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While the prospective reduction in airline capacity to Japan is a matter for concern for
many of the Cairns region’s tourism businesses, its impact on the Cairns region’s
economy needs to be kept in perspective.

Part of the loss in Qantas/Jetstar capacity will be offset by use of other airlines. While
Cairns has been highly successful in the Japanese market, it has also been highly
successful in domestic and other international tourism markets and the Japanese losses
will represent about a 5% drop in total tourism income. While the Cairns region has been
highly successful in tourism, it is also north Australia’s most successful region in many
other directions. Net impact on Gross Regional Product is only likely to be in the 1% to
1.5% range.

Strong growth occurring in other directions (stimulated especially by the commodities
boom and growing tourism markets elsewhere in the world) can be expected to more than
offset this loss over the next few years.

Continuing strong growth can be expected in the Cairns’ economy.

The Loss of Seats to Japan

The Japanese tourist market into Australia has been declining for some time, especially to Sydney
and the Gold Coast. Cairns’ Japanese visitor figures have held on extremely well, but have
declined from a peak of 250,000 in 2005 down to 203,000 in 2007 (cf Sydney 217,000, Gold Coast
147,000).

Cairns’ hub position in Qantas/Jetstar flights from Japan meant that almost 300,000 seats a year
were coming in from Japan, many of these seats carrying passengers destined for Brisbane and
Sydney.

The new Qantas/Jetstar arrangements from December will see the number of seats slashed to
about 100,000 a year. Some are to be replaced by direct flights into the Gold Coast that formerly
came through Cairns.

Net loss of visitors to Cairns due to the new capacity constraints is expected to be about 90,000,
resulting in a loss of spending in the region and at the airport of about $130 million @
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Other Airlines

While there are no other direct services into Cairns from Japan, Continental Micronesia provides
services to Cairns via Guam. Air Niugini provides services via Port Moresby and Cathay has
recently increased seat availability via Hong Kong.

It is expected that increases on these routes might offset the Qantas/Jetstar losses to the extent of
15 - 30,000 visitors a year @,

In addition, it is understood that a number of Federal and State Government initiatives have been
put in place with Tourism Tropical North Queensland to further replace the lost capacity including
an increase in charter flights from Japan, Korea and China.

Cairns Tourism’s Market Diversity

While Japan has been the Cairns region’s largest single country source of international visitors,
overall, Cairns is second only to Sydney in total international holiday visitors to Australia with very
strong flows from UK/Europe, North America, and a growing market from other Asia. It has a large
domestic market that exceeds its large international market (see Table 1).

This diversity of market base gives Cairns’ tourist industry a great resilience. It has been
extremely important for the region in coping with previous shocks like the Asian crisis, 9/11, and
Sars.

In 2007, Japan had been contributing only 8% of total visitor nights in the region. Total tourism
expenditure in the region in 2007 was $2.8bn @ A loss of $130m from the Japanese market is
very serious for some businesses heavily geared to the Japanese market but represents only
about 5% of the Cairns region’s tourism income.

The Diversity of the Cairns Economy

While Cairns has been highly successful in tourism, the city of Cairns’ primary role is that of being
a regional capital for a large previously underdeveloped tropical frontier region 1% times the size
of Victoria, as large as the British Isles, and as deep from north to south as the State of New South
Wales. Its coastline is equivalent in distance to Brisbane around to Adelaide.

The Cairns region accounts for 26% of Australia’s water runoff and its growing and diversifying
agricultural industries have the largest value of production in northern Australia, an amount
equivalent to the State of Tasmania (over $1bn a year ). It is one of Australia’s largest fishery
regions (about $200m pa.). Mining production stands at about $600m. It has a significant defence
and coastal surveillance role ©.

Importantly, the Cairns region is now the largest in population in northern Australia (see Chart 2),
with a dominantly private enterprise economy (see Chart 3). Cairns is far and away the north’'s
major aviation hub (see Chart 4).

Importantly, it is playing an increasing servicing role in the wider north Australia, nearby
Pacific/Eastern Indonesia area, especially as a major maritime and aviation industries servicing
hub ©.

The region’s outside earnings from sources other than tourism outweighs those from tourism by a
factor of about 60:40.

Net impact of Japanese tourism losses is likely to represent a loss of only 1 to 1¥%% in Gross
Regional Product .
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Offsetting Growth in Other Directions

There are a number of factors that are likely to underpin Cairns’ continuing strong long-term
growth trajectory ©.

A high dollar, high fuel costs and aircraft capacity constraints, have made tourism growth difficult to
achieve in the last few years. However, there is plenty of evidence that, with Australia’s interest
rates moving downwards and commodities’ prices off the boil, the Australian dollar has been
moving back downwards again. New generation fuel efficient aircraft to come on stream over the
next few years (especially A380’s and Boeing Dreamliners), will not only tend to offset the impacts
of fuel price rises but dramatically increase airline capacity. As with the early development of the
Japanese market in the 1970’s, Cairns has lagged Sydney and the Gold Coast in attracting
Chinese visitors. But, the Chinese market is on its way, with 56,000 visitors being recorded in
2007, up 80% (25,000) on the year before.

Despite all the recent negatives for tourism growth, passenger arrivals and departures (excluding
transits) through Cairns airport grew by about 3% through both the international and domestic
terminals in the first six months of 2008 compared with the same period in the previous year.

It also needs to be realised that Cairns like other northern centres is also a beneficiary of high
world commodity prices.

Prices for sugar and beef are strong and the region’s tropical fruit production expanding. Against a
background of climate change concerns, agricultural and pastoral companies have been moving
into the area to take advantage of high and reliable rainfall levels.

Employment in mining companies in the region has risen strongly in recent years to about 1,600
with a further doubling likely over the next five years. In 2006/7, value of mining production in the
region rose by about $250m and there is a lot more on the way.

However, Cairns has a second bite at the mining cherry. The region’s relatively large workforce,
its lifestyle advantages, and aviation hub position, have been leading to an expanding role as a
‘fly-in" workforce and servicing centre for rapidly growing mining operations, not just within the
region, but also to Papua New Guinea, Papua Indonesia, the Northern Territory, and the other
north and north west Queensland regions (see Maps 5 & 6). Cairns currently has flights to no less
than 16 mining operations/centres in this wider area with a seat capacity of 200,000 a year (about
the same as the seat capacity losses to Japan).

Current ‘fly-in’ workforce based in the Cairns area is estimated at 2,100. Mining expansion
underway and planned in this wider area is massive and Cairns likely to be a major beneficiary @

Importantly also, the Cairns region’s strong growth, its new position as the most populous region in
northern Australia, and its leading position in business development, is resulting in a need for
major upgrading of a whole range of government and other services, but particularly in health (a
$450m hospital expansion is underway), and higher education (eg. new $50m dental school).
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Notes

@)

)
®3)

(4)

®)
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@)

(8)

9)

For details, see Research Note, Cummings Economics, on Tourism Tropical North
Queensland website, www.tropicalaustralia.com.au

Source: Tourism Tropical North Queensland estimate.

Source: Tourism Research Australia estimation, Tourism Expenditure Cairns Region.

Domestic Overnight Visitors $1,545m
International Overnight Visitors $1,041m
Day Trips $232m
Total $2,818m

Latest available figures indicate Gross Value of Agricultural Production of $900m at farm-
gate. Manufacturing component, sugar mills, dairy factories, etc. would take the total over
$1bn.

HMAS Cairns is one of the Australian Navy's four operational bases (patrol boats and
hydrographic survey vessels. Employment is over 500. Cairns airport is the north east
operational base for the Commonwealth’s Coastal Surveillance operations.

Cairns’ role as a major maritime servicing centre is based on the region’s large fleet of
tourism vessels, fishing vessels, coastal trading vessels, and government vessels (Navy and
other).

Its role in aviation servicing is based on the large number of smaller aircraft operating in the
region, including those servicing up into the Peninsula and Papua New Guinea, and aircraft
involved in agricultural/pastoral and tourism industries, and security operations (police
rescue surveillance, etc.).

Queensland Treasury estimated Gross Regional Product for 2005/06 was $9.1bn. Inflation
alone would place the 2008/09 GRP about 10% above the 2005/06 figure, which would now
be over $10bn. Latest Queensland Treasury multiplier tables available indicate that for
tourism, a loss of regional output of $130m would have a value added impact (including
multiplier impacts), of about 0.91, ie. about $120m.

The indications are that the loss of Japanese seat capacity would impact on Gross Regional
Product by just over 1%.

Long-term average annual residential population growth of Cairns, 1976 to 2006, has been
3.0% pa. and of the Far North Queensland Statistical Division, 2.2% pa.

For further details, see Cummings Economics report, “Mining and Industrial Services
Opportunity Study” on www.cairnschamber.com.au
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Table 1

Visitors to the Cairns Region, 2007
International Visitors Visitor Nights

No. % No. %
Japan 203,000 9% 1,219,000 8%
UK 147,000 6% 1,410,000 10%
Other Europe 178,000 8% 1,662,000 11%
US/Canada 132,000 6% 882,000 6%
Other 182,000 8% 1,641,000 11%
Total International 842,000 37% 6,814,000 47%
Total Domestic 1,428,000 63% 7,680,000 53%
Total Overall 2,270,000 100% 14,494,000 100%

Source: Cummings Economics from Tourism Research Australia NVS/IVS
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Chart 3
TROPICAL AUSTRALIA
No Counts of AUSTRALIAN BUSINESSES, June 2007
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Map 5
Mining Related Flights, Queensland
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Map 6
Mining Related Flights, Outside Queensland
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