coming as it does amid a surge in
commodity prices – looks like affecting the supply of labour at much the same time as skill
shortages are expected to become acute in some sectors and some regions.
The result is that Australia’s labour market concerns are about to revolve around a lack of
supply rather than a lack of demand.
Employers will have to ride out the renewed commodity boom with only two-thirds of the
migrant flows that Australia won in 2008. Nationally, working age population gains will
slow from the peak of an extra 320,000 potential workers in 2008 to projected gains of
230,000 in 2010, 190,000 in 2011 and just 160,000 in 2012.
Hence in the short term Australia looks like having too few workers to spread across too
many jobs, meaning that some of the benefits of current high commodity prices will be lost
in higher inflationary pressure.
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Policymakers need to realise that, because of developments in the international education
sector in particular and migration more generally, interest rates are now more likely to go
up than they were before.

Long term economic implications
The broader economic impacts of the modelled downturn of international student
enrolments (compared with a baseline projection where international student numbers are
driven by trend growth) can be examined through a CGE model.
Applying the DAE-RGEM model, a reduction in both higher education expenditure by
international students and the labour force reduces GDP by an estimated $428 million in
2010. By 2015 the reduction in GDP is estimated to be approximately $6.2 billion (2010
dollars) and recovering slightly to be 6.1 billion in 2020 (the recovery expressed in
percentage deviations from the reference case is much greater).
In net present value (NPV) terms the reduction in GDP over the 2010 to 2020 modelling
period is $37.8 billion, as shown on Table ii.
Australian employment is also expected to fall over the modelling period because of a
lower number of higher education enrolments. In 2010 the reduction in FTE employment
numbers is estimated to be 5,314 and by 2015 forecasts a loss of 56,993 FTE workers,
recovering to 45,457 by 2020.
Table ii: Australian GDP and employment, deviations from the reference case, 2010, 2015,
2020 and NPV *

GDP ($m, real)
Employment (FTE)

2010

2015

2020

NPV

-428

-6,157

-6,148

-37,846

-5,314

-56,993

-45,457

Source: Deloitte Access Economics estimates
* NPV over the period 2010 to 2020 using a 7% real discount rate

Implication for universities
The financial analysis for this report was undertaken using data provided by 23 of
Australia’s universities, accounting for 57% of Australia’s international student population
in 2009. Calculations for the sector as a whole are based on this sample, and it is assumed
that the same continues to represent 57% of the sector throughout the forecast horizon.
The anticipated decline in numbers of international students studying in Australia will have
financial implications for universities. The impact will be felt on both the income and
expenditure sides of the ledger.
•

In 2010, fees and charges paid by international students are estimated to account for
approximately 18% of income for Australian universities on average. There is variation
across individual universities, with a small number generating as much as one-third of
their income from international student fees.

•

Australian also universities devote substantial resources to providing education to
international students.
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Based on data provided, estimated international student fees totalled $4.5 billion in 2010
(in 2011 dollars), a 9% increase from 2009. However, universities anticipate that
international fees growth will probably fall in real terms in 2011.
If international student enrolments fall away as projected (relative to the counterfactual
scenario presented here), enrolments will be 11% lower in 2011 and corresponding income
from course fees paid by international students is expected to be $550 million lower than in
the counterfactual scenario.
This increases in 2012 and then levels out at around $1,650 million per annum in 2013 to
2015. At this point, international enrolments are projected to be some 30% below the
counterfactual level. This translates to a fall in income from international students that
represents around one-third of international student fee income, and comprises around 5%
of university income from all sources.
A fall of this magnitude is substantial, and some universities’ bottom lines will come under
pressure.
If fewer international students study at Australian universities, fewer resources will also be
expended by these higher education providers. The ‘savings’ for the universities from
reduced expenses reach approach $450 million (in 2011 prices) in 2014 and 2015. These
savings partially mitigate the loss of fee income from fewer enrolments of international
students.

What can be done?
Individual universities have a number of different strategies in place to mitigate some of
the broader effects of a downturn in international students. There are a number of areas in
which government could make a difference, including:
•

student visa requirements;

•

migration policy;

•

higher education quality standards;

•

whole of sector support;

•

public safety; and

•

student transport concessions.

Governments can also make a difference through the overall level and structure of funding
support they provide to universities. In that context the current Higher Education Base
Funding Review may be critical for some institutions.
Potential policy initiatives for various levels of government to consider include:
•

Revising the visa changes to distinguish higher education students from those seeking
less advanced qualifications, and to filter genuine students from those primarily seeking
residency. Generally speaking higher-qualified students are more likely to return
overseas after their studies (and are more often genuinely seeking education rather
than residency). Even if they do seek to stay in Australia, they offer a higher expected
(economic) return on Australia’s investment in their citizenship.
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•

Reviewing the necessity of onerous financial requirements associated with student
visas (such as demonstrating the funds to pay for three years’ tuition fees and living
expenses up front), and benchmarking Australia’s visa regulations with those of our
competitors.

•

In order to encourage international students to study in Australia, the government
should (1) exempt international students from any future restrictions on skilled
migration and (2) send a clear message on its plans for the future of skilled migration.

•

Taking a leading role in continuing to improve the quality of higher education and
communicating those efforts to international student markets.

•

Promotional activities focusing on new markets to diversify the student base, and
promotion of and support for international student recruitment into other education
sectors such as English Language for Overseas Students.

•

With Austrade tasked to support Australia’s export industries in establishing and
developing markets, requiring Austrade to play a much more significant role in
supporting the international education sector through its current significant challenges.

•

A more concerted effort to ensure public safety in areas frequented by international
students. Reinforcing strategies for the integration of students at universities and in
communities and promoting a greater understanding of international cultures and
languages in Australia are central to improving the student experience and perception
of Australia as a safe and welcoming study destination. Such efforts need to be
communicated appropriately to foreign markets.

•

Ending the discriminatory treatment of international students in respect of public
transport concessions in some states. The fact that only domestic students qualify for
concessions in some states adds to the impression that international students are
undeserving of concessions (because they can afford to pay full fare) and are
unwelcome.

•

Providing international students with a broader range of accommodation options and
assistance, especially in light of Australia’s housing shortage. Student accommodation
is often overlooked as an important part of higher education services in Australia. In
contrast, competitors such as the UK and the US offer students the full package of
education and student accommodation as well as options such as ‘residential learning’,
which integrates academic content with daily interactions among students, faculty and
staff.

The policy changes identified above may go some way to mitigating a downturn in
international student demand, but some of the drivers of this downturn are beyond the
influence of the sector and policy makers.
The universities have strategies in place to cope with a downturn, especially through the
promotion of offshore enrolments to make up for an onshore decline. Australian
universities could also try to increase their international competitiveness and regain market
share in the international student market by matching what the US and the UK are doing
(e.g. by offering joint degrees with US or UK universities or setting up campuses in the US or
the UK). Strategies should be explored that aim to separate the educational product partly
or wholly from the location of instruction. Such strategies are equivalent to moving
Australian education “behind the tariff wall” and have their parallel in the concept of the
“global car”. More generally, lessons learned from Australia’s manufacturing industry,
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which has faced (and faces) similar challenges to those currently facing higher education,
may well be worth exploring in greater detail.
If this relative switch to offshore enrolments is effective, it may mean the downturn exerts
a limited impact on the bottom line for universities. That said, a switch from onshore to
offshore activities does nothing to mitigate the broader impact on the economy of a
downturn in international students.

David Rumbens
Director
Deloitte Access Economics
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1 Introduction
Deloitte Access Economics was commissioned by Universities Australia to provide an
assessment of the international student market at higher education institutions across
Australia.
The research task seeks to identify the causes of the recent downturn in international
student numbers, map out likely scenarios for international student demand going forward,
assess the broader implications of the downturn and consider policy options which may
mitigate its effect. In terms of the latter, the Federal government is undertaking a strategic
review of the student visa program which will be reporting by mid 2011.
The key focus for reporting is international students located on-shore in Australia who are
studying higher educational qualifications at Universities.
The structure of this report is as follows:
•

Chapter 2 profiles the economic contribution of international students to the
Australian economy for the recent peak year of activity (2009).

•

Chapter 3 reports on recent trends in international student enrolments across
Australia, along with trends in student visa grants.

•

Chapter 4 discusses the key economic and policy factors which have contributed to
the current downturn in international student numbers.

•

Chapter 5 sets out Australia’s position in the global market for international students,
and highlights recent developments from key competitors.

•

Chapter 6 sets out projections for the likely path of international student enrolments
over the coming years based on a survey of Universities in 2011 and Deloitte Access
Economics modelling beyond that.

•

Chapter 7 reports on the short term implications for the Australian economy from
recent changes in international student numbers.

•

Chapter 8 then discusses some longer term issues arising for the Australian economy,
as well as reporting on scenario analysis comparing recent international student
trends with a counterfactual scenario.

•

Chapter 9 reports on the likely financial implications for universities of lower
international student numbers.

•

Finally, Chapter 10 presents some policy initiatives to address the decline in
international students studying in Australia and provides some conclusions to the
study.
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2 The economic contribution of
international students
This chapter discusses the economic contribution of international students to the Australian
economy. Demand for education services from international students has boosted the
Australian economy and created flow on demand for other sectors of the economy,
including retail trade and a range of services. This contribution to the Australian economy
provides important context in examining the implications of the recent downturn in
international student numbers.
The economic contribution includes international students from the higher education,
vocational education and training (VET), English language intensive courses for overseas
students (ELICOS), schools and other educational sectors across Australia. These students
are profiled separately and in combination.
The economic contribution of international students is a measure of the income flow from
expenditure of international students in 2009, which was the recent peak year in
international student activity. The direct contribution to gross domestic product (GDP) is
measured as value-added contribution to national economic output or GDP. Indirect and
flow-on contributions to other sectors of the economy are also quantified using an inputoutput (IO) framework.
The chapter is outlined as follows:
•

Section 2.1 outlines the methodology used in this economic contribution study.

•

Section 2.2 profiles enrolments and expenditure of international students in Australia
by sector of education.

•

Section 2.3 provides the direct and indirect economic contribution of international
students to the Australian economy.

2.1 Methodology
The measurement of the economic contribution of international students is undertaken
using both total expenditure by international students in Australia and student spending
patterns by economy-wide industry sectors.
To calculate the contribution per student, average expenditure rates are estimated using
the number of students by the type of educational institution they attend. Australian
international student numbers are provided by Australian Education International (AEI).
Only the net additional economic activity associated with international students is
attributed to estimates of their economic contribution. That is, expenditure is only
included for international visitors who would not have otherwise visited Australia if they
were not studying there.
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International student expenditure is then disaggregated by economic sector using
Australian Bureau of Statistics (ABS) IO tables. The IO framework is used to estimate the
income flows to capital owners and labour and well as the employment contribution. This
last step is critical in estimating income flows as expenditure does not flow through
exclusively to either wages paid to employees or as gross operating surplus (GOS) to capital
owners.
Further detail on the approach used to measure the economic contribution of international
students to Australia is provided in Appendix A. Appendix A also outlines the limitations of
economic contribution studies and the assumptions used in assessing the economic
contribution of international students to Australia.

2.2 International student profile
Table 2.1 shows the enrolments of international students to Australian educational
institutions by sector of education in 2009. The data presented is enrolments of
international students and not student number counts (used elsewhere in the analysis).
VET students account for the highest number of enrolments across Australia. Schools had
the smallest number of international student enrolments.
Table 2.1: International student enrolments by sector, Australia, 2009
Education sector
Higher Education
VET
ELICOS
Schools
Other
Total

Australia
202,229
231,639
137,547
27,388
31,749
630,552

Source: AEI, Detailed Pivot Table – 2009 International Student Enrolments, 2010.

Average student expenditure by type of qualification undertaken is shown in Table 2.2.
Higher education fees for international students are the most expensive of all
qualifications, with average fees of $19,837 per student in 2009. International students
undertaking higher education qualifications also had higher average living costs, primarily
due to the longer duration of courses. Thus total expenditure per student for international
students who were undertaking a higher education qualification in 2009 was $55,205, far
higher than the average expenditure levels of international students undertaking other
qualifications.
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Table 2.2: Average expenditure by international students, Australia, 2009*
Education sector

Average fees
expenditure per student
($)

Average living cost
expenditure per
student ($)

Total
expenditure per
student ($)

Higher Education
VET
ELICOS
Schools
Other

19,837
10,360
4,543
13,317
10,064

35,368
16,453
4,543
21,338
8,277

55,205
26,813
9,086
34,655
18,342

Source: ABS, cat. no. 5368.0.55.004, Deloitte Access Economics estimates
* Expenditure is in June 2010 Australian dollars

Deloitte Access Economics used Australia-wide international student expenditure data
provided by the ABS to obtain the expenditure relativities between the different education
sectors.
Table 2.3 shows that 491,565 international students studied in Australia in 2009. Note that
this figure is lower than the number of enrolments shown on Table 2.1, as students may
enrol in more than one course.
Higher education had the greatest number of international students, and total expenditure
by those undertaking higher education qualifications was larger due to much higher levels
of expenditure per student. Total expenditure on fees and living expenses by international
students in Australia in 2009 was just over $18.5 billion, with $10.8 billion of this
expenditure derived from students undertaking a higher education qualification.
Table 2.3: International student expenditure, Australia, 2009*
Education sector

No. students (Aust)

Expenditure per
student (fees and
living costs) ($)

Higher Education
VET
ELICOS
Schools
Other
Total

196,007
189,021
119,960
27,257
33,364
491,565

55,205
26,813
9,086
34,655
18,342

Total
expenditure
($M)
10,821
5,068
1,090
945
612
18,535

Source: ABS, cat. no. 5368.0.55.004, Deloitte Access Economics estimates
* Expenditure is in June 2010 Australian dollars

Table 2.4 shows the total expenditure of international students in Australia disaggregated
by sectors of the economy. International students spent 38% of their total expenditure in
the education sector in 2009, generating more than $7 billion for the education sector.
Other property services, retail trade, air and space transport and accommodation, cafes
and restaurants also received high levels of spending by international students in Australia.
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Table 2.4: International student expenditure by sector, Australia, 2009*
Sector
Education
Other property services
Retail trade
Air and space transport
Accommodation, cafes and restaurants
Communication services
Road transport
Rail, pipeline and other transport
Motion picture, radio and television services
Libraries, museums and the arts
Banking
Insurance
Sport, gambling and recreational services
Other business services
Total

Expenditure ($M)
7,090
3,028
3,010
2,125
1,911
336
335
226
124
124
82
82
50
12
18,535

Share (%)
0.38
0.16
0.16
0.11
0.10
0.02
0.02
0.01
0.01
0.01
0.00
0.00
0.00
0.00
1.00

Source: Deloitte Access Economics estimates
* Expenditure is in June 2010 Australian dollars

2.3 The economic contribution of international
students
The direct contribution of international students to the Australian economy captures the
value-added created by labour and capital inputs. Value-added (output after deducting the
value of intermediate inputs) is the most appropriate measure of an industry’s economic
contribution to GDP. Industry value-added can be calculated directly by summing the
returns to the primary factors of production - labour and capital - as well as production
taxes less subsidies. The value-added of each industry in the value chain can be added
without the risk of double counting across industries.
Gross Operating Surplus (GOS) is a measure used in the national accounting framework to
assess the returns to capital. It essentially represents the operational profits of the
industry. Financial aspects are not included in measuring GOS.
Intermediate inputs also generate flow-on (or indirect) contributions via the activity created
by international students which affects other sectors of the economy. The size of this flowon activity is dictated by the extent of linkages with other sectors of the economy. To
measure the indirect contribution of international students, Deloitte Access Economics
used analysis of the input-output structure of the economy. This is discussed in more detail
in Appendix A.
The economic contribution of all international students to Australia in 2009 is outlined in
Table 2.5. The direct value-added contribution to GDP is estimated to be $10.3 billion,
comprising just under $7.6 billion in labour income and $2.7 billion returned to capital
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owners as GOS. The indirect value-added contribution to GDP is estimated to be $6.2
billion.
The total value-added to the Australian economy resulting from international students is
estimated to be $16.5 billion in 2009. Of this, $10.9 billion is paid in wages and $5.6 billion
is GOS.
International students generated demand for 180,805 employees on a full time
equivalent (FTE) basis in Australia in 2009. Some 127,653 of these workers were directly
employed and 53,153 workers were indirectly employed.
Table 2.5: Economic contribution of total international students, Australia, 2009*
Direct
Labour income ($M)
Gross operating surplus ($M)
Value-added ($M)
Employment (FTE)

7,576
2,732
10,308
127,653

Indirect
3,303
2,885
6,188
53,153

Total
10,879
5,617
16,496
180,805

Source: Deloitte Access Economics estimates
* Contribution is in June 2010 Australian dollars

The direct and indirect economic contribution of international students to Australia in 2009
is now disaggregated into the type of qualification they are undertaking. The contribution
of higher education international students is outlined in Table 2.6.
Just less than $6 billion of direct value-added contribution to GDP was generated by
international higher education students, with a further indirect value-added contribution of
$3.7 billion. The total value-added by higher education students in 2009 was $9.6 billion.
In total $6.3 billion was also generated in labour income and $3.3 billion in GOS.
The value-added by international higher education students was greater than the valueadded by international students in any other educational sector, given their greater
education costs and longer duration of stay.
In terms of the employment contribution generated by international higher education
students, about 73,302 workers were directly employed and about 31,403 workers were
employed indirectly due to the flow on demand generated by the international students.
Table 2.6: Economic contribution of international higher education students, Australia,
2009*
Direct
Labour income ($M)
Gross operating surplus ($M)
Value-added ($M)
Employment (FTE)

4,314
1,631
5,946
73,302

Indirect
1,951
1,713
3,664
31,403

Total
6,265
3,344
9,609
104,705

Source: Deloitte Access Economics estimates
* Contribution is in June 2010 Australian dollars
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For international VET students (Table 2.7), total contribution to GDP was $4.5 billion, with
just under $3 billion in total labour income, $1.5 billion in gross operating surplus and
49,504 FTE employees.
Table 2.7: Economic contribution of international VET students, Australia, 2009*
Direct
Labour income ($M)
Gross operating surplus ($M)
Value-added ($M)
Employment (FTE)

2,080
744
2,824
35,000

Indirect
901
787
1,688
14,505

Total
2,981
1,531
4,512
49,504

Source: Deloitte Access Economics estimates
* Contribution is in June 2010 Australian dollars

The economic contribution to Australia generated by ELICOS students is shown in Table 2.8.
The total contribution to GDP was $981 million in 2009, with $643 of this stemming from
direct value-added. A total of $684 million was paid in wages and $297 million in GOS as a
result of international ELICOS students. The employment contribution was 11,064 workers
on a FTE basis.
Table 2.8: Economic contribution of international ELICOS students, Australia, 2009*

Labour income ($M)
Gross operating surplus ($M)
Value-added ($M)
Employment (FTE)

Direct

Indirect

501
142
643
8,129

183
155
338
2,935

Total
684
297
981
11,064

Source: Deloitte Access Economics estimates
* Contribution is in June 2010 Australian dollars

Table 2.9 shows the economic contribution of international school students to Australia.
Total value-added was $841 million, with $555 million in labour income and $286 million
being returned to owners of capital as GOS. In total, 9,220 workers were employed due to
demand generated by international school students.
Table 2.9: Economic contribution of international school students, Australia, 2009*

Labour income ($M)
Gross operating surplus ($M)
Value-added ($M)
Employment (FTE)

Direct

Indirect

Total

387
139
526
6,513

168
147
315
2,706

555
286
841
9,220

Source: Deloitte Access Economics estimates
* Contribution is in June 2010 Australian dollars

International students undertaking other forms of qualification contributed a total of $553
million in value-added to the Australian economy in 2009, as shown on Table 2.10.
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Table 2.10: Economic contribution of other international students, Australia, 2009*

Labour income ($M)
Gross operating surplus ($M)
Value-added ($M)
Employment (FTE)

Direct

Indirect

Total

294
75
369
4,709

100
84
184
1,604

394
159
553
6,312

Source: Deloitte Access Economics estimates
* Contribution is in June 2010 Australian dollars
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3 Trends in international student
enrolments
The previous chapter reported on international student activity in 2009, the recent peak
year. 2010 saw a decline in international student commencement and enrolment numbers
across all education sectors in total. However, the higher education sector has fared
relatively well with commencement numbers static and enrolments still rising in 2010.
There has also been a change in the composition of student numbers by source country,
with China continuing to grow as Australia’s most important source market, combined with
a marked decline in the number of Indian students studying in Australia.
This chapter reports student commencement and enrolment data from AEI up to 2010,
which forms the most recent, comprehensive information on international students who
are studying on-shore in Australia. This data forms the basis for the projections of
international student commencements and enrolments shown in chapter 6.

3.1 All international students
The last decade has seen strong growth in international student enrolments in Australia.
However, in 2010 a confluence of adverse circumstances and changes in policy, including
the global financial crisis (GFC), an appreciating Australian dollar, changes to visa rules and
acts of violence against Indian students in Melbourne, saw a sharp halt to this growth.
Chart 3.1: International student enrolments in all education sectors
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Source: AEI, International Student Enrolment data, 2011
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Chart 3.1 shows that international student enrolments across all education sectors more
than doubled in Australia between 2002 and 2009. In 2010 this upward trend came to an
abrupt halt and, indeed, total enrolment numbers across all education sectors dropped in
2010.
Table 3.1 below provides detailed enrolment and commencement data for Australia by type
of qualification. Higher education qualifications are the primary focus of this study,
although some Australian universities also deliver VET and ELICOS courses. Table 3.1 shows
that higher education international student commencements increased slightly in 2010,
whereas all other education sectors experienced a decline in commencements. That
being said, the growth in higher education commencements slowed considerably compared
with previous levels, from a 14% increase between 2008 and 2009 to be broadly unchanged
between 2009 and 2010. Meanwhile, total higher education enrolments grew by 7% in
2010. However, the slowdown in growth of commencements in 2010 will continue to
soften growth in enrolments for the next two or more years (with most students
undertaking three year courses).
In other sectors, ELICOS commencements have suffered the sharpest downturn, down 16%
in 2010, while VET commencements dropped 10%.
Table 3.1: International student commencements and enrolments by level of
qualification, Australia
Level of qualification

2008

2009

2010

COMMENCEMENTS
Postgraduate

45,557

49,871

47,381

Undergraduate

43,370

51,531

54,239

Non award

16

55

78

Total higher education

88,943

101,457

101,698

VET

95,106

118,596

107,303

ELICOS

14,302

12,969

10,851

Other #

125,963

131,503

108,218

Total

324,314

364,525

328,070

TOTAL ENROLMENTS
Postgraduate
Undergraduate
Non award

90,062

99,240

102,722

112,186

126,649

139,902

16

55

87

Total higher education

202,264

225,944

242,711

VET

154,373

208,191

206,005

ELICOS

28,304

27,374

24,190

Other #

157,392

169,317

144,703

Total

542,333

630,826

617,609

Source: AEI, International Student Enrolment data, 2011, Deloitte Access Economics estimates
Note: Higher education data by level of qualification is based on AEI data November 2010, re-scaled by Deloitte
Access Economics to match total higher education numbers from AEI data March 2011
# Other includes schools and non-award and enabling courses
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3.2 Trends across the higher education sector
Table 3.2 profiles commencements and enrolments of international students by field of
education across the higher education sector. Commencements have remained relatively
steady across most disciplines in 2010, with Information Technology and dual
qualifications suffering some losses. The loss of commencements in Information
Technology largely reflects a drop off in commencements by Indian students.
Table 3.2: Higher education commencements and enrolments by field of education,
Australia
Field of education

2008

2009

2010

COMMENCEMENTS
Agriculture, Environmental and Related Studies

831

1,014

1,078

Architecture and Building

1,665

1,698

1,911

Creative Arts

3,965

4,559

4,560

Education

2,706

2,633

2,644

Engineering and Related Technologies

6,088

7,684

7,731

Food, Hospitality and Personal Services

138

261

317

Health

6,255

7,169

6,993

Information Technology

8,712

9,106

7,657

Management and Commerce

43,427

51,054

52,280

Natural and Physical Sciences

4,094

4,590

4,542

Society and Culture

7,045

7,967

8,612

Mixed Field Programmes
Dual qualification
Total

214

430

547

3,804

3,291

2,826

88,943

101,457

101,698

TOTAL ENROLMENTS
Agriculture, Environmental and Related Studies

1,581

2,028

Architecture and Building

3,816

4,028

4,309

Creative Arts

8,938

9,606

10,166

Education

4,479

4,669

4,768

15,750

18,389

20,533

Engineering and Related Technologies
Food, Hospitality and Personal Services

2,432

280

401

562

Health

15,307

17,257

18,487

Information Technology

18,833

20,351

20,323

Management and Commerce

96,743

109,163

118,542

Natural and Physical Sciences

10,067

11,174

12,067

Society and Culture

15,938

17,369

19,212

Mixed Field Programmes
Dual qualification
Total

327

617

985

10,207

10,892

10,323

202,264

225,944

242,711

Source: AEI, International Student Enrolment data, 2011, Deloitte Access Economics estimates
Note: Higher education data by field of education is based on AEI data November 2010, re-scaled by Deloitte
Access Economics to match total higher education numbers from AEI data March 2011

Deloitte Access Economics

11

Broader implications from a downturn in international students

2010 saw a slowdown in commencements by students from almost all of Australia’s major
source markets, with some notable exceptions, as shown in Table 3.3. In particular,
commencements by Indian students dropped dramatically in 2010, falling 49% from their
2009 level. In 2008, India was an unrivalled second to China in terms of the number of
international students coming to Australia, with nearly half as many Indian student
enrolments as Chinese student enrolments. Move forward to 2010 and there are less than
one quarter as many Indian student enrolments as Chinese student enrolments, following
continued growth from China and a sharp decline in student numbers from India. As a
result, India is still the second largest source market for international students in Australian
higher education, but Malaysia is now a close third in terms of total enrolment numbers.
Malaysia also contributed more student commencements than did India in 2010.
Table 3.3: Higher education commencements and enrolments by source market, Australia
Source
market

2008

2009

2010

COMMENCEMENTS
China

29,729

37,195

42,623

India

12,551

11,336

5,756

Malaysia

6,415

7,380

6,548

Indonesia

3,628

3,921

3,631

Vietnam

2,659

3,971

4,701

South Korea

3,621

3,538

3,635

Nepal

1,856

1,898

2,633

Thailand

1,821

1,887

1,794

Japan

1,114

1,028

900

Brazil

312

333

359

Other

25,237

28,970

29,118

Total

88,943

101,457

101,698

TOTAL ENROLMENTS
China

64,619

77,889

91,956

India

28,422

28,101

22,035

Malaysia

16,345

18,034

18,375

Indonesia

8,813

9,248

9,397

Vietnam

4,998

7,448

9,732

South Korea

7,987

8,503

8,731

Nepal

3,657

4,106

5,226

Thailand

4,412

4,252

4,152

Japan

3,024

2,693

2,431

Brazil

606

693

760

Other

59,381

64,977

69,916

Total

202,264

225,944

242,711

Source: AEI, International Student Enrolment data, 2011, Deloitte Access Economics estimates

Nepal was the only source market for which growth in student commencements
accelerated in 2010, moving from a 2% increase in 2009 to a 39% increase in 2010. Student
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commencements from Vietnam have also grown strongly over the last two years, increasing
49% in 2009 and 18% in 2010. This suggests some successful diversification of source
markets is underway towards international students from other key markets.
For each of the last three years, more than half of international student higher education
enrolments have been in Bachelor degrees. Notably, the 2010 downturn did not put the
brakes on total Bachelor enrolments, which in fact increased in absolute terms and as a
proportion of total enrolments, moving from around 55% of total student enrolments in
2008 and 2009, to 58% in 2010 (Table 3.4).
Numbers in other qualification levels have remained relatively stable, with total enrolments
growing across all levels to some extent, although at the masters level and other
postgraduate levels these grew more slowly than in the previous year. Similarly,
commencements have fallen at the masters and other postgraduate levels, while increasing
at the bachelor level, keeping overall commencements broadly unchanged in 2010. As such,
total enrolments across all qualification levels are expected to remain relatively steady over
the next few years, as this levelling out in commencements takes a number of years to cycle
through.
Table 3.4: Higher education commencements and enrolments by qualification level,
Australia
Qualification level

2008

2009

2010

COMMENCEMENTS
Bachelor

43,370

51,531

54,239

Master
Doctorate

36,568

39,483

37,200

3,241

3,812

4,052

5,748

6,576

6,129

16

55

78

88,943

101,457

101,698

Other postgraduate
Non Award
Total

TOTAL ENROLMENTS
Bachelor

112,186

126,649

139,902

Master
Doctorate

72,814

79,368

80,935

9,551

11,455

13,355

7,698

8,416

8,432

16

55

87

202,264

225,944

242,711

Other postgraduate
Non Award
Total

Source: AEI, International Student Enrolment data, 2011, Deloitte Access Economics estimates
Note: Higher education data by level of qualification is based on AEI data November 2010, re-scaled by Deloitte
Access Economics to match total higher education numbers from AEI data March 2011

3.3 Student pathways
A large number of international students enrol in multiple courses in Australia, often
moving from a lower level course to a higher level course through their course of study in
Australia. A common pathway is for students to enrol in an English Language Intensive
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Courses for Overseas Students (ELICOS) course before then enrolling in a course in the VET
or higher education sectors.
Table 3.5 shows that the majority of international students commencing in higher
education in 2010 had previously studied in another sector before commencing in higher
education, with the bulk studying in one other sector. Only around 40% of international
students commencing in higher education in 2010 had no prior study in another sector in
Australia.
Table 3.5: Students in higher education: number of sectors recorded
Number of sectors

Students

Higher Education only

29,935

39.8%

Higher Education and one other sector

33,983

45.2%

Higher Education and two others

9,889

13.2%

Higher Education and three others

1,367

1.8%

75,174

100.0%

Total

Share of total

Source: AEI (2011)

Table 3.6: Top study pathways of students who commenced Higher Education in 2010
Sector pathway

Students

Higher Education

29,935

39.8%

ELICOS-Higher Education

22,556

30.0%

VET-Higher Education

4,944

6.6%

Other-Higher Education

4,233

5.6%

ELICOS-VET-Higher Education

3,052

4.1%

ELICOS-Other-Higher Education

2,626

3.5%

ELICOS-Schools-Higher Education

1,841

2.4%

Schools-Higher Education

1,825

2.4%

472

0.6%

VET-ELICOS-Higher Education
ELICOS-Schools-VET-Higher Education
Other pathways
Total all pathways to Higher Education

Share of total

456

0.6%

3,234

4.3%

75,174

100.0%

Source: AEI (2011)

Table 3.6 shows that by far the most common inter-sector pathway to Higher Education
was ELICOS-Higher Education, with international students initially enrolling in an English
language course to improve their English before progressing to Higher Education.
The pathways that international students take into Higher Education vary considerably
across nationalities. For example, the majority of Chinese (66%), Vietnamese (64%) and
Korean (57%) students enrol in ELICOS before commencing in Higher Education, while the
majority of Malaysian (81%), Indian (59%), and Indonesian students (54%) enrol directly in
Higher Education.
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Other pathways to higher education in Australia are taken by some students. These
pathways include enrolling in a preparation course at an Australian offshore campus before
coming to Australia to commence a higher education course. Note that the extent to which
this occurs is not reflected in the AEI data cited here, which is limited to international
students studying in Australia on a student visa.
Given the strong link between ELICOS and higher education enrolments, the sharp drop in
ELICOS commencements and enrolments observed of late – particularly for Indian students
but also for Chinese students for whom commencements dropped 15% in 2010 – suggests
there may be a weakening in higher education commencements from this channel over the
next year or so. The projections for international student enrolments discussed in
chapter 6 include a channel where a portion of higher education enrolments are influenced
by the level of ELICOS enrolments in the previous year.

3.4 Student visa grants
Data on student visa grants for 2009-10 suggests that commencement numbers for higher
education will continue to be relatively slow in 2011 and the VET sector will remain
depressed.
Student visa grants can be seen as a leading indicator of the following year’s student
commencement numbers (though with the former reported on a financial year basis and
the latter on a calendar year basis there are timing differences). For the student forecasts
presented in chapter 6, the primary source for expected 2011 enrolments and
commencements is a financial survey of Australian universities conducted by Deloitte
Access Economics. The student visa data shown here is used only to provide a profile by
source country of expected changes in demand.
Chart 3.2 shows that overall, student visas for higher education and postgraduate research
declined by 10.2% in 2009-10, suggesting short term weakness ahead for student numbers.
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Chart 3.2: Student visa grants by type, Australia
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It is worth noting that there have been substantial differences in higher education and
postgraduate research student visa grants by source market, with a significant decline from
India but continued strong growth from China (see Chart 3.3). Numbers for other
important source markets have remained relatively stable over the past five years and have
not experienced much drop-off in 2009-10.
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Chart 3.3: Higher education and postgraduate research student visa grants by selected
source country, Australia
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4 Key factors contributing to the
downturn
The previous chapter outlined the extent of the moderation in international student
commencements and enrolments during 2010, with student visa data suggesting another
poor year is in store for 2011. To date the international student downturn has hit more
significantly in VET and ELICOS than it has in higher education. Within higher education it
has featured primarily amongst Indian students where a significant decline has been seen,
though several other major markets are showing little growth (with China being a key
exception in 2010).
This chapter examines some of the key factors which may have contributed to the
downturn, focusing on:
•

currency movements;

•

economic growth in key source markets;

•

changes to student visa requirements;

•

changes to the General Skilled Migration program; and

•

reputational factors (including quality of education).

4.1 Currency movements
The recent downturn in international student commencements has occurred at a time
when the Australian dollar has been rising to historically high levels.
Movements in the exchange rate clearly affect the cost of an education and associated
living expenses for foreign students in Australia. How important then has the recent rise in
the currency been in discouraging potential students from studying in Australia?
Research by Hobsons PLC examined the link between movements in the Australian dollar
and the number of enquiries made at its enquiry-processing centre in Melbourne, which at
the time processed around 100,000 enquiries annually for fourteen Australian universities.
Analysis of recent data found a direct correlation between the value of the Australian dollar
and the number of enquiries. Postgraduate students were found to be more sensitive to
currency fluctuations than undergraduate students.
The findings of Hobsons PLC suggest that currency movements can have an adverse impact
on the level of interest in studying in Australia. This section of the report takes a closer look
at currency movements relative to actual enrolments of international students over a
longer time period.
Chart 4.1 and Chart 4.2 show the level and annual change of the $A against the $US over
the period from 2002 to 2010.
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Chart 4.1: $A versus $US - level
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To understand if exchange rate movements appear to have a subsequent impact on
international student commencements we focus on periods where there have been sharp
currency movements to identify changes in behaviour. Chart 4.1 and Chart 4.2 show four
periods of sharp movements in the $A:
•

a rise in the $A through 2003 of 34% to 0.75 USD;

•

a rise in the $A through 2007 of 11% to a peak of 0.88 USD, with a subsequent rise in
early 2008 to around 0.95 USD, similar to its level during 2010;

•

a fall in the $A in the second half of 2008 of 26% to 0.71 USD, including a low point of
0.60 USD in October 2008, during the GFC; and

•

a rise in the $A through 2009 of 28% to 0.90 USD.

Movements of the $A against the currencies of key international student source countries
were broadly similar to those identified above for the $US.
This analysis examines the impact of those sharp movements in the $A during 2003, 2007,
2008, and 2009 on international student enrolments in the following year. The analysis
focuses on commencements as that is where the impact of currency movements should be
seen most clearly.
Given that students will be considering their study options some time prior to enrolment
(for example, 6 to 12 months prior to enrolment), movements in the $A are expected to
lead movements in international student commencements. A rise in the $A will make an
Australian education more costly for an international student, which should result in fewer
international student commencements in the following year, and vice versa (assuming no
change in other factors influencing commencements). Table 4.1 shows the expected
impact on international student commencements of the currency movements identified
above.
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Table 4.1: Expected impact on international student commencements of sharp
movements in the $A
Currency movement

Expected impact

Rise in the $A through 2003

Negative impact on commencements in 2004

Rise in the $A through 2007 and early 2008

Negative impact on commencements in 2008

Fall in the $A in second half of 2008

Positive impact on commencements in 2009

Rise in the $A through 2009

Negative impact on commencements in 2010

To identify the impact of movements in the $A on commencements, the growth in
commencements in each year identified above is compared with an estimate of the trend
growth in commencements. For example, if the $A rises, then the growth in
commencements may fall below its average or normal level, or there may be a tick down in
growth from the previous year. Such a deviation would suggest that the $A may be having
some impact on the growth in commencements.
The average growth is defined as the average across the period from 2002 to 2010, the
period for which consistent data on international student commencements are available.
It should be noted that this approach examines the correlation of $A movements with the
growth in commencements, and does not shed light on whether the movements in the $A
have caused deviations in the rate of growth of international student commencements. It
also does not control for factors other than the currency in this part of the analysis.
Chart 4.3 shows the deviation in the growth in international student commencements for
higher education qualifications from the average growth and the previous year’s growth for
the key years identified. The average growth in commencements during 2002 to 2010 was
around 6% per annum.
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Chart 4.3: Change in international student commencements, higher education
qualifications
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The evidence is rather mixed:
•

Rises in the $A during 2003 and 2007 coincided with higher than average growth in
commencements in 2004 and 2008, and in those years the growth in
commencements also picked up from the previous year. This is the opposite of what
would be expected.

•

The fall in the $A during 2008 led a pick up in the growth in commencements to
above average growth in 2009, as expected.

•

The rise in the $A during 2009 led a sharp fall in the growth in commencements from
the previous year in 2010 to below average growth, also as expected.

In both 2009 and 2010 the direction of movement in commencements was as expected,
given the movements in the $A in the years prior. Yet the below average growth in
commencements in 2010 has been quite different to the experiences of 2004 and 2008.
The following sections aim to shed more light on the link between the $A and movements
in international student commencements by examining movements by type of qualification
and source market.

4.1.2

Undergraduate qualifications

Chart 4.4 shows the deviation in the growth in international student commencements from
average growth and the previous year’s growth for undergraduate qualifications for the key
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years identified. The average growth rate for international student commencements for
undergraduate qualifications during 2002 to 2010 was around 5% per annum.
Chart 4.4: Change in international student commencements, undergraduate
qualifications
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The evidence for a tight link between the $A and the growth in commencements remains
rather mixed:
•

In 2004, the growth in commencements remained at a below average level but as
growth picked up from the previous year it is difficult to attribute this solely to a rise
in the $A.

•

In 2008, the growth in commencements picked up to an above average level, despite
the rise in the $A during 2007.

•

In 2009 and 2010, the movements in commencements were as expected given the
movements in the $A.

Chart 4.5 shows the movement in commencements for undergraduate qualifications for
Australia’s top three source markets - China, Malaysia, and India.
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Chart 4.5: Change in international student commencements, undergraduate
qualifications by key source market
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There are some notable differences across source markets:
•

China: There is evidence of a weak link with the $A in 2004, inconclusive evidence
in 2008, and evidence of an impact in 2009 and 2010. The growth in
commencements from China edged down from the previous year in 2004, as would
be expected given the rise in the $A. Yet growth remained well above average,
suggesting any $A impact was weak. In 2008, Chinese student commencements
were strong despite the rise in the $A. In 2009 and 2010, the growth in
commencements initially picked up to an above average pace in 2009, and then fell
in 2010 (relative to where it was in 2009), consistent with the movements in the $A.
The magnitude of the deviation from the previous year was similar in both 2009 and
2010.

•

Malaysia: The movements in commencements from Malaysia have generally been
consistent with movements in the $A. In 2004, commencements were down
following the rise in the $A in the previous year. In 2008, there was evidence of a
weak impact with the growth in commencements edging down slightly from the
previous year after a rise in the $A, and the level of growth around average. In 2009
and 2010, the growth in commencements initially picked up to a pace well above
average in 2009, and then fell sharply in 2010, consistent with the movements in the
$A. The fall in commencements from Malaysia in 2010 was much larger than
experienced previously.

•

India: The evidence for India is mixed - commencements fell in both 2008 and
2010, consistent with the preceding rise in the $A, but commencements moved in
the wrong direction in 2004 and 2009. In 2004, there was strong growth in
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commencements from India in 2004, despite the rise of the $A. Similarly,
commencements were already falling in 2009 despite the fall in the $A. That
suggests the fall-off from the Indian market had little to do with currency
movements, as it started to occur before the significant rise in the $A.
•

Other countries: The evidence for a tight link between $A movements and
commencements is also mixed for other important source countries. As Chart 4.6
shows, the growth in commencements from nine of the top ten source countries was
lower than in the previous year in 2010, as would be expected given the rise in the
$A. Commencements growth from a majority of countries was also below average in
2010. But 2010 is the only year where commencements moved in the same direction
across most countries. Looking at the other periods of sharp currency movements,
only around half of the top ten source countries had growth in commencements
deviate in the same direction in 2004, 2008 and 2009. Similarly, commencements
growth from most countries remained above average in both 2008 and 2009, despite
the initial rise and then fall of the $A.
Chart 4.6: Percentage of top ten source countries showing movements in
commencements consistent with $A movements, undergraduate qualifications
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We would not necessarily expect the exchange rate to have a consistent impact across
source countries, as some countries may be more sensitive to cost than others. That said, if
the exchange rate were very influential, there should be a somewhat consistent impact
across time for each source country in response to exchange rate movements. That is not
evident in the data.
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Postgraduate qualifications

4.1.3

Chart 4.7 shows the deviation in the growth in international student commencements from
average growth and the previous year’s growth for postgraduate qualification for the key
years identified. The average growth rate for international student commencements for
postgraduate qualifications during 2002 to 2010 was around 7% per annum.
Chart 4.7: Change in international student commencements, postgraduate qualifications
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The key findings from Chart 4.7 are that:
•

In 2004, the growth in commencements ticked down from the previous year,
consistent with the rise in the $A, but growth remained above average suggesting
any currency effect was weak.

•

In 2008, the growth in commencements picked up to an above average level, despite
the rise in the $A during 2007.

•

In 2009, there was little change in the growth in commencements from the previous
year despite the sharp fall in the $A, although growth was above average.

•

In 2010, there was a sharp fall in commencements consistent with the rise in the $A.

Chart 4.8 shows the movement in commencements for postgraduate qualifications for
Australia’s top three source markets - China, Malaysia, and India.
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Chart 4.8: Change in international student commencements, postgraduate qualifications
by key source market
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As with undergraduate qualifications, there are some significant differences across source
markets for postgraduate qualifications:
•

China: there is no evidence of movements in the $A having an impact on
commencements from China. In 2004 and 2008, commencements growth picked up,
and was above average, despite the rise in the $A. In 2009, commencements growth
ticked down despite the fall in the $A. Even in 2010 when commencements from
most countries have fallen, postgraduate commencements from China have been
little changed.

•

Malaysia: there is evidence of an impact of the $A on commencements from
Malaysia in 2004 and 2010, a weak impact in 2008, and no impact in 2009. The
growth in commencements from Malaysia ticked down from the previous year in
each of 2004, 2008 and 2010, following rises in the $A. However, while growth was
below average in 2004 and 2010, growth remained above average in 2008,
suggesting any $A impact was a weak effect. In 2009, commencements growth was
again lower than in the previous year despite the fall in the $A.

•

India: there is evidence of an impact of the $A on commencements from India in
2004 and 2010, but no evidence of an impact in 2008 and 2009. Rises in the $A
were followed by commencements growth from India dropping sharply from the
previous year in both 2004 and 2010. However, overall commencements growth
remained very strong in 2004, and commencements growth also held up in 2008
after a rise in the $A. In 2009, commencements from India fell despite the fall in the
$A, again suggesting that other factors were at play in precipitating the decline in
Indian student numbers other than currency movements.
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Other countries: The evidence for a tight link between $A movements and
commencements is also mixed for other important source countries. As Chart 4.9
shows, the growth in commencements from seven of the top ten source countries
was lower than in the previous year in 2010, as would be expected given the rise in
the $A. Commencements growth from a majority of countries was also below
average in 2010. A similarly strong apparent relationship between commencements
growth and a rise in the $A was also seen in 2004. However, commencements
growth from a majority of countries picked up and was above average in 2008
despite the rise in the $A. Similarly, only around half of the top ten source countries
had growth in commencements pick up in 2009 after the fall in the $A.

•

Chart 4.9: Percentage of top ten source countries showing movements in
commencements consistent with $A movements, postgraduate qualifications
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4.1.4

ELICOS and VET qualifications

While the focus of this report is very much on the higher education sector (postgraduate
and undergraduate qualifications), it is worthwhile also considering whether movements in
the $A may have had an impact on the ELICOS and VET sectors, as they can be feeders of
international students into the higher education sector.
Chart 4.9 shows that the growth in ELICOS commencements ticked down from the previous
year in each of 2004, 2008 and 2010 after rises in the $A. However, the growth in ELICOS
commencements was also lower than in the previous year (and below average) in 2009
despite the prior fall in the $A.
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Chart 4.10: Change in international student commencements, ELICOS qualifications
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Chart 4.11 shows the growth in VET commencements following notable currency
movements.
There is inconclusive evidence of the $A having an impact on
commencements in 2004 and 2009, with growth picking up in 2004 after a rise in the $A
and ticking down in 2009 after a fall in the $A. In 2008, commencements growth was lower
than in the previous year, but growth remained well above average, suggesting only a weak
impact from the higher $A. Only in 2010 was the change in commencements growth clearly
consistent with the rise in the $A.
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Chart 4.11: Change in international student commencements, VET sector
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4.1.5

Conclusions

The analysis presented in this section shows that changes in international student
commencements in Australia appear to be only loosely correlated with movements in the
$A. Although the sharp fall in commencements in 2010 has followed a sharp rise in the
$A, earlier periods of movements in the $A have not shown such a tight relationship with
commencements. The rises in the $A during 2003 and 2007 were not followed by large,
synchronised falls in commencements across all the main source countries as in 2010.
Similarly, although the large fall in the $A in late 2008 did precede solid growth in
commencements for most countries, commencements from India had already begun to fall.
That is, the drop off in international student commencements from India, which has formed
the most significant component of the decline, was already occurring at a time when the $A
was at weak levels.
The analysis suggests that factors other than the $A have been important in influencing
international student enrolments in Australia. The parameters used to forecast
international student numbers (as discussed in chapter 6) only allow for a limited role of
influence from exchange rate movements.

4.2 Economic growth performance in key
source markets
There is clearly a link between a country’s income level and levels of educational
attainment. As the size of the middle class has grown for many economies in the Asian
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region, so too has the international market to provide higher education services to these
people.
Chart 4.12 shows average population growth rates of key source markets for international
students to Australia over the past five years.
Chart 4.12: Annual population growth rates (2005-2010)
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Demographic trends, while strong overall, have been weakening in the key 15-29 age
cohort in recent years. Longer term effects from China’s one-child policy are beginning to
be felt in terms of a change in growth from younger age groups to the elderly. The period
from 2005 to 2010 is expected to be the last where growth in the number of 15-29 year
olds is faster than the overall rate of population growth across these countries.
That effect has largely been offset by rising urbanisation rates and rapidly rising levels of
wealth in the population of key markets. However, as Chart 4.13 shows, rates of economic
growth – while still very strong – eased back over 2008 and 2009 as the effects from the
GFC dampened world demand.
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Chart 4.13: Average annual per capita GDP growth across major source markets
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The lower rates of economic growth observed across major source markets through 2009
has been a factor reducing the demand from international students for courses in Australia
in the past couple of years. However, as the global economy recovers from the effects of
the GFC, this is becoming less of a negative over time.

4.3 Migration
In the past two years, the Australian Government has made substantial changes both to
student visa arrangements and the general skilled migration (GSM) program, both of which
have affected international student demand. These changes include:
•

stronger student visa integrity checks;

•

increasing the annual living expense amounts required from prospective students;

•

changes to the assessment levels for the Student Visa Program;

•

revoking the Migration Occupations in Demand List (MODL) and introducing a new
Skills Occupations List (SOL); and

•

announcing a new GSM Points test.

4.3.1

Recent changes to student visa requirements

In August 2009, stronger student visa integrity checks were introduced. The interview
program was upgraded in certain countries to confirm the genuineness of student visa
applicants. Other measures include the removal or restriction of access to eVisa in certain
circumstances and clarification of the student visa cancellation provisions (which apply
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when students defer or suspend their studies). From January 2010, the annual living
expense amounts required from prospective students was increased from $12,000 to
$18,000 and new regulations were introduced allowing DIAC to require student visa
applicants to demonstrate that the funds they are relying upon to meet the costs of
studying/living in Australia will be genuinely accessible to them during their stay in
Australia.
In March 2010, changes were made to the assessment levels for the Student Visa Program.
These changes are reported to have generated significant concern among prospective
students. Assessment levels are designated by the applicant’s nationality as per their
passport and the education sector of their intended course. Assessment levels determine
the level of visa requirements, in the way of evidence provided, for the applicant.
Assessment levels are based on a statistical assessment of the level of immigration risk for
each country/education sector combination. They range from level 1 (low risk) to level 5
(extreme risk), although the current outline of assessment levels does not contain any level
5 risk assessments. DIAC states that a review of assessment levels will be performed on a
regular basis to ensure that they are properly aligned across groups based on immigration
risk (DIAC 2010).
Prospective students from both China and India have predominantly faced an assessment
level 4 for higher education and an assessment level 2 for postgraduate research. The
current student visa processing requirement for prospective students for level 4 countries is
to demonstrate they have funds in the bank for a full three year study program (i.e. they
need to demonstrate they have over $100,000 in bank deposits for a period of six months).
This is viewed as an onerous requirement and out of line with that faced by prospective
students applying to Australia’s competitors for international education.

4.3.2

Recent changes to the General Skilled Migration program

In addition to changes to student visa arrangements, changes to the rules for the General
Skilled Migration (GSM) program have affected the perceived openness of Australia to
migrants and its reputation as a country that welcomes international students. Changes to
the GSM program are making the pathway to permanent residency more restrictive for
international students who have completed their qualifications in Australia. This appears to
have been a significant factor in limiting student demand in some areas of post-school
study (hitting harder at the VET end of the spectrum rather than higher education).
Prospective changes to GSM visas were announced by the Minister for Immigration and
Citizenship on 8 February 2010. This announcement generated considerable media
discussion at the time and created uncertainty for international students in terms of what
future arrangements would entail. Subsequently, on 23 July 2010 an announcement was
made that transitional arrangements would be put in place for those current or former
international students at the time of the original announcement. However, all prospective
international students applying for a Student visa after 8 February 2010 were affected.
The details of changes to GSM visas rules are now known. A new Skilled Occupation List
(SOL) came into effect on 1 July 2010, followed by the announcement on 11 November
2010 of a new points test which will be implemented from 1 July 2011.
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The new SOL is a much more limited list than the previous Migration Occupation in
Demand List (MODL) and focuses on highly skilled occupations. To be able to apply for
GSM, your occupation must be included on the SOL. The list will be updated annually to
reflect Australia’s medium to longer term skills needs but the Department of Immigration
and Citizenship (DIAC) expects it to remain relatively stable (DIAC 2010b). The implication
for international students is that for those who are choosing their degree program based on
an occupation on the SOL with plans to apply for permanent residency in the future, it is
not guaranteed that this will still be on the SOL at the end of their studies. The range of
educational programs that would lead to a qualification in a SOL occupation is also much
more limited than it was previously.
The points test for GSM has also been reviewed and the new system will come into effect
on 1 July 2011. The new points test shifts the focus to high level qualifications, better
English language levels and extensive skilled work experience. Applicants will no longer
receive points for their occupation, but will need to nominate an occupation that is on the
new SOL (DIAC 2010a). Furthermore, points were previously awarded for Australian
qualifications on a tiered basis (e.g. a doctorate received more points than a Bachelor
degree). Under the new system, points will still be awarded on a tiered basis, but will apply
to both Australian and recognised overseas qualifications. A minimum two years of fulltime Australian study will receive a small number of bonus points. Overall in terms of
gaining points for a GSM application, there is little incentive to gain an Australian
qualification over a recognised overseas qualification.
As was the case prior to these changes, there are still other possible pathways for
international students to gain permanent residency in Australia. International students
may be eligible to apply for a temporary or permanent employer or state/territory
sponsored visa following their studies.
The changes to the rules for gaining a GSM visa will have little impact on those international
students who were already studying in Australia at the time of the initial announcement.
However, it does make the pathway to permanent residency more restricted for future
international students who are deciding whether to choose Australia as their study
destination.

4.3.3

Relationship between the size of the permanent migration
program and international student numbers

The rapid expansion of the number of international students in Australia over the past
decade occurred over the same time as there was a ramp-up in Australia’s permanent
migrant intake. That growth in student numbers has also come to a halt at the same time
as cuts have been made to the permanent program. Those trends suggest that Australia’s
openness to permanent migration may have stimulated growth in international student
numbers, but more recent attitudes are discouraging students.
Chart 4.14 shows that the size of Australia’s permanent migration program has increased
considerably over the past decade. The number of international students commencing
courses in Australia over the last decade also increased (with commencements outside of
the higher education sector increasing more rapidly). The permanent migration program
was increased notably in 2005-06, when the number of permanent migrants increased by
22,869 or 19%. In the following year, the number of international student commencements
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jumped by 39,056 students or 20%, and continued to grow strongly over the next two
years.
Chart 4.14: Permanent migration and international student commencements
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There has been a strong linkage between temporary entry to Australia and later permanent
migration. Over recent years the proportion of permanent migration program places going
to migrants already in Australia on a temporary basis has also increased substantially. By
2008-09, former temporary migrants represented more than a third of the entire
permanent migration program.
The expansion of Australia’s permanent migration program over the 2000s can be seen as
reflecting an attitude of being more open to migrants over this period. A more welcoming
attitude towards migrants, including temporary migrants such as students, along with the
improved prospects for permanent migration to Australia may well have been an important
incentive for many potential international students to Australia.
This openness to migration has changed more recently, with the Federal government
making two cuts to the skilled migrant intake in the wake of the GFC in late 2008 and again
in early 2009 (undoing what had been a planned increase in the migration program) and
with the nature of Australia’s population/ immigration debate shifting from Big Australia to
a Sustainable Australia.
International student commencements have fallen further and faster of late than the cuts
to official migration targets, indicating that there are other factors at play. But the trends
over the past decade do suggest that the perceived openness or otherwise towards
migrants can be influential over the decision of where to study by international students.
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4.4 Branding and reputational factors
Safety
Australia has long had a reputation for being one of the safest countries for international
students. Surveys of international students also report that safety has been an important
factor in the decision to choose Australia as a destination for overseas study. Yet, with high
publicity given to acts of violence against Indian students in Melbourne, Australia’s (and in
particular Victoria’s) reputation as a safe destination has been tarnished. This has occurred
within India primarily, but also elsewhere in Asia.
The damaging publicity followed a number of violent attacks in mid-2009, which led to a
protest by Indian students in the Melbourne CBD. There were reports that at least some of
the attacks had been racially motivated. Political leaders of both countries became
involved at the highest level, with India’s Prime Minister expressing his concern and
Australia’s Prime Minister offering reassurance that Australia is a safe destination.
Delegations of Australian political leaders and representatives of the education sector
travelled to India in an attempt to soothe relations. The Indian government also issued a
travel advisory to its citizens about the dangers of increasing violent crime in Melbourne
after the fatal stabbing of an Indian student.
These incidents attracted considerable media coverage, and made headlines in the Indian
press. Some sections of the Indian media sensationalised events, further damaging
Australia’s reputation as a safe destination for international students.

The closure of some private education colleges
The number of international students coming into Australia’s VET sector has also grown
rapidly in recent years. Yet the rapid growth masked some problems which have surfaced
of late. Reports were raised of private colleges that were failing to maintain basic
education standards, had poor record keeping and poor financial management, and of the
establishment of “sham colleges” (colleges set up solely to provide students with a
qualification needed to obtain permanent residency in Australia). This culminated in the
well-publicised closure of several private colleges, including the Meridian colleges owned
by Global Campus Management which went into voluntary administration and left around
3,000 foreign students displaced. Other colleges closed after emergency audits of 41 highrisk colleges during 2009.
These events generated more bad publicity for the Australian international education
sector. Both the Indian government and Chinese government warned their citizens about
the poor quality of Australia’s private colleges. The poor publicity further damaged
Australia’s reputation for quality education and has been another negative factor affecting
international student demand for Australia as a study destination.

Quality of education
Despite these recent challenges, there has been a longer term trend of Australia winning
market share due to its reputation for quality of education. An important factor driving this
trend has been the publication of world rankings of universities, which have become an
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important marketing tool as a signal of quality of education and reputation to international
students over the past decade.
In 2004, the Times Higher Education-Quaquarelli Symonds (THE-QS) World University
Rankings were released and received wide publicity. Australian universities ranked
particularly highly in these rankings. The THE-QS world rankings placed six Australian
universities in the top 50, and ten in the top 100. Universities outside of the traditional G8
universities were ranked highly, with Royal Melbourne Institute of Technology (RMIT)
University, Macquarie University, and Curtin University of Technology in the top 100, and
University of Technology Sydney, La Trobe University, and Tasmania University in the top
200. While the methodology used to construct the THE-QS rankings has been criticised by
some, Australian universities have continued to feature prominently in the annual THE-QS
world rankings over time, especially the G8 universities.
Australian universities have featured less prominently in the Academic Ranking of World
Universities, conducted by Shanghai Jiaotong University (‘the Shanghai rankings’).
However, the Australian National University and The University of Melbourne have
consistently been ranked in the top 100.
The introduction of world rankings has coincided with strong growth in the number of
international students arriving in Australia over the last decade. While it is difficult to draw
firm conclusions, it is likely that the significant presence of Australian universities in the
world rankings – especially the THE-QS rankings – has boosted the international reputation
of Australian universities and encouraged more students to choose Australia as their
destination of choice.
Australian government initiatives also contribute to Australia standing out as a provider of
educational services include the Education for Overseas Students (ESOS) legislative
framework, and the Australian Qualifications Framework (AQF). ESOS provides for a
minimum set of standards for the provision of education services to international students
which ensures that the quality of the tuition and care of students remain high. ESOS
mandates a nationally consistent approach to registering education providers. The AQF
provides for a structure of recognised and endorsed qualifications in the school, VET and
higher education sectors in Australia, in order to promote and sustain the quality of
education that is provided within Australia.

4.5 Summary
In terms of the relative importance of these identified key factors we make the following
observations:
•

The reputation factors have been most apparent in India, and it is India which has
seen the biggest decline in enrolments and visa grants to date. That suggests that
reputation factors are having a considerable impact, where they are in play.

•

It is difficult to disentangle currency effects from other factors over recent periods.
However, looking at enrolments over the past decade (when there have also been
other significant currency movements), movements in the $A don’t seem to have a
very significant effect on higher education enrolments. The fall in the number of
Indian higher education students commenced when the $A was still at a low value.
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•

The prominence of Australian universities in international rankings has been a longer
term positive for the international education sector, but one which has seen no
notable change of late to precipitate a downturn.

•

The GFC was only a short term hiccup on the demand side with the economies of
key source markets for international students now growing strongly. The more
significant impact of the GFC was in heightening the competitiveness for
international students from other developed countries (as discussed further in the
following chapter).

•

After being supportive for many years, changes in both the student visa
requirements and the GSM program have coincided with the downturn in
international students:
•
Tougher student visa rules have discouraged would-be international students
from Australia.
•
More broadly, cuts to the permanent migration program and a more
significant debate over the level of migration have changed the perceived
openness of Australia to migrants. Many foreign students make their choice
for tertiary education based on where they may wish to permanently migrate.
A perception that Australia is making it very difficult for, or is unwelcoming of,
foreign students making that transition could deliver lasting damage to the
international student market.
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5 Competitor analysis
This focus of this chapter is to examine Australia’s position in the global market for
international students, and the role that competitors have played in contributing to the
downturn in international student numbers coming to study in Australia. This chapter will
examine:
•

past competition for international students, focusing on Australia’s strong position;

•

the current state of competition for international students, and how Australia positions
itself; and

•

the future of international competition and the rise of Asia.

5.1 Past competition for international students
Australia has long held a reputation as a destination of choice for international students.
Despite having a population that is 15 times smaller than the United States of America,
Australia has regularly been within the top three destinations for international students
over the past decade. In 2008 according to United Nations Educational, Scientific and
Cultural Organisation (UNESCO) Institute for Statistics data, Australia was third with 7.8%
per cent of total numbers of international students, behind only the United States with
21.1% and the United Kingdom (including Ireland) with 11.5%. The model of providing
higher education, including university, vocational and English language courses, to
international students has made international education one of Australia’s biggest exports,
and an important source of income.
According to UNESCO between 2000 and 2007 the numbers of students studying outside
their home countries more than doubled to over 2 million. Australia’s main competitors in
the international student market have traditionally been the other major English-speaking
destination countries (MESDCs) – the United States (US), and the United Kingdom (UK).
The consistent performance of these three countries in the market for international
students has not been by accident.
•

Firstly the fact that they are English speaking countries with reputations for world class
education institutions has contributed to their ability to attract students from all over
the world. This has resulted in a diverse student base from which they are able to
recruit and to smooth fluctuations of student numbers from specific source countries.

•

Secondly, these countries are particularly strong in the key source markets of all
international students. The top three source countries in 2008 were China (14.9% of
total international students), India (5.74%) and Korea (3.8%). Between them the US,
the UK and Australia account for 48.3%, 86.4% and 70.6% of the total students coming
from these key source countries respectively.

•

Finally these countries have benefited from deliberate decisions to turn international
education into an industry and the acknowledgement of both governments as well as
the education sector of the benefit to their countries, economically, as well as
intellectually and culturally, that international students can make. These countries
have developed marketing strategies which target key source countries and
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demographics, and have also benefited from supportive government policies which
have assisted the arrival and integration of international students.
Other countries which have had significant roles in educating international students over
the last decade include France and Germany, although both these countries host fewer
students from the Asian region. Likewise Canada and New Zealand between 2000 and
20007 began increasing their share of the international student market.
The declaration of a number of European Ministers of education, known as the Bologna
process1 in 1999 has contributed to increasing the size of the international student market
in a number of European countries including Netherlands, Greece, Spain, Italy and Ireland.
Competition within the Asian region has traditionally come from Japan who hosts a large
number of Asian students. More recently, Japan along with Korea and China have begun
cycling international students between themselves, increasing the competition for students
from some of Australia’s key source markets within our region.
The trends of international students since 2000 are demonstrated below in Chart 5.1. From
2000 to 2008, Australia gained market share in international student education, while the
US and Germany saw a notable drop in market share. The UK saw a more moderate
decrease in market share, while Canada, New Zealand Italy and Japan all saw their share of
international students increase.
Chart 5.1: Trends in market share of foreign students in tertiary education
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The Bologna process was signed by a number of key European Education ministers in June 1999. A key
element of the Bologna process was the integration of education systems to allow for greater inter-European
mobility. One of the key objectives was to increase the international competitiveness of the European system of
higher education, and it is likely to have contributed to the increasing role Europe has begun to play in
educating international students.
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Source: UNESCO (2010).Note: Canada statistics were not available for 2008. These are 2007 statistics.

Australia’s market share of foreign students (7.8% in 2008) was an increase from the level
achieved in 2000 of 5.9%. There has also been a significant increase in absolute numbers
of students over this time.

5.2 Recent state of competition
In part spurred by the GFC, the international education market has become more
competitive over the past few years. Given the growing competition for international
students from other nations, the downturn in international student demand for Australia as
a study destination may reflect a loss of market share to the other MESDCs as well as to
emerging Asian nations.
Many US institutions are now actively targeting the Indian market, and budget cuts in the
US and UK appear to be playing a role in greater targeting of the international student
market. In addition, Asian countries are increasingly posing threats to Australia’s share of
the international student market.
Australia consistently appeared in the top three destination countries from key source
markets over the last decade. However, Table 5.1 below (which uses more detailed OECD
data rather than UNESCO) shows that Australia had fallen to fifth most popular destination
for international students by 2008 (before the recent downturn in international student
numbers to Australia really hit).
Table 5.1: Foreign students in tertiary education by key source market, 2008
Country

China

India

Malaysia Vietnam

Indonesia

Total

Market
share (%)

United States

110,246

94,664

5,434

8,778

7,700

624,474

18.7

United Kingdom

45,356

25,901

11,727

1,791

924

335,870

10.0

Germany

25,479

3,644

900

3,593

2,455

245,522

7.3

France

20,852

1,038

593

5,133

272

243,436

7.3

Australia

57,596

26,520

18,576

5,446

10,242

230,635

6.9

Canada

36,275

10,357

813

1,133

1,082

185,399

5.5

Japan

77,916

513

2,012

2,541

1,578

126,568

3.8

Italy

2,985

627

17

126

90

68,273

2.0

Spain

689

113

5

8

12

64,906

1.9

New Zealand

13,767

5,426

2,532

557

407

59,636

1.8

Other OECD

45,842

4,310

1,889

3,694

1,827

461,326

13.8

Total OECD

437,003

173,114

44,499

32,801

26,589

2,646,046

79.1

Non-OECD

73,839

11,687

6,935

5,190

10,197

697,046

20.9

Total

510,842

184,801

51,434

37,991

36,786

3,343,092

100.0

Source: OECD (2010), Education at a Glance 2010: OECD Indicators.
Note: Foreign students in the table above are defined as students that are not citizens of the host country.
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5.2.2

Australia

Chart 5.2 reports Australia’s market share of international tertiary education students
studying outside their home country for five of Australia’s largest source countries.
Australia hosts a reasonable share of foreign students from China and India studying
abroad, though it attracts much higher shares of students from Malaysia and Indonesia.
Australia hosts 16.4% of all students from these five key source markets.
Chart 5.2: Australia’s market share of foreign students in tertiary education by key source
market, 2008
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Source: UNESCO (2010). Total represents a weighted average across the five source markets shown.

Australia has enjoyed a reputation as a strong provider of educational services to
international students over the last decade. This reputation has been built on a number of
key features, including branding, safety, transparency and quality of education.
Increasingly however, Australia is facing competition from a number of countries who share
similar characteristics. A recent (2010) Australian Education International (AEI) survey of
international students highlighted why students chose to study in Australia. Factors that
were identified as being the most important in terms of influencing their decisions on which
country to choose to undertake study include:
•

the quality of education and teaching;

•

personal safety;

•

the reputation of the qualification from the institution; and

•

the reputation of the institution itself.

These results mirror the findings of other International Student Barometer (ISB) surveys
which highlighted the impact that branding and reputation have in the market for
international students. Australia’s success over the past decade in gaining a large share of
the international student market highlights the strength of its brand.
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In their 2007 paper, Verbik and Lasanowski discuss the key comparative advantages that
countries compete on for international students. These include English language provision,
opportunity to work during semester, low to moderate living costs, and employment. The
authors found that Australia is successful in these areas but faces strong competition from
Canada, New Zealand, France, Germany, the US and UK.

5.2.3

United States

The United States competes strongly in the international student market, and has built a
reputation based on quality, lifestyle, and a return to student investment in education.
That has resulted in the US gaining the largest absolute share of the international student
market. In 2008 there were 624,474 international students enrolled in US educational
institutions. According to UNESCO data, the United States saw overall growth in
international student enrolments of 4.8% between 2007 and 2008, which was largely driven
by an increase in the number of Chinese and Indian students, up 11.4% and 10.5%
respectively between 2007 and 2008. Of late however, the US has also seen declines from
advanced economy source markets, which have no doubt been hit by the GFC.
Chart 5.3: The United States competing for Australia’s key source markets, 2008
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Source: UNESCO (2010). Total represents a weighted average across the five source markets shown.

Chart 5.3 shows the proportion of total students from key source countries going to the US
and Australia, and indicates that the United States and Australia compete for students from
similar source markets.
The United States is particularly strong in its attraction of Chinese and Indian students,
while Australia accounts for a much higher share of students from Malaysia and Indonesia.
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The United States also hosts a significant portion of Korean students, 61.46% of all Korean
international students study in the US.
Early indications are that the US is seeing continued growth in new international student
enrolments in 2010-11. A 2010 survey of 688 US higher education institutions undertaken
by the Institute for International Education showed that both new and total international
student enrolments are likely to grow at a similar or slightly higher rate of increase as the
previous year. The survey suggests that new enrolments of Chinese students are growing
strongly, while new enrolments of Indian students are still subdued.
On the financial side, many US-based universities have been hard hit by the GFC in recent
times. The GFC took its toll on state government budgets, with most now running
operating deficits. Consequently, funding from state governments for higher education has
declined, putting pressure on the budgets of state public universities. As a result, public
universities are increasingly looking to international and interstate students paying higher
fees to plug the fall in revenue. At the same time, endowments for the major private
universities have declined, although they are now beginning to recover.2
Thus, budgetary pressures have acted as a catalyst for US-based universities to more
actively target international students. This is borne out in the Institute of International
Education survey, which found that almost two-thirds of institutions had taken special steps
to ensure that their number of international students did not decline. These steps included
establishing international partnerships or collaborations and expanding international
admissions staff and recruitment budgets. Increased international recruitment trips have
concentrated mainly on Asia, particularly China, but also South East Asia and India.
US-based universities are now actively using education agents to recruit international
students.
Government and national educational bodies are also taking an interest in promoting the
US as a destination for international students. The US Department of Education’s
Commission for the future of higher education has recommended that the US government
ease permanent residency requirements for highly-skilled international graduates so as to
entice them to choose to study at US institutions. Further evidence of the US government
commitment to increasing their international student numbers was provided by Ann Stock,
Assistant Secretary of State for Educational and Cultural Affairs, who has stated that the
increase in international student numbers is attributable to the US State department in
partnership with U.S colleges and Universities making it a priority to reach out to
international students.
The increase in active recruitment efforts by US higher education providers, the growing
visibility of US campuses as well as increased linkages with institutions in other countries,
demonstrate the commitment of higher education providers in the US to increase their
enrolments of international students. There are numerous recent examples of US-based
universities strengthening their presence in key source markets and actively seeking to
recruit students from those regions. For example:
•

New York University is making significant progress with its proposal to build a new
degree-granting campus in Shanghai. It is planning to have both masters and

2

See, for example, Summers, L. (2009) ‘The Financial Crisis and Harvard’, Economic Policy Journal. Accessed 7
August, 2009: <http://www.economicpolicyjournal.com/2009/07/larry-summers-and-financialcrisis-at.html>
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undergraduate programs in place by 2013 and expects about 1,600 undergraduates,
mostly from China, but also from elsewhere in Asia.
•

Carnegie Mellon University is planning to commence a new joint program with the
Shiv Nadar Foundation to train more undergraduate engineering students from India.
Students will study in both India and at its campus in the US and will earn Carnegie
Mellon degrees.

•

Virgina Tech is planning a high-tech engineering and science campus in the Indian
state of Tamil Nadu.

•

Georgia Tech is exploring the possibility of setting up a postgraduate research
institute in India, in coordination with Infosys Technologies.

Moreover, despite the US hosting a large number of international students, international
students currently make up a relatively small proportion of the total higher education
enrolment in the US, at around 3.5%, compared with an equivalent figure of around 28.3%
in Australia.3 That suggests the US has significantly more scope to expand its number of
international students than countries such as Australia.

5.2.4

United Kingdom and Ireland

Along with the US and Australia, the UK is a major destination country for international
students, with 341,791 international students studying in the UK and Ireland in 2008.
According to OECD data the UK recorded strong growth in international student enrolments
between 2005 and 2006 (3.7%), and between 2006 and 2007 (6.5%), although international
enrolments fell by 2.8% between 2007 and 2008. For the UK, the top two source countries
have consistently been China and India in recent years. Together China (including Hong
Kong) and India represent 23.7% of the total international enrolments in the UK and
Ireland.

3

The Institute of International Education (2010) reported that there were 690,923 international students
studying in the US in 2009-10, compared with a total US higher education enrolment of 19,562,000 students,
based on data from the National Center for Education Statistics. DEEWR (2010) reported that there were
320,972 international students enrolled in higher education in Australia in 2009, compared with a total higher
education enrolment of 1,134,866 students.
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Chart 5.4: The United Kingdom and Ireland competing for Australia’s key source markets,
2008
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Chart 5.4 shows the proportion of total students from key source countries going to the UK
and Australia. The UK and Australia compete fairly consistently for students from China and
India, while Australia clearly has an advantage with the other South East Asian countries of
Malaysia, Vietnam and Indonesia. The United Kingdom (including Ireland) educates a much
higher share of European students compared to Australia.
Recent data shows that student visas to the UK issued in the 12 months to December 2010
were down by 7% on the previous year. While the number of student visas does not always
correlate exactly with the number of actual subsequent enrolments, the data suggests that
the UK’s international student sector may be facing some challenges in the near future.
Indeed, the UK Government’s approach to international students is changing. The UK
Immigration Minister shed further light on this issue in a speech in September 2010. He
noted the high number of student visas recently being issued, and said that of these, only
around half were estimated to be coming to the UK to study a degree level (or above)
course. More than 90,000 people have been arriving in the UK every year to do below
degree level courses at private institutions, such as private vocational colleges and language
schools. The Minister cast doubt on whether these students were benefiting themselves or
Britain, alluding to the impact of unscrupulous agents in India, and suggesting that changes
would be made to the immigration system to make it more difficult for students to remain
in the UK after completing their studies.
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The number of international student enrolments in the UK may also depend on the success
of those gaining qualifications (particularly higher education qualifications) in eventually
gaining permanent residency. The UK Government’s target is to reduce net migration to an
annual level of “tens of thousands” by 2015, much lower than Australia’s permanent
migrant intake target of around 185,000. That suggests many foreign students hoping to
gain permanent residency in the UK in the coming years may be disappointed.
The UK’s situation therefore has some parallels with Australia’s recent experience, with
future strong growth in international student numbers perhaps being tempered by moves
to tighten visa controls.
On the other hand, there may be a strong incentive for international student enrolments in
the university sector to rise. Following announced funding cuts to higher education by the
UK government, a number of UK universities have announced that they are actively
looking to grow their numbers of international students. Media reports indicate that a
number of universities are forecasting increases in non-EU student numbers in 2010-11.
Similar to the United States, national education institutions, including Universities UK and
the International and Europe Unit, have taken steps to ensure international students that
they are essential to the higher education system in the UK. These institutions expect that
despite the changes to student visa regulations the number of international students in the
UK will continue to rise. The head of Universities UK has described the changes to the visa
regulations as a way of preventing abuse of the system in the form of student grants to gain
residency. He has stated that the changes will have little to no impact on students who
apply for legitimate education purposes.

5.2.5

Canada

Canada has a smaller share of the international student market than the US, UK and
Australia. According to the UNESCO, there were around 92,881 international students in
Canada in 2007. Canada’s top source countries are China, Korea, and the US - the
proportion of enrolments from these countries to total international enrolments is 34.9%.
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Chart 5.5: Canada competing for Australia’s key source markets, 2008
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Chart 5.5 shows that Australia clearly has an advantage over Canada in all of its key source
markets. The advantage is particularly apparent in Malaysia, Vietnam and Indonesia.
Statistics from Citizenship and Immigration Canada show that the number of foreign
students admitted into Canada in 2009-10 was up 9% on the previous year. Similarly, the
Association of Universities and Colleges of Canada recently reported that there were 90,000
full-time international students studying at Canadian universities in 2010. This number
represents an increase of around 10% since September 2009.
Canada’s community colleges also appear to be seeing a rise in the number of international
students. According to The Chronicle of Higher Education, community colleges in Ontario,
Canada's largest province, have reported a 50% increase in foreign students over the same
period, to 15,000 in 2010. National data from Canadian community colleges are not yet
available.
Again, while the Canadian data are less comprehensive, they show that Canada’s numbers
of international students are continuing to grow.
Like both the US and the UK the promotion of Canada as a study destination and the
recruitment of international students to study at Canadian universities and colleges is a
priority of the Canadian Government. The Department of Foreign Affairs and International
Trade Canada highlighted the importance of international education as a key export in a
2008 report measuring the economic value of international students in Canada. It was
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found the international students added $6.5 billion to the Canadian economy,4 and
employed up to 83,000 Canadians in 2008.
The recent growth in international students studying in Canada was in part attributed to
the work of Trade Commissioners in key source markets, as well as the promotion of
Canada as a study destination. This was achieved through the creation of a new Education
Brand for Canada funded through the Edu-Canada Initiative, and demonstrates the
commitment of the Canadian government to the importance of promoting Canada as a
study destination.
Of importance to Australia is the threat that Canada has similar strengths in competing for
international students. In a survey of international students it was found that the main
reason for choosing Canada for educational services was the quality of education, with
almost 75% of students considering it very important in their decision-making. The second
most commonly cited reason was that it is a safe country. Other attractive features are
programs of study offered in both English and French, the prestige of degrees and
diplomas, overall reputation and availability of off-campus work and after- graduation
employment.

5.2.6

New Zealand

New Zealand is a smaller competitor in the international student market, with UNESCO
estimating that New Zealand hosted around 31,565 non-resident students in 2008. The top
source countries for New Zealand are China, South Korea, Japan, and India. Enrolments
from these countries represented 51.4% of total international enrolments in New Zealand
in 2008.
Chart 5.6: New Zealand competing for Australia’s key source markets, 2008
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4

Canadian dollars
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Chart 5.6 demonstrates Australia has a significant advantage over New Zealand in a
majority of its key source markets. New Zealand competes most strongly for students from
Malaysia.
According to OECD data New Zealand has seen an increase in total international fee-paying
enrolments of 4.7% for the eight months to August 2010. This increase has largely been
driven by a surge in enrolments by Indian students (up 21%), while enrolments of Chinese
students (down 1%) and South Korean students (down 2%) have been subdued.
Enrolments of Malaysian and Vietnamese students have also risen, but the rise in absolute
numbers is small as these are smaller source markets for New Zealand. By sector, private
providers such as private vocational colleges and language schools have seen strong growth
in enrolments of 6.9%, and tertiary education institutions have seen an increase of 2.9%.
Visa statistics for New Zealand show that the number of applications from full fee paying
students remained broadly unchanged in 2010 when compared with the previous year.
This reflected a drop in applications from Korean students (down 12%) and Chinese
students (down 2%). In contrast, the number of applications from Indian students
increased by 15% in 2010. The total number of applications made in the first two months
of 2011 has shown little change from the same period in 2010.

5.3 The future of competition and the rise of
Asia
Australia faces significant threats in the provision of international student education from
traditional competitors the United States and the United Kingdom, and is currently facing
increasing competition from newer MESDC countries including Canada and New Zealand.
The rise of Asian countries participating in the education of international students will also
play a significant role in Australia’s international higher education future.
Asian countries are increasingly posing threats to Australia’s share of the international
student market. Japan already accepts around 125,000 foreign students every year, with
around 80,000 Chinese students. Many of its leading universities are now seeking to take
further market share from the MESDCs by offering English language instruction, with a
particular focus on mobile Chinese and Korean students.
The 12th five year plan in China has seen a focus on education; the plan stresses the need
for higher education reform in science and technology, as well as the importance of
developing a human resources strategy for finding and nurturing talent. The importance of
international students to China has been further highlighted by the Chinese government in
September 2010 when they announced plans to grow the number of incoming degree
students. Specifically there are plans to increase the number of international students from
96,000 in 2009 to 150,000 in 20205. Further the Chinese government intends to increase
the number of national, provincial and industry scholarships, and increase the number of
programs taught in English.

5

These are Chinese ministry of education figures and are different to UNESCO data.
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Hong Kong and Singapore are seeking to establish themselves as major regional hubs for
international students. They have both been investing heavily in higher education which,
over time, is expected to further improve the research, teaching, and overall reputation of
their respective higher education sectors. Malaysia has also been developing strategies to
become providers of world class education over the next decade, with a strategy to
increase the numbers of incoming degree students. Malaysia in particular is an attractive
destination to other Asian nations as well as the increasing numbers of Islamic international
students.
In addition, as emerging countries industrialise, they can be expected to invest more in
their own higher education systems. Over time, that may result in more students from
countries such as China and also India choosing to study in their home countries, as well as
drawing in international students from other countries. China’s leading universities, such as
Peking and Tsinghua, are now accepting significant numbers of international students of
their own.
Previously Australia benefited from being in close proximity to a number of the key source
markets within the region. As other Asian countries, including China, focus on higher
education as an industry to concentrate on, Australia will face intense competition from
previously strong source markets. Due to cultural and lifestyle similarities as well as their
close proximity to one another, Asian nations are attractive destinations for other Asian
international students. The adoption of English as a language of teaching has reduced
some of the barriers that previously existed between Asian nations, and enables these
countries to compete more strongly with the traditional English language countries.
This chapter has discussed how Australia’s historical strength in international higher
education is coming under increasing threat from overseas competitors. Australia’s
competitive advantages, such as its reputation for safety, and quality of education, are
facing heightened competition. Meanwhile, competition from overseas competitors such
as the US, and increasingly Asian countries, is becoming greater as the latter look to actively
build their share of the market in international higher education.
Looking ahead, a key factor which will determine the fortunes of both Australian higher
education, and its competitors, will be the extent to which there is appropriate government
policy in place to enable the growth of international higher education. At a time when
Australia’s competitive position in international higher education is increasingly under
threat, changes to government policy need to be carefully considered, to ensure that policy
changes do not critically disrupt the development of Australia’s international education
ambitions.
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6 Projections for the international
student sector
This chapter sets out projections for international higher education students studying
on-shore in Australia.
The projections for the 2011 calendar year are derived from a financial survey of Australian
universities conducted by Deloitte Access Economics for this report. Results and
implications from that survey are discussed further in Chapter 9. Projections for student
numbers beyond 2011 follow the modelling approach set out here.

6.1 Modelling approach
The previous chapters have highlighted that a range of factors are likely responsible for the
recent downturn in international students. Chief amongst these are factors such as
changes to migration policy and regulations, the perceived openness of Australia to
migrants, and reputational factors such as personal safety. Going forward however, the
path for factors such as migration policy and personal safety reputation cannot be forecast
within an economic model.
The approach adopted for the projections shown here is that these policy factors are
essentially neutral in the forecasts. That is, beyond the 2011 year (where projected
enrolment numbers are based on the current expectations of Australian universities), it is
assumed there will be no significant deviation (negative or positive) in the future growth
profile for international student numbers due to policy or reputational factors.
Section 3.3 noted that many on-shore higher education students have undertaken ELICOS
in Australia prior to commencing higher education. That suggests that movements in
ELICOS commencements can be a useful indicator for a portion of higher education
commencements.
The strength of the ELICOS pathway varies by source country, with low proportions for
countries like India and Malaysia, but a significant proportion of students from China.
These country shares are shown in Table 6.1.
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Table 6.1: ELICOS pathway

Source market

Share of ELICOS students who
subsequently undertake higher
education

China
India
South Korea
Thailand
Vietnam
Malaysia
Nepal
Indonesia
Brazil
Japan

52%
13%
43%
53%
49%
1%
17%
14%
18%
43%

Other

15%

Source: AEI; Deloitte Access Economics

The projections for international student numbers (both those linked to previous ELICOS
enrolments and those entering straight into higher education) show a return to a ‘normal’
growth path over time driven by economic factors. That growth path is based on the level
of student commencements expected to be reached in 2011, rather than the levels seen
prior to the current downturn. Those economic factors are summarised below.
The modelling approach calculates the ‘pool’ of available students in each key source
market, and then determines the proportion of people from each market that might pursue
higher education in Australia.
Drivers for the projected number of students sourced from key markets are:
•

the number of people aged 15-29 in the market (the broad pool);

•

the rate of urbanisation in the country (the relevant pool of potential students);

•

projected rates of economic growth in the country (a proxy for the likelihood of
potential students to pursue higher education); and

•

competitiveness impacts driven by projections for the value of $A against other
exchange rates (a proxy for the likelihood of that higher education to take place in
Australia).

The exchange rate is only one factor affecting the relative competitiveness of Australian
higher education. It is however one which can be readily projected, based on Deloitte
Access Economics and Consensus Economics forecasts.
The degree of influence of exchange rate movements over international student
commencements is based on the experience from 2002 to 2008 and varies by key market,
and by sector of enrolment (higher education or ELICOS). Table 6.2 below shows
estimated exchange rate parameters when source country GDP growth is accounted for.
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Table 6.2: Exchange rate parameters for forecasts
Source market
China
India
South Korea
Thailand
Vietnam
Malaysia
Nepal
Indonesia
Brazil
Japan
Other

Higher education

ELICOS

0.00%
0.00%
-0.87%
-11.96%
-0.08%
-0.20%
-1.51%
0.00%
-0.11%
-0.41%

-0.96%
-0.44%
-0.87%
-11.96%
-0.08%
-0.20%
-1.51%
0.00%
-0.27%
-0.41%

-0.11%

-0.11%

Source: Deloitte Access Economics

A negative parameter shows the extent to which commencements are expected to fall
based on a 1% lift in the exchange rate (or how much commencements would rise based on
a 1% fall in the exchange rate).
Consistent with the analysis in Chapter 4, which found the exchange rate to have had only a
mixed and limited impact on commencements over the past decade (with factors other
than the exchange rate also important), the estimated exchange rate parameters in the
table above are relatively small.
Indeed, in some cases the historical data suggested the opposite sign ie. commencements
rose by more when the exchange rate lifted. Clearly, other factors would have actually
been responsible for the rise in commencements, so in these cases the exchange rate
parameter is set at zero for these forecasts ie. the exchange rate has no influence on these
forecasts (rather than a perverse influence as observed on average from 2002 to 2010).
As the $A is expected to generally decline in value against most currencies over the next
decade, this channel will help to support enrolments growth over time, but only in a
limited way consistent with the above estimated parameters.
Expected GDP per capita growth rates by source market and expected changes in the rate
of population growth are key drivers for growth in Australian higher education
commencements from 2012 onwards through the forecasts.
Total enrolments are modelled as a proportion of commencements over the past three
years – with that proportion based on past averages. In most cases this proportion is close
to 100%, the ratio that would be expected if all students undertook three year degrees.
That is, the average length of study is around three years.

6.2 Projections for key drivers
Chart 6.1 shows expected growth rates in total population and population aged 15-29 for
the key source markets of international students to Australia. While total populations are
rising in all these countries, a number of countries have already peaked in terms of young
adults (such as South Korea, Thailand and Japan). The number of young adults in China is
Deloitte Access Economics
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expected to peak in 2012 and then decline. Even with continued strong growth of the
Indian population of 15-29 year olds, the number of 15-29 year olds from Australia’s key
source markets is expected to peak over the next decade and then start to decline.
Chart 6.1: Annual population growth rates (2010-2020)
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Total

Source: United Nations (2010), UN population projections to 2050.

However, increasing rates of urbanisation – notably in China as populations continue to
move from rural areas to the major urban centres on the southern coasts of the country –
will offset these generally negative trends. Overall, CIA projections suggest the urban share
of population in our modelled markets will rise from 44% to 49% of the total population in
the next decade. Using this measure suggests the ‘pool’ of available 15-29 year olds in
China will rise by around 0.4% per year across the next decade, and the total of the ten key
source markets will increase by around 0.7% per year – to a market size of just under 400
million by 2020.
In addition to the demographically-driven pool of potential students, economic growth in
these markets will increase the ability of students to purchase an education in Australia.
Demographic profiles and expectations of long term economic growth contained in
Consensus Economics forecasts gives the forecasts shown in Chart 6.2. In the case of the
Chinese and Indian economies, the rate of growth slows over the forecast period, though
still remains substantial6.

6

The level of economic expansion in 2020 will be greater as a share of the Australian economy in 2020 than the
(greater in percentage terms) level of expansion in 2010 is as a share of the current Australian economy.
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Chart 6.2: Average annual GDP growth (2010-2020)
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Source: Consensus Economics, Deloitte Access Economics

In many cases growth rates from 2010 to 2020 will be greater in $A terms as the
Australian currency is expected to ease on average from its 2011 highs across the forecast
period.
Deloitte Access Economics expects the Australian dollar to remain at a high value
throughout 2011, but then depreciate after that. The exchange rate profile used for these
projections is for:
•

the $A to average $US 1.04 over 2011;

•

a return to parity on average between the $A and $US over 2012; and

•

thereafter a 5% reduction in the $A against the $US per annum until a long run value of
$US 0.774 is reached in 2017, at which point the exchange rate is held steady.

The gradual depreciation in the $A over time provides some improvement to Australia’s
competitive position from 2012 onwards.

6.3 Projections for international students
Projections are shown here for international higher education students on-shore at
Australian universities using the AEI data up to 2010 as a base, as profiled in chapter 3.
Projections for 2011 are derived from a financial survey of Australian universities
conducted by Deloitte Access Economics. That survey suggested that total international
student enrolments were expected to fall by 3.2% in 2011. With higher education
students on average undertaking three year courses in Australia, and with some growth
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in commencements over the past couple of years, that would suggest a drop in new
commencements in 2011 of 23.2%, or the equivalent thereof. It may be that some
existing students don’t complete their studies, but across both new and existing students
the projection is for the equivalent of a fall in commencements of 23.2% in 2011.7
Projected student commencement and enrolment numbers are shown in Chart 6.3.
Projections for 2012 are for another weak year, with commencements to decline by 0.1%.
The static profile reflects the continuing negatives of a high $A (albeit one which is
expected to depreciate slightly from 2011 levels). It also reflects a flow-on from an
expected further drop in ELICOS commencements through 2011 (with a portion of higher
education enrolments in 2012 linked to the level of ELICOS enrolments in 2011). However,
there is also an assumed absence of policy factors discouraging new students, so that
growth rates are also influenced by positive underlying GDP and population trends.
Beyond 2012 international student commencements are expected to return to positive
growth, based on the continuing assumed absence of policy factors discouraging new
students (so that Australia maintains its share of students from growing source markets),
while an expected depreciation in the $A through to 2017 also provides some support for
student numbers, relative to where the currency is at present.
Chart 6.3: Projected annual growth in international student higher education
commencements and enrolments, Australia
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7

That figure is derived by applying the historical ratio of enrolments to the three year sum of commencements
(around 83%). In particular, a fall in enrolments of 3.2% in 2011, combined with earlier growth in
commencements of 14.1% in 2009 and 0.2% in 2010, would imply a fall in commencements of 23.2% in 2011 to
maintain the enrolment to three year sum of commencements ratio at its historical level of 83%.
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As Chart 6.3 shows, the short term student losses will see total enrolments fall until 2013.
In the medium term enrolments are expected to rebound and overall levels of international
students at Australian universities will begin to grow again, working up from the lower base
they reach through the current period of downturn.
For a counterfactual comparison to these projections, we have estimated the level of
commencements and enrolments that would be expected to have resulted based on the
following assumptions:
•

Exchange rates do not increase beyond their average 2010 level - so there is no surge
in the Australian dollar beyond 2010 (and no easing thereafter).

•

Rather than using actual commencement and enrolment information for 2010, we
apply modelled estimates – the rate of growth which is expected to have been
achieved in 2010 in the absence of the policy and other factors which created the
decline in international student numbers.

•

No adjustment is made to 2011 commencements based on expectations from the
universities.

The counterfactual otherwise uses the same model to project international student
numbers as in the baseline projections. That includes a channel where the level of ELICOS
enrolments affects a portion of higher education enrolments in the following year.
The best way to interpret this counterfactual scenario is that it would be what might have
been forecast if the modelling had been conducted in 2009 before the range of issues
affecting the international student sector hit.
Chart 6.4: Difference in commencements and enrolments between projection and
counterfactual scenario
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The results are shown in Chart 6.4, displaying the percentage difference in the level of
university enrolments and commencements which are being projected as compared to the
counterfactual scenario.
The short term declines in commencements have an extended impact on enrolments, with
the ‘loss’ of students climbing rapidly until 2013. Enrolments fall steadily over the first
three years before a relative improvement in commencements sees enrolments reach
around 30% below what might have been expected had this modelling been done in
2009.
From 2013 to 2017, international student enrolments in the baseline forecasts then start to
move back towards the levels seen in the counterfactual scenario. This is driven by an
extended gradual depreciation in the $A as it moves back down to where it would
otherwise have been, winning back some international students along the way. However, it
is far from a complete offset. Much of the loss of student numbers remains permanent –
student numbers in the projection remain consistently below those in the counterfactual
scenario.
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7 Short term implications for the
Australian economy
International student higher education enrolments have levelled out over 2010 and look set
to stay in the slow lane in the short term. Compared with a counter-factual scenario as
outlined in the previous chapter (where enrolments continued in a business as usual
fashion from 2009) that amounts to a significant loss in student numbers. Given the
economic contribution made by the spending of these students (as outlined in chapter 2),
that amounts to a significant economic loss. The extent of this loss is outlined further in the
following chapter.
More broadly, developments in Australia’s international education sector are a major
contributor to the current fall in overall migration rates, and the latter – coming as it does
amid a surge in commodity prices – looks like affecting the supply of labour at much the
same time as skill shortages are expected to become acute in some sectors and some
regions.
The 2010 Federal election saw a bipartisan shift from ‘Big Australia’ towards ‘Sustainable
Australia’. As a result of that shift and the current fall in numbers of international students,
there has been a notable fall in net international migration to Australia. The latter, having
peaked at annual rates of 320,000 at one stage in late 2008, fell to 206,000 through 2010,
with further falls in prospect.
Deloitte Access Economics’ latest Business Outlook – released on 27 January 2011 – notes
that:
“Australia’s problems will soon revolve around a lack of workers rather than
any lack of jobs. Job growth is booming, and rising profits will underpin further
gains. But migrant numbers are falling fast … and that mix of demand strength
and supply weakness will drive unemployment close to 4% by end-2011 (and
potentially to the lowest rates Australia has recorded since 1974). The
consensus policy shift to a smaller Australia guarantees the next few years will
see rising skill shortages. …
… migrant numbers helped keep a lid on inflation through the most recent
boom, but the current round of building price pressures will have to be endured
with rather fewer migrants. That combination says that inflation risks are at
least as high if not higher than they were a few years ago, when the Reserve
Bank was willing to shift to a cash rate rather higher than it is today.”
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7.1 Recent developments in Australian
population and migration trends
Australia’s population growth is slowing fast at a time when our need for workers is rising
fast. That slowdown is not due to births, which averaged 250,000 a year in the two decades
to 2004, but rose to 300,000 by 2008. That latter jump wasn’t due to the effectiveness of
baby bonuses. It was partly as the trend towards having babies later in life had started to
reach natural limits, but more notably as an extended bout of prosperity made many
couples comfortable with their fiscal future – comfortable enough to have children.
The upswing in births seen since 2004 has now mostly run its course, but the downswing in
population growth now underway is rather more the result of migration flows. Australia
saw record numbers of migrants from 2005 until recently, aided by the strength in our
economy which drew workers here amid growing skill shortages. The lift in migration was
also partly the result of rules which eased the path to permanent residency by those
studying in Australia. Although those rules had been around for the better part of a
decade, recent years saw a rapid increase in student numbers in the late 2000s.
Now, however, migration numbers are falling fast: the Federal government cut the planned
skilled migrant intake twice during the recent global crisis, following that up with changes
that loosened the link between studying in Australia and getting permanent residency here.
Migration, having peaked at annual rates of 320,000 at one stage in late 2008, fell to
206,000 through 2010. As Chart 7.1 shows, Deloitte Access Economics’ demographic model
(DAE-DEM) points to further falls in prospect.
Chart 7.1: Net migration to Australia
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Source: ABS, Deloitte Access Economics DAE-DEM model

Looking forward, Deloitte Access Economics thinks that population growth rates have
already peaked, and that they will trail down alongside migrant numbers, as the falls in
commencements among international students mature.
The resultant downswing in population growth is large.
Moreover, as Chart 7.2 shows, it is larger still for the working age population, given that
many baby boomers will drop out of the workforce in the next few years.
Chart 7.2: Australia’s working population growth rate
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The pace of the current fall-off in working age population growth raises a macro cycle issue
worth pursuing. As Chart 7.3 suggests, an effective leading indicator of migration flows is
the terms of trade – the ratio of export prices relative to import prices.
There are good reasons for that. When the world gives Australia a pay rise (as it does when
it ‘costs’ fewer tonnes of iron ore to buy a TV), then incomes go up, construction and retail
spending lift, employment makes gains, political opposition to migration eases, business
groups demand action to address developing skill shortages, expatriates find returning
home more attractive, would-be expatriates are given pause, and those who face fewer
restrictions on their movements – such as New Zealanders – are more likely to come.
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Chart 7.3: Migration and the terms of trade – mind the gap
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That explains the broad relationship – the ‘migration equation’ – shown in Chart 7.3:
economic good times foster migrant inflows, while downturns see those flows ease off.
Yet that chart also points to an important gap in coming years. Australia’s national
‘migration equation’ will be well out of equilibrium. The terms of trade has now bettered
its 2008 peaks to stand at its highest since the early days of the Korean war. That means
the economic drivers shown in Chart 7.3 are underpinning demand for higher migration
inflows.
Yet, as these forecasts also show, migration inflows have already fallen notably, with a
resultant gap between the ‘economic demand for migration’ on the one hand, and the
‘politically constrained supply of migrants’ on the other.
The underlying problem here is that Australia is still playing catch-up to China’s strength,
and the resultant re-engineering of our economy is resulting in considerable demand for
labour. Unemployment is near 5% and it is projected to fall below that point in coming
months.

7.2 The short term macroeconomic costs of a
‘less big’ Australia
That means Australia’s labour market concerns are about to revolve around a lack of supply
rather than a lack of demand.
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The last time that was an issue was in 2006-07 and 2007-08, when Australia was struggling
to rise to the challenge of the first phase of the resources boom. Income and employment
were leaping, but so too were skill shortages, while wage and price inflation were rising.
The latter had to be doused by higher interest rates. Simply put, the engine of the
economy was starting to blow smoke: demand had risen too fast for supply to cope, and
the boom was spilling over from growth-related positives into a bunch of price-related
negatives.
Then the global financial crisis came along, and the resultant cut to demand meant skill
shortages lessened, wage and price inflation fell, and interest rates tumbled.
Yet now Australia is back amid what the Federal Treasurer has dubbed ‘Resources Boom
Mark 2’. Incomes are leaping higher than they did in the two years to mid-2008, and job
growth over the past year has been even faster than the surging gains recorded in the first
phase of the boom.
It isn’t quite a case of déjà vu. In the past three decades Australia’s working age population
– those aged 15 to 64, a handy proxy for those available to work – grew by an average of
180,000 people per year.
However, there was a matching boom in migration during the first phase of the resource
boom, and working age population growth lifted, meaning this nation added 320,000
potential workers through 2008.
If Australia hadn’t done so, then inflation and interest rates would have had to go even
higher still.
Yet, even with that supply side surge, Australia was fast running out of workers. By early
2008 the unemployment rate was down to 4.0%, skill shortages were worsening fast, and
the Reserve Bank was raising interest rates as it tried to rein inflation back in.
Or, in other words, last time around even a surge in numbers of potential workers couldn’t
insulate the Australian economy from the damage that ‘too little supply’ can wreak –
shortages, higher prices, and higher interest rates.
Therein lies the problem. This time around the dollars are even bigger and the job gains
have been even larger, yet working age population is amid a sharp slowdown – with the fall
in international student numbers a notable contributor to that decline.
The end result is that the bipartisan choice to turn away from ‘Big Australia’ has combined
with the downturn in international student numbers to leave Australia ill-positioned to
benefit as fully from the current boom in global commodity prices than we might have done
– this nation will lack the ‘people power’ it requires to meet the demands of the commodity
boom.
Employers will have to ride out the renewed commodity boom with only two-thirds of the
migrant flows that Australia won in 2008. Nationally, working age population gains will
slow from the peak of an extra 320,000 potential workers in 2008 to projected gains of
230,000 in 2010, 190,000 in 2011 and just 160,000 in 2012.
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Hence in the short term Australia looks like having too few workers to spread across too
many jobs, meaning that some of the benefits of current high commodity prices will be lost
in higher inflationary pressure.
Policymakers need to realise that, because of developments in the international education
sector in particular and migration more generally, interest rates are now more likely to go
up than they were before.
Moreover, these short term macroeconomic costs will be felt across all the States and
Territories. Each State or Territory experiencing a reduction in net international migration
will see a reduction in economic activity compared to where it otherwise would have been,
due to the loss of additional spending associated with each migrant. In addition, because
the Reserve Bank of Australia (RBA) sets interest rates according to conditions for Australia
as a whole, there will also be an indirect impact for each State or Territory. As described
above, this impact is likely to be a negative one for all States and Territories, with the RBA
now more likely to raise interest rates than it was before, as it seeks to keep a lid on
inflationary pressures caused by a reduction in labour supply from lower migration to
Australia.
Table 7.1 shows the contribution of net international migration to each State or Territory’s
overall population growth. It shows that the recent fall in net international migration has
been observed across all the States and Territories, which has contributed to a reduction in
overall population growth.
For example, Victoria has been one of the hardest hit from the recent downturn in net
international migration, with Victoria’s level of net international migration falling by 28% to
60,420 for the twelve months to June 2010. This meant that net international migration
contributed 1.1 percentage points to the State’s overall population growth of 1.8% over the
year to June 2010, or around 0.5 percentage points less than in the previous year.
Table 7.1: Contribution of natural increase, net international migration, and net interstate
migration, to annual population growth, by State (percentage points)*

NSW

VIC

QLD

SA

Jun-09

Jun-10

Jun-11

Jun-12

Natural increase

0.6%

0.7%

0.7%

0.7%

Net international migration

1.2%

0.9%

0.8%

0.7%

Net interstate migration

-0.3%

-0.1%

-0.1%

-0.2%

Population growth

1.7%

1.5%

1.3%

1.2%

Natural increase

0.7%

0.7%

0.6%

0.6%

Net international migration

1.6%

1.1%

0.9%

0.8%

Net interstate migration

0.0%

0.0%

0.0%

0.0%

Population growth

2.3%

1.8%

1.6%

1.5%

Natural increase

0.9%

0.9%

0.8%

0.8%

Net international migration

1.4%

0.9%

0.7%

0.7%

Net interstate migration

0.4%

0.2%

0.2%

0.2%

Population growth

2.8%

2.0%

1.7%

1.7%

Natural increase

0.5%

0.5%

0.5%

0.4%

Net international migration

1.1%

0.9%

0.6%

0.6%
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WA

TAS

ACT

NT

AUS

Net interstate migration

-0.3%

-0.2%

-0.2%

-0.2%

Population growth

1.3%

1.2%

0.9%

0.8%

Natural increase

0.8%

0.8%

0.8%

0.8%

Net international migration

2.0%

1.3%

1.1%

1.0%

Net interstate migration

0.2%

0.1%

0.2%

0.2%

Population growth

3.2%

2.2%

2.1%

2.0%

Natural increase

0.5%

0.4%

0.5%

0.4%

Net international migration

0.4%

0.4%

0.2%

0.2%

Net interstate migration

0.1%

0.1%

0.1%

0.1%

Population growth

1.1%

0.9%

0.8%

0.7%

Natural increase

0.9%

1.0%

1.0%

0.9%

Net international migration

1.1%

0.8%

0.6%

0.5%

Net interstate migration

-0.2%

0.0%

0.1%

-0.1%

Population growth

1.8%

1.8%

1.6%

1.3%

Natural increase

1.3%

1.4%

1.2%

1.2%

Net international migration

0.9%

0.6%

0.5%

0.4%

Net interstate migration

0.3%

-0.4%

0.2%

0.1%

Population growth

2.6%

1.5%

1.9%

1.7%

Natural increase

0.7%

0.7%

0.7%

0.7%

Net international migration

1.4%

1.0%

0.8%

0.8%

Net interstate migration

0.0%

0.0%

0.0%

0.0%

Population growth

2.2%

1.7%

1.5%

1.4%

Source: ABS, Deloitte Access Economics
* Actual data to June 2010, Deloitte Access Economics forecasts for June 2011 and June 2012.

7.2.2

Concluding comments

As Australia's international education sector expanded over the past decade, Australia
benefited not only from the additional spending that international students brought with
them, but also from the expansion in Australia's labour supply from higher international
migration.
However, overall migration rates to Australia are now falling, and much of that fall is a
consequence of the downturn in Australia’s international education sector. With the
migration downturn coming at the same time as a surge in commodity prices, there is a risk
that some of the benefits to Australia of higher commodity prices are likely to be lost in the
form of skill shortages, higher inflation and higher interest rates. Therefore, not only has
the shift in policy to a ‘less big’ Australia inflamed the perfect storm for Australia’s
international education sector, it is also having important macroeconomic consequences
with the cost ultimately being borne by most Australian households.
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8 Long term implications for the
Australian economy
The short term macroeconomic cycle discussed in the previous chapter notes that skill
shortages are likely to be more prominent in the short term, with inflationary pressure
resulting from a lack of workers.
A lack of international student numbers is contributing notably to that slowdown in
Australia’s population growth.
However, the macroeconomic costs of reduced
international student numbers won’t just be short term.
This chapter discusses the 3Ps vital to Australia’s future economic prosperity (population,
participation and productivity), and how an international student to permanent migration
channel can help to foster that.
It then examines the economic cost of a downturn in international students deriving from
their loss of spending and the reduction in potential labour force.

8.1 International students, migration and the
3Ps (population, participation and
productivity)
Federal Treasury has often espoused the 3Ps of growth in discussing Australia’s longer term
economic potential: population, participation and productivity.
Australia’s migration program provides significant support to the future supply potential of
the Australian economy, but not through the most obvious channel of contributing to the
size of the population.
One benefit comes from the age profile of migrants, which means that government
provides relatively less to them to subsidise their education and healthcare while young –
taxpayers in other nations do that for us. Moreover, the age profile of migrants to Australia
mean that they are likely, other things equal, to be in the workforce for some time.
Further, migrants to Australia are more skilled than the existing workforce. Those relatively
higher skill levels means they earn relatively higher wages and hence pay relatively higher
taxes, with the latter forming a key component of the benefit to the rest of the nation.
Note that the above arguments do not boil down to ‘bigger is better’. Bigger is neither
better nor worse unless there is a change in quality. However, it is exactly that which
Australia’s current migration program generates.
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The key benefit to the average Australian of migration lies in the improvement in the
national average in productivity and participation from the relatively higher skills of
migrants and their relative age profile.
Or, in other words, the macroeconomic arguments in favour of a migration focused on
skilled workers arise not because migrants generate a bigger Australia, but because they
support a ‘better quality’ Australia through lifting workforce productivity and participation.
Hence, at least at the macro level of Australians’ social contract with ourselves,
international students who go on to become migrants make good sense for us.

8.2 Scenario analysis: impact on Australia of
lower international student numbers
Deloitte Access Economics’ in-house computable general equilibrium (CGE) model
DAE-RGEM was used to assess the impacts of a reduction of international students.
DAE-RGEM is a large scale dynamic CGE model of the world economy. The model can
project changes in macroeconomic identities such as GDP and employment, more
information on the model can be found in Appendix B.
There are two main mechanisms through which a loss of international student numbers will
affect the Australian economy. First, lower international student numbers will result in lost
export income and associated economic activity. International students are an important
source of Australia’s exports (credits), totalling $18.5 billion in the 2009 calendar year.
Second, the lower number of international students detracts from the size of the national
labour force which, all things equal, will reduce economic activity. International students
are also often a feeder group for permanent residency so a smaller pool of students can
mean a smaller pool of those seeking permanent residency for Australia to draw from.

Reduction in expenditure
The impact of a reduction of onshore international student enrolments at our universities is
modelled over the period 2010 to 2020 (based on the projections and counterfactual
scenario, or reference case, presented in chapter 6).
The reduction in enrolments (relative to the counterfactual or reference case) is estimated
to occur relatively quickly over the near term to approximately 86,000 by 2013, peaking at
close to 89,000 in 2015, then slowly recovering to 72,000 by 2020, as shown on Chart 8.1.
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Chart 8.1: Forecast reduction in international university students, Australia, 2010 - 2020

Source: Deloitte Access Economics estimates

It is worth noting any decline in offshore student numbers for Australian universities is not
factored into the modelling.
In 2010 the reduction in international higher education student expenditure as a result of
the decline in enrolments is estimated to be $255 million (see Chart 8.2). This is forecast to
grow to a loss of $4.5 billion in 2013 and $4.8 billion in 2015; recovering a modest amount
to $3.9 billion in 2020, based on expenditure per higher education student enrolment of
$53,483 per year.

Billion dollars (AUD2010)

Chart 8.2: Forecast reduction in international higher education student expenditure,
Australia, 2010 - 2020*
0.00
2010

2012

2014
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-1.00
-2.00
-3.00
-4.00
-5.00
Expenditure
-6.00

Source: Deloitte Access Economics estimates * Measured in 2010 dollars
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As outlined in Chapter 2, international students spent 38% of their expenditure in the
education sector in 2009, with a high proportion of expenditure also in the property
services, retail, cafes, restaurants and transport sectors. This sectoral detail was taken into
account in estimating the broader economic impacts associated with the downturn in
international student numbers.

Reduction in labour supply
International students contribute to the Australian labour force. The reduction in
international student enrolments outlined in Chart 8.1 is estimated to result in a reduction
of around 3,000 persons in the labour force in 2010, increasing to around 53,000 persons in
2013, reaching a maximum decline of 56,000 in 2015, and recovering a little to 45,000
persons by 2020, as shown in Chart 8.3. Key factors in the estimation of labour force
impacts include visa restrictions on maximum hours worked for international students and
associated migrating adults, the number of migrating adults per international enrolment,
and adjustments for expected labour force characteristics relative to the Australian working
age population. The projections shown below are of student numbers normalised to
Australian average labour force characteristics.
Chart 8.3: Forecast reduction in the national labour force due to reduced international
enrolments, 2010 - 2020

Source: Deloitte Access Economics estimates

Modelled impacts
Modelling of the economy-wide impacts of reduced demand for higher education services
and the reduction in the labour force was undertaken.
Applying DAE-RGEM model, a reduction in both higher education expenditure by
international students and the labour force reduces GDP by an estimated $428 million in
2010. By 2015 the reduction in GDP is estimated to be approximately $6.2 billion and
recovering slightly to $6.1 billion at 2020 (in 2010 dollars).
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It should be noted that whist the recovery in GDP, in $A terms, from 2015 to 2020 is small,
it is significantly greater when expressed in percentage deviations from the reference case,
reflecting the upturn in student numbers after 2015. Australia’s GDP is expected to be
0.44% lower at 2015 and 0.37% lower at 2020, relative to the reference case.
In net present value (NPV) terms the reduction in GSP over the 2010 to 2020 modelling
period is $37.8 billion, as shown on Table 8.1.
Australian employment is also expected to fall over the modelling period because of a
lower number of higher education enrolments. In 2010 the reduction in FTE employment
numbers is estimated to be 5,314 and by 2015 forecasts a loss of 56,993 FTE workers,
recovering to 45,457 by 2020.
Table 8.1: Australian GDP and employment, deviations from the reference case, 2010,
2015, 2020 and NPV *
2010
GDP ($m, real)
Employment (FTE)

2015

2020

-428

-6,157

-6,148

-5,314

-56,993

-45,457

NPV
-37,846

Source: Deloitte Access Economics estimates
* NPV over the period 2010 to 2020 using a 7% real discount rate

At the sectoral level, the reduction in expenditure by international higher education
students particularly affects those sectors where international students directly spend their
money.
Export activity in the four sectors where international students primarily spend their money
is lower than in the reference case. The other services sector (which includes education) is
forecast to experience a 19% reduction in exports in 2015, recovering to a reduction of 14%
by 2020. Export activity in the trade sector (which includes retail trade, cafes and
restaurants) is reduced by 13% in 2015 and 9% by 2020.
Table 8.2: Student sector export activity, Australia, 2010 to 2020, percentage deviation
from the reference case

Trade
Transport
Other business services (includes property services)
Other services (includes education)

2010
-0.8
-0.2
-0.4
-1.3

2015
-12.6
-2.9
-6.0
-19.4

2020
-9.0
-2.0
-4.3
-13.5

Source: Deloitte Access Economics estimates
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9 Financial implications for
Universities
The anticipated decrease in numbers of international students studying in Australia will
have financial implications for both the income and expenditure sides of the ledger.
This chapter describes the main channels through which the anticipated decrease in
international student numbers is expected to affect Australian universities’ operating
positions. Estimates of the magnitude of the potential financial impact are presented at an
aggregate level for all 39 Australian universities. A brief discussion of the methodology, key
assumptions and sensitivities is provided.
The analysis is calculated using data provided by 23 of Australia’s universities,
accounting for 57% of Australia’s international student population in 2009.
Calculations for the sector as a whole are based on this sample, and it is
assumed that the same continues to represent 57% of the sector throughout
the forecast horizon.

9.1 Income channels
Australian universities receive large amounts of income from fee-paying international
students. In 2010, fees and charges paid by international students are estimated to
account for approximately 18% of income for Australian universities on average. There is
variation across individual universities, with a small number generating as much as
one-third of their income from international student fees. These include course fees, as
well as non-course fees and charges for items such as residential accommodation and
educational materials.
The course fees paid by international students can vary considerably. Important sources of
variation include:
•

the institution’s reputation;

•

the student’s field of study;

•

the level of qualification sought; and

•

the location of the education experience, either in Australia or overseas.

Fees may also be varied to meet specific strategic goals of institutions or to accommodate
spikes in demand for specific subjects or courses. Universities may also receive fees from
other higher education providers (e.g. through licensing arrangements).
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9.2 Expenditure channels
Australian universities devote substantial resources to providing education to international
students. Key expenses include:
•

paying university employees, both for teaching and support;

•

providing classrooms, laboratories, libraries and other facilities; and

•

providing student accommodation and related services.

9.3 Estimating the financial impact of fewer
international students
There are many channels through which international student numbers can influence
universities’ operating results. Of these, fee revenue from students and labour costs are
the largest items and, therefore, changes in these items are expected to have the biggest
impact on universities’ bottom lines.
To note:
Insufficient data were available for a clear distinction to be made between
revenue and costs attributable to international students studying onshore or
those studying abroad. Therefore, in this chapter all international students are
assumed to be affected equally by ‘onshore’ factors and this will bias upwards
estimates of the impact of fewer overseas students on costs and revenues.
Only first-round effects on income from overseas students and labour costs are
modelled. Universities’ other actions to mitigate the adverse impacts of fewer
international students have not been accounted for.

9.3.1

Key assumptions

This analysis is based on student numbers and revenues for 2009, 2010 and 2011 provided
by 23 of Australia’s universities, capturing 57% of Australia’s international student
population in 2009. Projections beyond 2011 for operating revenue and expenses are
generated based on projections of international student numbers contained in Chapter 5.
The impact of declining numbers of international students on university finances is
presented relative to the counterfactual or baseline projections for international student
numbers.
Baseline or counterfactual projections for income and expenses are constructed on the
following assumptions:
•

All prices are in 2011 dollars. Data for 2009 and 2010 are adjusted using the higher
education component of the CPI. The price index for higher education is assumed to
increase in line with the broader consumer price index from 2012. Unit fees are
assumed constant in real terms. All numbers are provided in real terms (i.e.
subtracting inflation).
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•

Universities’ income from foreign students grows in line with the ‘counterfactual’
scenario for international student enrolments in Chapter 5.

•

Income from domestic students and other domestic sources grows at 3% per annum
in real terms.

•

Expenditure is projected to grow at the same rate as income over the forecast
horizon for the counterfactual.

To derive estimates of the financial impact of falling numbers of international students,
revenue and expenditure estimates are also presented using university estimates of
international student numbers for 2010 and 2011 and projections from Chapter 5 for 2012
onwards. Table 9.1 summarises the baseline projections for revenue and expenditure as
well as the scenario based on fewer international students enrolled at Australian
universities.
Table 9.1: Summary of financial impact of fewer international students for Australian
universities
($ million, 2011 prices)
2009

2010

2011

2012

2013

2014

2015

Revenue

24,477

25,488

26,430

27,245

28,110

29,004

29,939

Expenditure

22,302

23,223

24,082

24,825

25,612

26,428

27,279

2,175

2,264

2,348

2,421

2,497

2,577

2,660

Change in total
fee income

-89

-550

-1,083

-1,605

-1,683

-1,683

Change in
employee costs

-

-25

-151

-297

-440

-462

-89

-525

-933

-1,308

-1,243

-1,222

Baseline

Operating
balance
Counterfactual

Net change
Revenue

24,477

25,398

25,880

26,162

26,505

27,321

28,255

Expenditure

22,302

23,223

24,057

24,674

25,315

25,987

26,817

2,175

2,175

1,823

1,488

1,190

1,334

1,438

Operating
balance

Source: Survey responses, Deloitte Access Economics estimates

9.3.2

Fee revenue

Based on data provided, estimated international student fees totalled $4.5 billion in 2010
(in 2011 dollars), a 9% increase from 2009. However, universities anticipate that
international fees growth will probably fall in real terms in 2011. As a share of total
income, international student fees represented around 18% on average, but range from a
low 4% and 37% across the 23 survey respondents.
Significantly, around four-fifths of university funding derives from domestic sources that are
unaffected by factors currently weighing down international student enrolments.
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If international student enrolments fall away as projected, enrolments will be 11% lower
than in the counterfactual in 2011 and corresponding income from course fees paid by
international students is expected to be $550 million lower.
This increases in 2012 and then levels out at around $1,650 million per annum in 2013 to
2015. At this point, international enrolments are projected to be some 30% below the
counterfactual level. This translates to a fall in income from international students that
represents around one-third of international student fee income, and comprises around
5% of university income from all sources.
The estimated decline in total fee income relative to the baseline projection is depicted, in
absolute terms and as a share of total income, in Chart 9.1.
Chart 9.1: Estimated decline in total international student fee income for Australian
universities (2011 prices)
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The peak estimated decrease in total revenue that occurs in 2015 is caused by a 30% fall in
student numbers. A fall of this magnitude is substantial, and some universities’ bottom
lines will come under pressure.

9.3.3

Expenses

If fewer international students study at Australian universities, fewer resources will be
expended by these higher education providers. In 2010, fees collected from overseas
students were estimated to be equivalent to around 34% of university expenditure on
employee compensation (wages, benefits and on-costs).
In the financial modelling, labour costs incurred by Australian universities are assumed to
be split between domestic and international students in direct proportion to student
numbers. Hence, it is possible to use a projected fall in student numbers to estimate the
corresponding fall in labour costs.
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Rather than assume student numbers and teaching costs move in lock-step, a more
conservative approach is to assume some staff are contracted beyond the current teaching
year, and cannot be dismissed as soon as student numbers decline. The specific rule of
thumb adopted is that the percentage fall in labour costs is equal to half of the percentage
decline in student numbers, lagged by one year. This is based on observed stickiness in the
labour market.
Capital costs and all other costs are assumed to be unavoidable, or sunk, and are therefore
unaffected by changes in international student numbers.
The ‘savings’ for the universities from reduced expenses reach around $450 million (in 2011
prices) in 2014 and 2015 (see Table 9.1 and Chart 9.2). These savings partially mitigate the
loss of fee income from fewer enrolments of international students.
Chart 9.2 shows the projected net impact of reduced numbers of international students on
Australian university revenue and expenditure. The estimated net impact is largest in 2013,
at $1,308 million (compared to $1,605 million before offsets).
Chart 9.2: Net impact of reduction in international students at Australian universities
(2011 prices)
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International enrolments would need to be around 50% lower in 2013 (about
one and a half times the size of the projected fall) to wipe out the operating
surplus of the sector as a whole. However, this conclusion depends on the
unlikely assumption that there is no additional offsetting reduction in
expenses.
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9.3.4

Concluding comments

The projected fall in international student numbers is expected to significantly reduce total
fee revenue earned by Australia’s universities.
Universities receive most of their revenue from sources other than fees charged to
international students, and these sources are assumed to be unaffected by the downturn in
international student demand.
University expenditures are favourably affected by lower international student numbers,
mitigating to some extent the impact of the fee shortfall on operating balances.
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10

What can be done?

A number of factors have contributed to the downturn in international student numbers.
These include weaker economic growth in key source markets, the rise of competitors, the
appreciation of the Australian dollar, changes to student visa and migration rules (including
for transition to permanent residency) and reputational damage. While some of these
factors are beyond the control of the sector and policy makers, a number of issues (such as
migration, reputation and competitive positioning) can be influenced by government
actions. Hence, there is significant opportunity for improvement.
Individual universities have a number of different strategies in place to mitigate some of
the broader effects of a downturn in international students. Consultations with universities
revealed that there are also ways in which government could assist.
There are a number of areas in which government can make a difference, including:
•

student visa requirements;

•

migration policy;

•

higher education quality standards;

•

whole of sector support;

•

public safety; and

•

student transport concessions.

Governments can also make a difference through the overall level and structure of funding
support they provide to universities. In that context the current Higher Education Base
Funding Review may be critical for some institutions.

Student visa requirements
The issue most commonly raised by universities, particularly to address the downturn in
international student numbers in the short term, is the need to revise the current student
visa requirements and shorten visa-processing times.
Indeed, the importance of student visa arrangements to Australia's international education
sector was recently acknowledged by the Australian National Audit Office, which
considered the student visa program to be a 'critical enabler' of the international education
and training sector in Australia.
Current student visa processing requirements for prospective students from ‘Level 4’ risk
countries (such as China and India) are considered too onerous. Under current visa
requirements, students applying for a student visa to undertake a bachelor’s degree in
Australia must demonstrate that they have funds available to pay for three years’ tuition
fees and living expenses, which amounts to a sum in excess of $100,000.
While these visa requirements ensure that only genuine students apply for a student visa,
universities consider these requirements too restrictive and argue that they affect
Australia’s competitive position as an exporter of higher education services.
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By comparison, visa requirements in competing international locations such as New
Zealand, the UK and the US are less restrictive (Table 10.1). New Zealand and the UK also
require payment of course fees and funds to cover living expenses for one year and the US
requires students to possess sufficient funds to pursue the proposed course of study.
Australia’s requirement for students to have funds available for three years of study
significantly raises the cost of study relative to other countries’ requirements.
Table 10.1: International student visa requirements
New Zealand

United Kingdom

For courses less than nine months
students need access to:
• NZ$1,000 for each month of stay; or

The requirements for application
are:
• A confirmation of
acceptance for studies.
• A bank statement or letter
confirming that enough money
is possessed to cover course
fees and living costs for a given
period.

• NZ$400 for each month if
accommodation is already paid (need
evidence of pre-paid
accommodation); or

• a letter from education provider
saying that accommodation and
other living costs are included in the
course costs already paid.

• If a student has not studied a

In order to qualify for a US student visa,
one must satisfy the requirements of:
• Have a residence abroad, with no
immediate intention of abandoning
that residence;

• Intend to depart from the United
•

States upon completion of the
course of study; and
Possess sufficient funds to pursue
the proposed course of study.

course of study at least six
months long in the past four
months, a requirement of funds
of

For courses of more than nine months
the requirements are:

• NZ$10,000 per year;
• A pre-paid return ticket or additional

•

funds to buy a ticket;

• Payment of all fees for the course;
• A passport valid for at least three
months after the date of planned
departure; and

• A Medical and Chest X-ray Certificate
(12 months+) and a police certificate
(2 years+).

Inner London: full course
fees and GBP800 per month
for courses with a duration
of less than nine months or
first year of course fees and
GBP7,200 to cover living
costs for nine months for
courses longer than nine
months.

•

Granted for as long as course, but capped
at four years.
Restricted student work during study
option.

United States

•

This is reduced to GBP600
and GBP5,400 respectively
for courses outside inner
London.
If a student has studied a
course of study at least six
months long in the past four
months, the requirements for
funds are further reduced, so
that students who have studied
recently in the UK pay a lower
rate.

Processing times for student visas are also longer in Australian than in competing
international locations. In Australia, processing times for applications for higher education
sub class visas range from up to 14 days for Assessment Level 1 countries to 90 days for
Level 4 countries. In competing international locations, they range from one day in the US
(in the case of student visas from Singapore, a visa from China takes around six days to
process) to up to 30 days in the UK. In Canada, around 71% of student visas are processed
in less than 28 days, with 14% in 2 days or less. Furthermore, the UK, the US and Canada
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are more transparent about processing times, reporting statistics on visa processing times
on a country-by-country basis. Australia only lists goals about processing times in general.8
To address this issue, government should consider:
•

continuously benchmarking Australia’s visa regulations and processing times against
those of our competitors (such as New Zealand, the UK, the US and Canada);
•
The government should examine the approaches other countries are taking so
that the Australian requirements and processing times are both realistic and
competitive.

•

reviewing the need for onerous financial requirements associated with student visas;
•
One alternative is to require prospective students to demonstrate that they
have funds to cover, or pay in advance, for only one year's tuition fee to
demonstrate their bona fide intention to study in Australia. This would align
with the approach taken by other countries such as New Zealand and the UK.

•

revising the visa changes to distinguish higher education students from those seeking
less advanced qualifications, and to filter genuine students from those primarily
seeking residency.
•
Higher-qualified students are more likely to return overseas after their studies
and are more often genuinely seeking education rather than residency. Even if
they do seek to stay in Australia, they offer a higher expected (economic)
return on Australia’s investment in their citizenship.

In early 2011, the Federal government commissioned a strategic review of the student visa
program, headed by the Hon Michael Knight AO, which is to report to government in mid
2011.9 This is an opportunity to assess the impact of the changes to student visa
requirements on international student demand in more detail and make improvements to
the current program.

Migration policy
Another issue raised by universities is the recent change to the rules for the GSM program,
which makes the pathway to permanent residency more restrictive for international
students who have completed their qualifications in Australia. The major concern is that
the government is sending out the message that Australia does not want independent
skilled migrants, which makes Australia less competitive with other countries such as the
UK and the US.
Furthermore, the current government does not support a ‘big Australia’ (i.e. it does not
support high immigration levels)10, which is a significant change from recent Federal
government positions. While it is unclear how the government intends to limit population
growth, this could mean a further reduction in the intake of skilled migrants. This
uncertainty about the government’s medium-to-long-term plans for Australia’s migration
8

Phillimore J, Koshy P (2010) Higher Education Student Visa Systems: Australia and Selected Countries
Compared. The Curtin Institute of Public Policy, Curtin University.
9

http://www.immi.gov.au/students/student-submissions/

10

http://www.theage.com.au/opinion/politics/the-pms-dilemma-letting-the-right-people-in-20100703-

zuxg.html
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target could further affect Australia’s competitiveness as a destination of choice for those
international students who are not only interested in their course of study but also the
longer term prospects of living and working in the country in which they have studied.
In order to encourage international students to study in Australia, the government should
(1) exempt international students from any future restrictions on skilled migration and (2)
send a clear message on its plans for the future of skilled migration.

Higher education quality standards
Australia’s attractiveness as a study destination has also been hampered by a decline in its
reputation for quality education. In the wake of the closure of some private education
colleges and reports of colleges not meeting basic education standards, universities argue
that the federal government should resolve concerns over quality assurance.
In 2009, the Government began to establish a Tertiary Education Quality and Standards
Agency (TEQSA) to strengthen quality assurance arrangements and protect the quality of
Australian higher education institutions.11 TEQSA accredits providers, evaluates the
performance of institutions and programs, encourages best practice, de-clutters current
regulatory arrangements and ensures greater national consistency. It also provides
independent advice on standards, quality and regulations, on the quality of higher
education generally and on courses, campuses, facilities and support services.
TEQSA joins the regulatory activity currently undertaken in the States and Territories with
the quality assurance activities formerly undertaken by the Australian Universities Quality
Agency (AUQA), reducing the number of federal, State and Territory regulatory and quality
assurance bodies from nine to one. TEQSA is one element of a range of new regulatory and
quality arrangements (also including a new National Register of Higher Education Providers,
a new Higher Education Standards Framework and the My University website). Established
in early 2011 through the release of the Tertiary Education Quality and Standards Agency
Bill 2011, TEQSA should help to resolve quality assurance concerns, which is important for
improving Australia’s image as a location for high quality education.
It is important that the government continue to improve the quality of higher education
and communicate those efforts to international student markets.

Whole of sector support
In addition to changes to visa requirements, migration and quality assurance, there are
other strategies the Federal government could employ to incentivise the higher education
sector.
In 2010, the Council of Australian Governments (COAG) released its International Students
Strategy12 outlining 12 initiatives to address key areas of concern, namely: international
student wellbeing; consumer protection; the quality of international education; and the
availability of better information for international students. The aim of the Strategy is to
help promote a broader understanding of the benefits brought by international education
11

http://www.deewr.gov.au/HigherEducation/Policy/teqsa/Pages/Overview.aspx

12

COAG (2010) International Students Strategy for Australia 2010-2014.
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to Australia and the countries from which international students come, and to ensure that
international students continue to have a high-quality experience in Australia. COAG
committed to a range of practical initiatives, including a national community engagement
strategy, the development of an International Student Consultative Committee, the Study
in Australia information portal and compulsory Overseas Student Health Cover for the
proposed duration of a student’s visit. The implementation of this Strategy has already
commenced. For instance, projects for enhancing international student engagement with
the community have commenced in the City of Darebin, the City of Melbourne and the City
of Glen Eira13.
While initiatives such as COAG’s International Students Strategy help to support
international education in Australia, the Government should also provide more
whole-of-sector support via Australian Education International (AEI) and Austrade. This
could include promotional activities focusing on new markets to diversify the student base,
and promotion of and support for international student recruitment into other education
sectors such as English Language for Overseas Students. This is increasingly important, as
Australian universities not only compete with high quality international institutions in
countries such as New Zealand, the UK, Canada and the US but also with high quality
universities in international students’ home countries.
With Austrade tasked to support Australia’s export industries in establishing and
developing markets, and international education being Australia’s largest exporting sector
outside of resources, there would appear to be scope of Austrade to play a much more
significant role in supporting the international education sector through its current
significant challenges.

Public safety
Safety of international students has been a high-profile issue affecting higher education in
Australia. Criminal acts against Indian students, particularly in Melbourne, have induced
international students concerned about their safety to study in alternative international
locations.
Some efforts have been made by the Australian government, along with the Victorian State
government, to restore Australia’s image as a safe location to study and to ensure that such
criminal acts do not occur again. Hotlines have been established to assist students with
their concerns, while universities (such as Victoria University) have worked closely with
international students and key community organisations to develop a safety program. In
the case of Victoria University, this includes international pre-departure briefings, active
liaison with police, Safety Week events, secure shuttle transport for international students
and university-appointed Safety Ambassadors. In addition, the international student safety
campaign ‘thinkbefore.com’ was established to deliver important safety messages to
international students, informing them about how to travel safely late at night.
Nevertheless, there is scope for a more concerted effort to ensure public safety in areas
frequented by international students. Governments at all levels can help to improve public
safety and assist international students to engage with the community and employers, and
13

Monash University (2010) Community-Campus Summit on International Students, Best practices – Student
Welfare.
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making students feel more welcome. Reinforcing strategies for the integration of students
at universities and in communities and promoting a greater understanding of international
cultures and languages in Australia are central to improving the student experience and
perception of Australia as a safe and welcoming study destination. Such efforts need to be
communicated appropriately to foreign markets.
While public safety is a key issue for making Australia an attractive place for international
students, there are examples of internationally prestigious institutions located in older,
inner parts of big cities that are no less dangerous than inner Melbourne or Sydney (e.g.,
the University of Chicago, Yale University or the University of Pennsylvania). Clearly, a
reputation for academic excellence can overcome unsafe local environments (perceived or
actual) in attracting first-rate international students. Hence, government should aim to
improve the overall package rather than focusing on issues such as public safety in
isolation.

Equal treatment of international students
Finally, there are a number of local issues that State governments can work to address.
Equal treatment of international students, especially in relation to public transport
concessions and access to public housing, is an important consideration affecting higher
education demand from international students.
For instance, while most States offer some form of transport concession to international
tertiary students, Victoria and NSW currently do not provide such concessions.14 The fact
that only domestic students qualify for concessions adds to the impression that
international students are undeserving of concessions (because they can afford to pay full
fare) and are unwelcome. Hence, in order to improve Australia’s perception as a higher
education destination that welcomes and values international students, discriminatory
treatment of international students in respect of public transport concessions should cease.
Furthermore, international students should be provided with accommodation options and
assistance, especially in light of Australia’s housing shortage. Student accommodation is
often overlooked as an important part of higher education services in Australia. In contrast,
competitors such as the UK and the US offer students the full package of education and
student accommodation as well as options such as ‘residential learning’, which integrates
academic content with daily interactions among students, faculty and staff.

Conclusions
The policy changes identified above may go some way to mitigating a downturn in
international student demand, but some of the drivers of this downturn are beyond the
influence of the sector and policy makers.
The universities have strategies in place to cope with a downturn, especially through the
promotion of offshore enrolments to make up for an onshore decline. If a relative switch
from offshore to onshore enrolments is effective, it may mean the downturn exerts a
limited impact on the bottom line for universities. That said, a switch from onshore to

14

http://www.capa.edu.au/book/export/html/803
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offshore activities does nothing to mitigate the broader impact on the economy of a
downturn in international students.
However, there are other strategies that universities can employ to increase their
international competitiveness as outlined in the box below.

International competitiveness
The US and the UK are Australia’s most significant competitors in the international student
market and pose an increasing threat because of more advantageous exchange rate
environments, less onerous student visa requirements and greater targeting of the
international student market (e.g. through international partnerships or collaborations or
the use of education agents to recruit international students). Exchange rates are beyond
the control of both the education sector and policy makers, while student visa
requirements depend on Government decisions which, while open to influence from the
sector, are also ultimately beyond its control.
However, there are a number of strategies that universities themselves can employ to build
on their competitive advantage (such as Australia’s location close to Asia and the Englishlanguage offerings) and regain some market share by matching what the US and the UK are
doing.
Australian universities can expand their links to the US and the UK markets by, for instance,
offering joint degrees with US or UK universities. Students could be offered programs in
which they spend one or two semesters in two or three different international locations,
studying at different universities and, ultimately, getting a degree issued jointly by those
universities. That way the product of a university degree can be unbundled and students
who might not come to Australia for the full degree could nevertheless be encouraged to
undertake part of their studies in Australia. Particularly international students from Asia
may be interested in spending some time in Australia (due to convenience of location for
them), while also getting a degree from a US or UK university.
A number of international business schools have started to employ this strategy. For
instance, the London Business School – in cooperation with the New York University Stern
School of Business and the HEC School of Management, Paris – offers the so-called TRIUM
Global Executive MBA Program where students are taught by faculty members from all
three partner schools. Upon completion, students are awarded a single MBA degree issued
jointly by all three schools and have access to three alumni networks. Similar programs are
being offered by the UK’s University of Bradford School of Management and Italy’s
University of Perugia (which offer the Bradford-Perugia program) or Vanderbilt Owen
Graduate School of Management in Nashville, FIA Business School in Sao Paulo, ITAM in
Mexico City and Simon Fraser University in Vancouver (which offer the ‘Americas MBA’).
Most Australian universities already offer exchange programs or have linkages to overseas
institutions. Setting up formal cooperative degrees could build on these existing linkages.
Another strategy that Australian universities could employ is to set up campuses in the US
or the UK and offer courses to international students (e.g. from India and China) in those
locations. The advantage of such a strategy is that Australian universities can compete
more directly in terms of cost of production, especially during a time when US and UK
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universities face budgetary pressures and are forced to lay off staff. Several Australian
universities already have campuses in Asia, so expanding to the US or the UK is a logical
extension.

Both strategies enable Australian universities to ‘follow the student’ and capture a bigger
share of the international student market during times when international students, for a
variety of reasons, decide against coming Australia. These strategies aim to separate the
educational product partly or wholly from the location of instruction. While perhaps not
ideal from a pedagogic viewpoint, they represent ways of meeting current challenges facing
the export of education from Australia. They are equivalent to moving Australian education
“behind the tariff wall” and have their parallel in the concept of the “global car”. More
generally, lessons learned from Australia’s manufacturing industry, which has faced (and
faces) similar challenges to those currently facing higher education, may well be worth
exploring in greater detail.
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Appendix A: Economic
contribution studies
Economic contribution studies are intended to quantify measures such as value-added,
exports, imports and employment associated with a given industry or firm, in a historical
reference year. The economic contribution is a measure of the value of production by a
firm or industry.

Value-added
Value-added is the most appropriate measure of an industry’s/company’s economic
contribution to gross domestic product (GDP) at the national level, or gross state product
(GSP) at the state level.
The value-added of each industry in the value chain can be added without the risk of
double counting across industries caused by including the value-added by other industries
earlier in the production chain.
Other measures, such as total revenue or total exports, may be easier to estimate than
value-added but they ‘double count’. That is, they overstate the contribution of a company
to economic activity because they include, for example, the value-added by external firms
supplying inputs or the value-added by other industries.

Measuring the economic contribution
There are several commonly used measures of economic activity, each of which describes a
different aspect of an industry’s economic contribution:
•

Value-added measures the value of output (ie goods and services) generated by the
entity’s factors of production (ie labour and capital) as measured in the income to
those factors of production. The sum of value-added across all entities in the
economy equals gross domestic product. Given the relationship to GDP, the valueadded measure can be thought of as the increased contribution to welfare.
Value-added is the sum of:
•

•

•

Gross operating surplus (GOS). GOS represents the value of income generated
by the entity’s direct capital inputs, generally measured as the earnings before
interest, tax, depreciation and amortisation (EBITDA).
Tax on production less subsidy provided for production. This generally
includes company taxes and taxes on employment. Note: given the returns to
capital before tax (EBITDA) are calculated, company tax is not included or this
would double count that tax.
Labour income is a subcomponent of value-added. It represents the value of
output generated by the entity’s direct labour inputs, as measured by the
income to labour.
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•

Gross output measures the total value of the goods and services supplied by the
entity. This is a broader measure than value-added because in addition to the valueadded generated by the entity, it also includes the value of intermediate inputs used
by the entity that flow from value-added generated by other entities.

•

Employment is a fundamentally different measure of activity to those above. It
measures the number of workers that are employed by the entity, rather than the
value of the workers’ output.

Figure A.1 shows the accounting framework used to evaluate economic activity, along with
the components that make up gross output. Gross output is the sum of value-added and
the value of intermediate inputs. Value-added can be calculated directly by summing the
payments to the primary factors of production, labour (ie salaries) and capital (ie gross
operating surplus, ‘GOS’, or profit), as well as production taxes less subsidies. The value of
intermediate inputs can also be calculated directly by summing up expenses related to nonprimary factor inputs.
Figure A.1: Economic activity accounting framework

Intermediate inputs
(sourced from other industries)

Output
(total revenue)

Labour

Gross operating surplus

Value added
(output less
intermediate
inputs)

Production taxes less subsidies
Source: Deloitte Access Economics.

Direct and indirect contributions
The direct economic contribution is a representation of the international student
expenditure in Australia. The indirect contribution is a measure of the demand for goods
and services produced in other sectors as a result of international students to Australia.
The total economic contribution to the economy is the sum of the direct and indirect
economic contributions.
Estimation of the total economic contribution is undertaken in an input-output (IO)
framework using Australian Bureau of Statistics input-output tables which report the inputs
and outputs of specific sectors of the economy (ABS 2008).
Deloitte Access Economics has calculated the expenditure and economic contribution of
international students in Australia using the latest ABS data and 2009 Australian Education
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International (AEI) information which provides data on international enrolments for
Australia and includes a snapshot of education export income. Tourism Research Australia
(TRA) also publishes student expenditure in Australia in their quarterly publication based on
the International Visitor Survey.
To measure the economic contribution of international students to the education-related
services sector the total expenditure by international students must be apportioned into
industries as represented in the IO tables. TRA data was used to apportion total ABSdefined education export figures to industry classifications in the Input-Output tables. For
example, education fees were treated as expenditure in the education sector, while food,
drink and accommodation were apportioned to the retail trade and accommodation, cafes
and restaurants sectors. Finally, these multipliers were applied to calculate the direct and
indirect economic contribution of international students to the Australian economy.

Limitations of economic contribution studies
While describing the geographic origin of production inputs may be a guide to a firm’s
linkages with the local economy, it should be recognised that these are the type of normal
industry linkages that characterise all economic activities.
Unless there is significant unused capacity in the economy (such as unemployed labour)
there is only a weak relationship between a firm’s economic contribution as measured by
value-added (or other static aggregates) and the welfare or living standard of the
community. Indeed, the use of labour and capital by demand created from international
students comes at an opportunity cost as it may reduce the amount of resources available
to spend on other economic activities.
This is not to say that the economic contribution, including employment, is not important.
As stated by the Productivity Commission in the context of Australia’s gambling industries:15
Value-added, trade and job creation arguments need to be considered in the
context of the economy as a whole … income from trade uses real resources,
which could have been employed to generate benefits elsewhere. These
arguments do not mean that jobs, trade and activity are unimportant in an
economy. To the contrary they are critical to people’s well-being. However,
any particular industry’s contribution to these benefits is much smaller than
might at first be thought, because substitute industries could produce similar,
though not equal gains.
In a fundamental sense, economic contribution studies are simply historical accounting
exercises. No ‘what-if’, or counterfactual inferences – such as ‘what would happen to living
standards if the firm disappeared?’ – should be drawn from them. However, such
questions can be answered with the assistance of a CGE model, with results from that
modelling presented in chapter 8.

15

Productivity Commission (1999), Australia’s Gambling Industries, Report No. 10, AusInfo, Canberra, (page
4.19).
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Input-output analysis
Input-output tables are required to account for the intermediate flows between sectors.
These tables measure the direct economic activity of every sector in the economy at the
national level. Importantly, these tables allow intermediate inputs to be further broken
down by source. These detailed intermediate flows can be used to derive the total change
in economic activity associated with a given direct change in activity for a given sector.
A widely used measure of the spill-over of activity from one sector to another is captured
by the ratio of the total to direct change in economic activity. The resulting estimate is
typically referred to as ‘the multiplier’. Where a multiplier greater than one implies some
indirect activity, with higher multipliers indicating relatively larger indirect and total activity
flowing from a given level of direct activity.
The input-output matrix used for Australia is derived from the Australian Bureau of
Statistics Input-Output Tables for reference year 2004-05.
The industry classification used for input-output tables is based on ANZSIC, with 109 sectors
in the modelling framework. The sector detail includes Education (8401), Libraries,
museums and the arts (9201) and Retail trade (5101).
Deloitte Access Economics assigned international student expenditure to different ABS
sectoral multipliers such as the education sector, the retail sector and the accommodation,
cafes and restaurants sector.
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Appendix B: Deloitte Access
Economics in-house CGE model
The DAE-RGEM is a large scale, dynamic, multi-region, multi-commodity computable
general equilibrium model of the world economy. The model allows policy analysis in a
single, robust, integrated economic framework. This model projects changes in
macroeconomic aggregates such as GDP, employment, export volumes, investment and
private consumption. At the sectoral level, detailed results such as output, exports, imports
and employment are also produced.
The model is based upon a set of key underlying relationships between the various
components of the model, each which represent a different group of agents in the
economy. These relationships are solved simultaneously, and so there is no logical start or
end point for describing how the model actually works.
Figure B.1 shows the key components of the model for an individual region. The
components include a representative household, producers, investors and international (or
linkages with the other regions in the model, including other Australian States and foreign
regions). Below is a description of each component of the model and key linkages between
components. Some additional, somewhat technical, detail is also provided.
Figure B.1: Key components of DAE-RGEM

Representative
household

Producers

International

Investors

DAE-RGEM is based on a substantial body of accepted microeconomic theory.
assumptions underpinning the model are:
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•

The model contains a ‘regional consumer’ that receives all income from factor
payments (labour, capital, land and natural resources), taxes and net foreign income
from borrowing (lending).

•

Income is allocated across household consumption, government consumption and
savings so as to maximise a Cobb-Douglas (C-D) utility function.

•

Household consumption for composite goods is determined by minimising
expenditure via a CDE (Constant Differences of Elasticities) expenditure function. For
most regions, households can source consumption goods only from domestic and
imported sources. In the Australian regions, households can also source goods from
interstate. In all cases, the choice of commodities by source is determined by a
CRESH (Constant Ratios of Elasticities Substitution, Homothetic) utility function.

•

Government consumption for composite goods, and goods from different sources
(domestic, imported and interstate), is determined by maximising utility via a C-D
utility function.

•

All savings generated in each region are used to purchase bonds whose price
movements reflect movements in the price of creating capital.

•

Producers supply goods by combining aggregate intermediate inputs and primary
factors in fixed proportions (the Leontief assumption). Composite intermediate
inputs are also combined in fixed proportions, whereas individual primary factors are
combined using a CES production function.

•

Producers are cost minimisers, and in doing so choose between domestic, imported
and interstate intermediate inputs via a CRESH production function.
•
The model contains a more detailed treatment of the electricity sector that is
based on the ‘technology bundle’ approach for general equilibrium modelling
developed by ABARE (1996).16

•

The supply of labour is positively influenced by movements in the real wage rate
governed by an elasticity of supply.

•

Investment takes place in a global market and allows for different regions to have
different rates of return that reflect different risk profiles and policy impediments to
investment. A global investor ranks countries as investment destinations based on
two factors: global investment and rates of return in a given region compared with
global rates of return. Once the aggregate investment has been determined for
Australia, aggregate investment in each Australian sub-region is determined by an
Australian investor based on: Australian investment and rates of return in a given
sub-region compared with the national rate of return.

•

Once aggregate investment is determined in each region, the regional investor
constructs capital goods by combining composite investment goods in fixed
proportions, and minimises costs by choosing between domestic, imported and
interstate sources for these goods via a CRESH production function.

•

Prices are determined via market-clearing conditions that require sectoral output
(supply) to equal the amount sold (demand) to final users (households and
government), intermediate users (firms and investors), foreigners (international
exports), and other Australian regions (interstate exports).

16

Australian Bureau of Agricultural and Resource Economics (ABARE), 1996, MEGABARE: Interim
Documentation, Canberra.
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•

For internationally-traded goods (imports and exports), the Armington assumption is
applied whereby the same goods produced in different countries are treated as
imperfect substitutes. But in relative terms imported goods from different regions
are treated as closer substitutes than domestically-produced goods and imported
composites. Goods traded interstate within the Australian regions are assumed to be
closer substitutes again.

•

The model accounts for greenhouse gas emissions from fossil fuel combustion. Taxes
can be applied to emissions, which are converted to good-specific sales taxes that
impact on demand. Emission quotas can be set by region and these can be traded, at
a value equal to the carbon tax avoided, where a region’s emissions fall below or
exceed their quota.

The representative household
Each region in the model has a so-called representative household that receives and spends
all income. The representative household allocates income across three different
expenditure areas: private household consumption; government consumption; and savings.
The representative household interacts with producers in two ways. First, in allocating
expenditure across household and government consumption, this sustains demand for
production. Second, the representative household owns and receives all income from
factor payments (labour, capital, land and natural resources) as well as net taxes. Factors
of production are used by producers as inputs into production along with intermediate
inputs. The level of production, as well as supply of factors, determines the amount of
income generated in each region.
The representative household’s relationship with investors is through the supply of
investable funds – savings. The relationship between the representative household and the
international sector is twofold. First, importers compete with domestic producers in
consumption markets. Second, other regions in the model can lend (borrow) money from
each other.
Some detail
•

The representative household allocates income across three different expenditure
areas – private household consumption; government consumption; and savings – to
maximise a Cobb-Douglas utility function.

•

Private household consumption on composite goods is determined by minimising a
CDE (Constant Differences of Elasticities) expenditure function. Private household
consumption on composite goods from different sources is determined is
determined by a CRESH (Constant Ratios of Elasticities Substitution, Homothetic)
utility function.

•

Government consumption on composite goods, and composite goods from different
sources, is determined by maximising a Cobb-Douglas utility function.

•

All savings generated in each region is used to purchase bonds whose price
movements reflect movements in the price of generating capital.

Deloitte Access Economics

91

Broader implications from a downturn in international students

Producers
Apart from selling goods and services to households and government, producers sell
products to each other (intermediate usage) and to investors. Intermediate usage is where
one producer supplies inputs to another’s production. For example, coal producers supply
inputs to the electricity sector.
Capital is an input into production. Investors react to the conditions facing producers in a
region to determine the amount of investment. Generally, increases in production are
accompanied by increased investment. In addition, the production of machinery,
construction of buildings and the like that forms the basis of a region’s capital stock, is
undertaken by producers. In other words, investment demand adds to household and
government expenditure from the representative household, to determine the demand for
goods and services in a region.
Producers interact with international markets in two main ways. First they compete with
producers in overseas regions for export markets, as well as in their own region. Second,
they use inputs from overseas in their production.
Some detail
•

Sectoral output equals the amount demanded by consumers (households and
government) and intermediate users (firms and investors) as well as exports.

•

Intermediate inputs are assumed to be combined in fixed proportions at the
composite level. As mentioned above, the exception to this is the electricity sector
that is able to substitute different technologies (brown coal, black coal, oil, gas,
hydropower and other renewables) using the ‘technology bundle’ approach
developed by ABARE (1996).

•

To minimise costs, producers substitute between domestic and imported
intermediate inputs is governed by the Armington assumption as well as between
primary factors of production (through a CES aggregator). Substitution between
skilled and unskilled labour is also allowed (again via a CES function).

•

The supply of labour is positively influenced by movements in the wage rate
governed by an elasticity of supply. This implies that changes influencing the
demand for labour, positively or negatively, will impact both the level of employment
and the wage rate. This is a typical labour market specification for a dynamic model
such as AE-RGEM. There are other labour market ‘settings’ that can be used. First,
the labour market could take on long-run characteristics with aggregate employment
being fixed and any changes to labour demand changes being absorbed through
movements in the wage rate. Second, the labour market could take on short-run
characteristics with fixed wages and flexible employment levels.

Investors
Investment takes place in a global market and allows for different regions to have different
rates of return that reflect different risk profiles and policy impediments to investment.
The global investor ranks countries as investment destination based on two factors: current
economic growth and rates of return in a given region compared with global rates of
return.
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Some detail
•

Once aggregate investment is determined in each region, the regional investor
constructs capital goods by combining composite investment goods in fixed
proportions, and minimises costs by choosing between domestic, imported and
interstate sources for these goods via a CRESH production function.

International
Each of the components outlined above operate, simultaneously, in each region of the
model. That is, for any simulation the model forecasts changes to trade and investment
flows within, and between, regions subject to optimising behaviour by producers,
consumers and investors. Of course, this implies some global conditions must be met such
as global exports and global imports are the same and that global debt repayments equals
global debt receipts each year. Table B.2 provides a summary of the regions used in these
models.
Table B.2: Modelling regions
Region
1

New South Wales (and the ACT)

2

Victoria

3

Queensland

4

South Australia

5

Western Australia

6

Tasmania

7

Northern Territory

8

Rest of the World

Source: Deloitte Access Economics
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