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Committee met at 8.34 a.m.
CHAIR—I declare open this meeting of the Senate Select Committee inquiry into the US free
trade agreement. Today, in Canberra, the committee commences the second of its public
hearings. The terms of reference set by the Senate are available from secretariat staff, and copies
have been placed near the entrance to the room. Today’s hearing is open to the public. This could
change if the committee decides to hear any evidence in private. Witnesses are reminded that
evidence given to the committee is protected by parliamentary privilege. It is important for
witnesses to be aware that the giving of false or misleading evidence to the committee may
constitute a contempt of the Senate. If at any stage a witness wishes to give part of their evidence
in camera, they should make that request to me as chair and the committee will consider that
request. Should a witness expect to present evidence to the committee that reflects adversely on
a person, the witness should give consideration to giving that evidence in camera. The
committee is obliged to draw to the attention of a person any evidence which, in the committee’s
view, reflects adversely on that person and to offer that person an opportunity to respond.
Witnesses will be invited to make a brief opening statement to the committee before the
committee embarks on its questions.
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[8.36 a.m.]
BURGESS, Mr Allan John, Chairman, Australian Dairy Industry Council
KERR, Mr Paul, President, Australian Dairy Products Federation
CHAIR—Welcome. The committee has your submission. Would you like to make an opening
statement?
Mr Burgess—I will make some initial comments and then leave it open for some discussion.
We thank you and your committee for the opportunity to share with you the dairy industry’s
views about the FTA with the US. The Australian dairy industry believes very strongly that all
parliamentary members should support the FTA because of the benefits that flow to the
Australian dairy industry. While the industry is disappointed that the FTA did not ultimately
include free trade in dairy products, the agreement does lead to an immediate fourfold increase
in Australia’s quota access for dairy products into the US. As well as that, there is ongoing
compound growth of five per cent per year. Therefore, from year 1, there are significant
commercial, tangible benefits for the Australian dairy industry.
I will give the committee a little background to the industry. The dairy industry is the largest
processed food industry in Australia and is Australia’s largest processed food exporting industry.
It represents 30 per cent of Australia’s processed export food. In 2002-03, dairy was Australia’s
third-largest agricultural industry at a farm gate level, with a value of $2.8 billion. The industry
is also the largest value added food industry with an ex-factory value of $8.5 billion. As well as
that, dairy creates jobs. At farm level, downstream workers and direct employment, mainly in
rural Australia, account for around 200,000 people employed in the dairy industry.
I would like to put on record some of the specific issues for dairy farming at this time, which
has been a very difficult one. In the 20 years to 2001-02, Australia’s milk production doubled
but, since that time, the very severe drought has led to a drop in production of around 10 per
cent. According to ABARE, dairy farmers were the worst affected in the drought, with losses of
76,600 in 2002-03. The ongoing effects of that drought are still with us today. The high costs of
the drought have been compounded by relatively low farm gate prices over the last year or so. As
a significant export industry, the value of the Australian dollar has had a major impact as well.
While world market prices over the past year have been about the same as they were in 2001-02,
farm gate prices have dropped in that period from around 33c per litre to 25c per litre as the
Aussie dollar has risen from around 50c to as much as 80c. At this time of great difficulty for
dairy farmers right across Australia, the FTA does bring some welcome news for the future of
dairy farming and is therefore very important to us. At a dairy farmer level, clearly there have
been some impacts of the FTA at a manufacturing level. My colleague Paul Kerr will share those
with you.
Mr Kerr—I would like to make a few comments about the export focus of the dairy industry.
Over the past 10 years Australian dairy exports have grown 2.5 times, to a total value of $2.5
billion in 2002-03. In 2001-02, before the drought, the value was $3.2 billion. The Australian
dairy industry is an export success story, exporting to over 100 countries with about 65 per cent
FTA
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of exports by value going into new neighbour markets in Asia. The long-term prosperity of the
Australian dairy industry is linked to export markets and international market access. Australia is
the third-largest dairy exporter, after New Zealand and the European Union. The quadrupling of
quota access through the FTA is broad based and includes European style cheeses—for example,
Italian varieties, gouda, edam and blue vein—ice cream, cream, milk powders both skim and
whole milk. Goya cheese and other dairy products are being added to country-specific access for
Australia.
The new access offers Australian manufacturers a unique opportunity to grow demand for
dairy in the United States, with innovative customer tailored products, before our competitors
can secure increased access via either regional agreements or multilaterally through the WTO.
Following are the impacts of the proposed agreement on the dairy industry. The value of dairy
exports to the United States in year 1 is estimated to grow by at least $50 million to $60 million.
The five per cent growth in access each year means that access will double in about 16 years.
The size of these access gains needs to be put in perspective from a US dairy industry viewpoint.
In year 1, it is equivalent to about $169 million litres of milk in a US domestic market of $75
billion litres of milk equivalent. This is about 0.23 per cent of the domestic market in the United
States. We see this as a stepping stone to Doha. It is important to note that the proposed FTA is
only a stepping stone to the industry’s most important trade objective: fundamental reform of
world dairy product trading arrangements through the Doha development round negotiations.
The dairy industry has a long-term production growth potential of three per cent to five per
cent per annum. This will directly feed into greater exports, given the mature domestic market
and sustainable downstream job creation in rural and regional communities where the dairy
industry operates. In conclusion, the agreement is not a panacea for the challenges currently
facing the dairy industry but will give both dairy farmers and manufacturers renewed confidence
in the underlying strength and future prospects for their industry. Again, the Australian dairy
industry urges all members of parliament to support the proposed free trade agreement with the
United States.
CHAIR—We will take some questions from the committee. However, let me first ask you
about Doha, because you have raised this point and it is one that troubles me greatly. As you
correctly point out, and I agree with you, this is not the ideal outcome but it is an outcome. The
question is: is it a possible scenario that we pocket the outcome and move on? Or, by pocketing
the outcome, do we block our ability to move on, thereby undercutting Australia’s authority, as
chairman of the Cairns Group, to lead market liberalisation in agricultural products worldwide?
The perception of other Cairns Group members may be that the bar has been set too low by
Australia and that we are an easy mark in agreeing to too low an outcome in a bilateral FTA with
the United States, when the United States is one of the key players in international agricultural
trade liberalisation. Let me put it to you as a direct question: what do you say, despite all the
welcoming signs you have given to this agreement, to this nonetheless undercutting our ability to
achieve genuine global-wide gains in the Doha round?
Mr Burgess—That is certainly a concern we have as well. As I think we have indicated, Doha
is the most important thing. Getting WTO change, as slow as it may be, is the biggest prize in
the end, as long as it is done in the proper way. So we are very anxious that through the
negotiation there continues to be a focus on WTO. Because of my other role as NFF trade
committee chairman, I chaired the Cairns Group Farm Leaders meeting while the Cairns Group
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was in Costa Rica. While we may all have views of where the Cairns Group is at, certainly my
view is that, firstly, it was regenerated to some degree in Costa Rica; and, secondly, I saw no
sign from anyone from other countries, from other farm leaders, that anything that had happened
with the FTA was going to impact on the objectives of the Cairns Group for WTO.
CHAIR—There are arguments for this sudden rash of bilateral trade negotiations. The WTO
itself has said that these negotiations have sucked the oxygen from the international round. One
of the reasons we are wallowing is that we are off on this frolic of doing bilaterals. The
justification put by the government—which, I have to say up front, Mr Burgess, is specious—is
that we can achieve gains bilaterally that we cannot achieve multilaterally and that by levering
those gains into the round we can energise the round. You have put that this is not what we are
going to do. We are going to use this as a stepping stone to try and get more in the round. We are
not somehow energising the round. If we are settling at this level, we have brought the round
down to a very low common denominator, haven’t we?
Mr Kerr—I would just like to make a couple of comments about that. The key issues in the
WTO are domestic support, export subsidies and access. The most difficult issue that Australia
faces and is a lone voice on in the Cairns Group is access. This agreement does give us access. It
is a precedent. The access is small, but it is a precedent to drive home that challenge to the WTO.
The Europeans and the US are all talking about lowering domestic subsidies and cutting out
export subsidies, but not many of them are really talking about market access. From an
Australian dairy industry point of view, the most critical issue is market access.
CHAIR—Where in this agreement is it set out that there is a restriction on the United States
revisiting its Farm Bill subsidies and increasing those subsidies, particularly to mum- and dadowned dairy farms in the US, to offset the gains that you have achieved bilaterally in this
negotiation?
Mr Kerr—In a way domestic subsidies support the domestic price in the US. Access into that
market does give us access into a higher price market. We believe we can compete in that
market, against the domestic dairy industry in the US. Our industry has proven over time to be
much more innovative, because it has had to be. Our product range is quite different. We export
a number of unique products, which are not made in the US. In a way domestic support holds up
the prices for us. So access in that case is our most critical issue—most critical.
Senator O’BRIEN—Surely access, not subsidy, supports the domestic price. The subsidy has
the reverse effect, because it allows you to sell below cost of production.
Mr Kerr—The subsidies within the US support the domestic price in the US. If we have
access to that domestic price then we are going to be in a premium market. The subsidies push
up prices. They push up the farm gate price.
Mr Burgess—I think it is important to keep in mind that the US are basically not an exporter.
They do off-load a slight amount at the edges, but they are basically not an exporter. It is a
domestic market. The things they do internally impact on that domestic market, and domestic
support certainly is one of those things that increase the price.
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Mr Kerr—I am referring to domestic subsidies as opposed to export subsidies. One could
argue export subsidies push down price.
CHAIR—Export subsidy is another matter again.
Mr Kerr—But domestic subsidies within the US hold the price of the domestic market up.
CHAIR—My question was about export subsidies. I understand your answer, and I accept
your answer. Let us move to what I think is the concern of my colleague Kerry O’Brien about
export subsidies. Why can’t they just subsidise the hell out of their exports and dud you in other
markets?
Mr Kerr—That is a very good question. Why don’t they? They have a surplus milk
production; they have a surplus amount of product that they make; yet they are unable to export
into the world market, even though they have an export subsidy system. The Australian dairy
industry is based around an export industry. It has had to export to survive. Despite what some
people say about dairy products, we are not dealing in commodities; we are dealing in tailormade ingredients for specific applications, even including skim milk powder. It is made for a
specific application. You cannot come in and out of the market without developing a long-term
market strategy. The US dairy industry to date has failed to do that. Is it going to change? I do
not know. Export subsidies certainly have not created an incentive for it to do that.
CHAIR—We are in an election year in the United States. From all the reports it is a
reasonably close-run election and from all the reports protectionism and trade are issues in the
election. On reading the domestic commentary about this agreement in the US press, the most
striking feature of it was that this is not a free trade agreement and that the administration has
sold out its free trade principles. Although, shortly later, the President declared that he was the
free trade President. Let us put aside hypocrisy by politicians because it would be an
uncomfortable argument in this forum. What is to say that, in a close-run election in the US
market, they will not do something to attract votes by providing subsidies? That has been a tried
and true process in the past. There is nothing in this agreement that prevents them from doing so.
Mr Burgess—We have to go back to the point that I think we all agree on—that is, this is
largely about access. Right from the start of the agreement it was indicated to us, and was agreed
by both parties, that it would not be about domestic support or export subsidies; it would be
about access and some things that fit around that. That narrowed the perspective. As to those
other things, it was agreed by both countries, along with others, that they would be dealt with
through the WTO.
CHAIR—I do not want to cut across you, Mr Burgess, and it is only in the sense of time that I
do so. I am trying to come to the point that is in my mind. That is a nice demarcation, and it is a
fair demarcation because you cannot deal with subsidies in a bilateral trade agreement. So as a
negotiator you sit down and say, ‘What can we do bilaterally that can give us comfort about what
might be the future in terms of subsidies, that they won’t go up? What words of comfort, what
undertakings on the side, can be given?’ Wouldn’t you be more comfortable if we had explored
that area a bit more deeply?
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Mr Kerr—Can I just clarify whether we are talking about export subsidies or domestic
subsidies.
CHAIR—Export subsidies.
Mr Kerr—They have given some commitments to the WTO that they cannot increase their
export subsidies. It does not mean that the US will not, as they tried with steel, lamb and cotton,
but over recent years they have lost every one of those cases. It does not mean that the US will
not try to do that again, it is that they cannot.
CHAIR—They have given those undertakings, so why can’t they repeat them in a bilateral
agreement? It is no skin off their nose; why can’t we have at least that comfort up front, told to
us directly? Wouldn’t that strengthen the agreement?
Mr Kerr—It potentially would strengthen the agreement. Just as Australia is committed to its
WTO obligations, we expect the US to be committed to their WTO obligations. That might be a
bit of fantasy, but we expect them to be committed to their WTO obligations.
CHAIR—All I am saying is that we have all been down this path before, and the onus is on us
to try to nail them down on each point because these are slippery buggers.
Mr Kerr—Absolutely, we do not disagree with that.
Senator O’BRIEN—I want to get an overview of what dairy products we export to the
United States at the moment.
Mr Kerr—In dairy exports to the US we currently have a quota for about 7,000 tonnes of
cheese, which generates probably about $30 million. We have access via milk proteins, which
are not covered by any quota but the duties are pretty minimal, and we have exports of around
$100 million in the areas of milk proteins and high-value dairy ingredients.
Senator O’BRIEN—Are they subject to a quota at the moment?
Mr Kerr—No, they are not subject to a quota but they are subject to small import duties.
They do not fall within the US domestic support system and we have access. The US dairy
industry is trying to work to prevent that access, but at this point in time we have access into the
US and have had for the last 35 years or longer.
Senator O’BRIEN—So the main gain area for us will be cheese?
Mr Kerr—It will be cheese, milk, whole milk powders and cream. We have been given
access for 27,000 tonnes of dairy product—roughly 10,000 tonnes of cheese and 17,000 of other
product.
Senator O’BRIEN—Is that 10,000 tonnes extra?
Mr Kerr—Extra.
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Mr Burgess—But it would be reasonable to say that it is across the board. Basically, all
products have some extra access, with those with a lower level being those with direct domestic
support in the US.
Senator O’BRIEN—Just to get a slightly bigger picture: apart from the United States, where
are the major market opportunities in either building existing markets or establishing footholds
in new markets over the next decade or so?
Mr Kerr—Our No. 1 export market is Japan. Despite the Japanese economy being stagnant or
showing no growth for some 15 years, dairy consumption in Japan is continuing to grow. It is a
premium market. Everybody talks about China as a market that is emerging. It has huge
potential for growth. We see significant opportunities in that market. In the Middle East
consumption of dairy products is continuing to grow. We see opportunities in that area. Of all
places, we probably see Africa as an expanding dairy market as well. At this point in time the
Australian dairy industry cannot produce enough product to meet demand.
Mr Burgess—We export to over 100 countries, with the majority of product going into Asia.
The dairy industry in Australia learnt many years ago not to put all our eggs in one basket, to
spread our risk. We learnt that well and truly through the EU process, which brought a lot of pain
to the industry. We see the US as part of spreading out into the major premium market in the
world for dairy products. It is not our whole parcel and it is not a panacea, but it is part of our
broader objective of spreading ourselves across as many markets as we can.
Senator O’BRIEN—Some areas of the dairy industry, such as Victoria and Tasmania, have in
the past been much more focused on the export side of the industry than others, such as
Queensland and Western Australia. Do you think the FTA will affect that dynamic?
Mr Burgess—Of course there will be an issue about the scale of the industry in different
places bringing about greater benefit in certain places. But the way the access has been
structured—that is, across all products—gives an opportunity for all companies in every state.
Keeping in mind that most companies now are national and cross border, there is an opportunity
for all companies to benefit. There is also a flow-on benefit to the domestic market that comes
from greater demand for our dairy products. So, even if you are not a direct exporter, you will
see some flow-on benefit.
Senator O’BRIEN—Do you think there will be product going substantially from states like
Queensland and Western Australia or do you think those states will mainly get the flow-on
benefit?
Mr Burgess—I think they will get a bit of both. I would expect they will be bidding for quota
along with everyone else. I would expect bids from every state.
Senator O’BRIEN—I think we could expect bids; I think that is right. But who is going to
get them? And who is efficient enough to make the best use of them? That is the other question,
isn’t it?
Mr Burgess—Of course.
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Senator O’BRIEN—Your industry is a major user of feed grain, and sometimes during
drought a proportion of grain is imported. Can you confirm that in the past grain has come from
countries such as Great Britain, where grain production is subsidised?
Mr Burgess—Yes.
Senator O’BRIEN—Article 3.3 of the draft agreement deals with export subsidies and
contains a provision in paragraph 2 which allows the United States to request that Australia
adopt measures to offset the subsidy on any agricultural product we import from third countries,
such as those within the EU. Presumably this could force up the cost of feed grain or other
agricultural products we source from subsidising countries. Is this your reading of article 3.3,
and are you concerned about this provision?
Mr Burgess—Using your specific example, I think it is quite unlikely that it would have a
major impact. As you describe that particular area it is possible, but keep in mind that even in the
worst drought in 100 years when there was a very small amount of grain imported from other
parts of the world, in particular from the UK, there was still plenty of grain in Australia.
Senator O’BRIEN—At a price.
Mr Burgess—Of course. There are issues about making sure that it comes at a competitive
price. I think those issues are probably for a place different from this one.
Senator O’BRIEN—The price of grain was a critical issue, which many dairy producers
suggested was driving them out of business in the drought. Export grain was brought in because
of the shortage of grain, not because of price competition, as I understand it.
Mr Burgess—I think it was a bit of both. In fact, when that export grain came in, it did have
some impact at the margins on the price. It may have reduced it by 10 per cent or something like
that. But it was still only one or two shiploads. It was not so much about supply; it was more
about making sure there was some kind of competitiveness in the market with the prices.
Senator O’BRIEN—They are big shiploads, aren’t they?
Mr Burgess—They are.
Senator O’BRIEN—When you say ‘one or two shiploads’, it is not a couple of containers; it
is thousands and thousands of tonnes of grain, isn’t it?
Mr Burgess—In a drought, Australian agriculture uses enormous amounts of grains—
Senator O’BRIEN—That is right.
Mr Burgess—and the dairy industry does in particular. That was basically all we had left to
feed our cows.
Mr Kerr—Do not forget, the dairy industry is predominately pasture based in Australia.
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Senator O’BRIEN—Except in drought.
Mr Kerr—Except in drought. When we have the worst drought in 100 years, dairy farmers
want to protect their investment in their herd and their animals so they are sustainable to go
forward. Hopefully we do not have a drought like that again for another 100 years.
Senator O’Brien—It is not surprising that grain was used. It is fundamental—not just for
dairy farmers but for other animal keepers—that they keep their herds. They need fodder—grain
or whatever. The point is not to be critical about using grain. Grain is used even in non-drought
years.
Mr Kerr—Of course.
Senator O’BRIEN—The report of the Agricultural Technical Advisory Committee for Trade
in Animals and Animal Products, which is on the US trade negotiator’s web site, says:
... we are encouraged by Australia’s overtures to harmonize BSE ... standards between our nations ...

There have been recent reports of a small number of BSE cases in dairy herds in the United
States. Australia is free of the disease. I am concerned that if Australia’s very strict regime in
relation to BSE were to be changed in any way that might mean an increase in the risk of the
disease to Australia. Do you know how it is proposed to harmonise the BSE standards between
the two nations?
Mr Burgess—No, I do not. All I could add is that, from all of Australian agriculture, we
would be very uncomfortable about anything that weakened the position of Australia. As I
understand it, Australia is recognised as having no BSE under OIE. We do not believe there is
anything in this agreement that would indicate that our position and our protection of agriculture
in Australia should be changed. We saw the BSE debate as part of the negotiations of the FTA.
Clearly, it would be very concerning if we did anything that weakened Australia’s position in
that regard.
Senator O’BRIEN—Finally, is the over quota tariff rate, which is not proposed to be changed
in the agreement, having any effect on our dairy exports to the United States? Do you imagine
that in the new environment it would have any effect? If so, what?
Mr Kerr—The over quota rate impact on dairy exports to the US depends on the domestic
price in the US—whether we can get dairy products into the US. At the moment, domestic prices
in the US industry are very high. It is possible to export some products into the US market
paying the quota. At this point in time, as Allan said, we export to over 100 countries. Our whole
business is not developed around the US market. The dairy industry will take opportunities as
they arise to export over quota product and pay the over quota duty, but at this stage it is not a
major issue for us. We want to see those quotas reformed as part of the WTO process—we
would like those quota rates to come down as part of the WTO reform—but we will continue to
take opportunities when we can
Senator O’BRIEN—You do not want quotas at all, do you?
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Mr Kerr—We do not want quotas. We want free access.
Senator O’BRIEN—If there is more time I would be happy to come back and ask more
questions but I appreciate that there are other senators.
CHAIR—I doubt that there will be more time, but if there is I have noted that.
Senator BRANDIS—Are you going to give government senators the appropriate courtesy?
CHAIR—I am going to give government senators the appropriate courtesy. In your question
there is an implication that I will not. I remind you that on the way in this morning you indicated
to me that you had no questions for this group. Now that you are indicating that you have a
question for this group—
Senator BRANDIS—I think Senator Ferris might have some questions.
CHAIR—Do not worry: you will all get a chance to ask questions. I would have thought that
your behaviour yesterday at the committee was something that you, yourself, ought to review.
Senator FERRIS—I do have some questions. Given the difficulties that the Australian dairy
industry has had over the last year or two, the adjustment packages and so on, what sort of
confidence has the announcement of the free trade agreement given to the Australian industry?
Mr Burgess—As you rightly say, at a time that some of us would describe as the most
difficult we have ever seen, any positive news is very important. It is probably not as important
as the rain but, if that cannot come in all places, certainly the fact that, in what is a very slow
process in achieving trade reform, some outcome like the FTA that we have here is very
important to the dairy industry generally. I know that when you stand in front of farmers at the
moment and explain the FTA, they nod and are very supportive of it. They are very keen to see
this happen, at a very difficult time.
Senator FERRIS—You were giving some figures when I first arrived, and I apologise for
being a couple of minutes late. Did you actually outline the proportion of the American market
that the Australian industry currently enjoys?
Mr Burgess—I think that we did. Paul, do you want to repeat it?
Mr Kerr—This access will give Australia about 0.23 per cent of the domestic market in the
US.
Senator FERRIS—What is your access currently?
Mr Kerr—It is less than that. It is pretty minimal.
Senator FERRIS—It is significantly less, I would imagine.
Mr Burgess—It is many times less than that.
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Senator FERRIS—Do you think that the industry has currently made any investment
decisions based on the likelihood of this increased access?
Mr Kerr—I do not think the industry has made any direct investment decisions in light of this
increased access, but the industry has made significant investment in capital to develop export
markets. We see this as another important market and another important development. The dairy
industry has spent hundreds of millions of dollars in capital over the last five or six years based
on export markets.
Mr Burgess—We have spoken to the US industry about a joint investment at different times
and some mutual benefit here for dairy in a very important market. What I can indicate is that,
over the last two months since the FTA negotiations were finished, we have seen the two major
cooperatives from the US in Australia. We have Land O’Lakes here now. So, from the US point
of view, they want to work with the industry in growing their market. There are a lot of common
goals here and potential for co-investment.
Senator FERRIS—It has been said that the dairy industry is one of the big winners in this
proposed agreement. In relation to comparisons with other agreements that the United States
have entered into with countries that have a dairy industry are you able to make any
observations?
Mr Kerr—I am not aware of them entering into too many agreements with countries that
have dairy industries of any significance. They have the Chilean free trade agreement, but the
Chilean dairy industry is not large. They have the Mexican agreement and the NAFTA. They
have some issues with Canada and Canada has some issues with export subsidies and domestic
support within its own right. This is the first agreement with a country that has a significant
export dairy industry.
Senator FERRIS—So it is a very significant opportunity for the Australian industry?
Mr Kerr—Yes, it is.
Senator FERRIS—Am I correct in understanding that there is no safeguard provision built
into this agreement to protect the US dairy industry, if exports become extra competitive in those
markets?
Mr Burgess—That is right. We were very determined about that. We feel that with safeguards
it is impossible to read what the impacts might be going out a long way. The dairy industry was
not supportive of any kind of safeguard and there are none for dairy.
Senator FERRIS—That was another big win for you. What would be your view if this
agreement were not passed? Would you have any advice to members of this committee who have
already declared that they are opposed to the agreement?
Mr Burgess—In this regard, while I always represent farmers I would really like to make a
comment as it relates to the 10,000 farmers we have out there at the moment. They are going
through times that they have never seen before. They are really questioning their future in the
industry, they are trying to carry enormous short-term debts in very difficult times, and this
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would shake them to the bone. This would have people question whether they want to stay in the
dairy industry if in the end both sides, in Australia and the US, are not able to support this
agreement.
Senator FERRIS—When you said ‘both sides’ I think you meant ‘all parties’.
Mr Burgess—I was meaning the US and Australia. Of course I mean all parties—that is right.
Senator FERRIS—So if the industry were to miss out on perhaps one of its best export
opportunities, what would your plea be to members of this committee who might have already
indicated that they intend to oppose this agreement?
Mr Burgess—Obviously we would be extremely disappointed. I suspect that the dairy
industry in general and the dairy farmers in their electorates would pass their own views on
about that.
Senator BRANDIS—Mr Burgess and Mr Kerr, I want to return to the discussion that you had
with Senator Cook about American subsidies. Please understand that I do not profess any
expertise at all as to the dairy industry, so I just want to clarify this in my own mind. Is it the
position that American domestic subsidies are not going to cause you any problems because they
support the domestic price?
Mr Kerr—Let me clarify that. We do not support domestic subsidies or export subsidies as
part of our WTO position, but while the US dairy industry is not a major exporter and while
there is domestic support that will keep prices up within the US. That is probably not good in the
long term but in the short term with access into that market we will have access to a more
premium market.
Senator BRANDIS—So whether that is good policy or not, in fact for as long as those
subsidies are part of the American domestic market it is not going to do you any harm?
Mr Kerr—As long as those subsidies do not encourage overproduction of milk that then has
to be dumped onto the world market, then it is not doing us any major harm at this point in time.
To date that has not happened. The US has been unable to prove itself as a significant exporter of
dairy products.
Senator BRANDIS—Let me turn to the second point about the risk that America may dump
onto the world market. Your evidence is that that has not happened.
Mr Kerr—That has not happened.
Senator BRANDIS—Do you see any indication, from your knowledge of the American
industry, that it might happen?
Mr Kerr—I do not see it happening. As I say, dairy products are not really commodities; they
are specific products for applications and it is not easy to dump large quantities of product into a
marketplace.
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Senator BRANDIS—So do you think it would be a very sensible reason not to adopt the free
trade agreement that America might commence to do what they have given no indication that
they intend to do?
Mr Kerr—I just do not see that as any reason at all not to adopt a free trade agreement. I just
see it as a very unlikely scenario.
Mr Burgess—In that regard, I would add that their WTO commitments make that very
difficult for them. Another way to describe this free trade agreement is that we have, as a dairy
industry, a longer term commitment to trade reform. It is as important for us as it is for any
agricultural industry in Australia. That process is slow. We are very committed to it and we want
to achieve in all three pillars that kind of change. What this does allow us to do is work behind
the scenes on developing a market in the US that we presently do not have the opportunity to
develop while those changes take place. It puts us in a better position when those changes do
take place to make sure that we get our share or better than that in the US market.
Senator BRANDIS—By the way, Mr Burgess and Mr Kerr, has your organisation done any
projections or estimates as to what the optimal size of that market for Australian product might
be under the FTA?
Mr Kerr—We have not really done any work specifically looking at that market to see what
the optimal size of our exports are into the US.
Senator BRANDIS—But your commercial judgment tells you it is a very significant
opportunity for you?
Mr Kerr—Yes, it is.
Mr Burgess—Keep in mind that the market is 15 times the size of our own. We are talking
about small amounts being very important to us.
Mr Kerr—Remember that the Australian dairy industry exports over 50 per cent of its milk
that is produced and it is going to have to continue to do that. Any growth in the Australian dairy
industry will come from exports. It will not all be targeted at the US but the US are a very
important part of our future strategy.
Senator RIDGEWAY—I do not discount the arguments you have put forward as a win for
dairy farmers at least in terms of access to the US market. You would appreciate, no doubt, that
the process that we have to go through deals with the agreement as a whole. Whilst the argument
about increased dairy market access may well be a good one, do you have a view in relation to
social policy, for example in relation to health or essential public services or things of that sort?
In relation to culture, should the negotiators and the government have taken a different stance, as
they did with the Singapore-Australia free trade agreement, and have provide a cultural
exemption? Doesn’t that put at risk the arguments that you are putting forward?
Mr Burgess—We are here because of our expertise in the dairy industry. But, equally, the
dairy industry is about people. As I just indicated, there are over 200,000 people directly
impacted on by the dairy industry. So while we are directly interested in the dairy industry we
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are also very interested in what happens to Australian society generally. However, it is not
something we have looked at in the same detail as we have dairy industry issues. We take some
assurance from things like the PBS that, as we understand will be the case, it will not impact
directly on our people or the consumer generally. But that is not our level of expertise.
Senator RIDGEWAY—You can appreciate, though, that the process we have to go through—
and following on from Senator Ferris’s points about the win for dairy farmers—is that we have
to look at the other aspects. Whilst it is not your bailiwick or your area of expertise, the
questions of guarantees about whether the cost of medicines will rise or whether governments
can regulate into the future are fairly serious matters and do need to be taken on board. You
really just cannot deal with the gains without looking at what the costs are going to be.
Senator FERRIS—Well—
Senator RIDGEWAY—I do not think it is a case of that: I think it is a case of being very
clear about what we are dealing with—it is not just one single industry.
Mr Kerr—Can I just make a couple of comments. While we have not looked specifically at
those issues, the dairy industry is a regionally based industry and it is the largest regional
employer in the food industry. Any direct benefits that go back to the dairy industry will flow
through to regional Australia. Regional economies have been through some very difficult years
over recent times. This agreement will help those economies. In the areas of affordability of
health et cetera, this agreement will create employment, which makes those areas probably more
affordable for people living in those areas. Regional Australia has high unemployment. This is
about fostering and growing regional Australian industries. All that, indirectly, is a benefit.
Senator RIDGEWAY—Thank you.
Senator HARRIS—In your opening statement you make a reference to gains to individual
farmers. You say:
While premiums will vary over time, the potential benefit available through the agreement to flow through to a farmer,
with an average herd size of about 200 milking cows, should be in the order of A$2,500 to A$3,500 in farm gate revenue
in the first year.

On what basis do you make that claim?
Mr Burgess—It is based on two things. First of all, there will be some benefits because duty
will be reduced by some millions of dollars. Added to that, there is clearly a major premium in
the US market. Making some judgments about what you would normally get out of export
markets and what the premium may deliver, we think $15 million or $20 million, plus the duty,
will be available to dairy farmers. Taking into account all those provisos—of markets at different
times, the Aussie dollar and other variables—we think our estimates are middle of the road.
Also, the cooperative structure of the dairy farming industry means that when we impact on the
market and those returns go back through the cooperative, usually they go back to the farmers,
and so we would expect that to be the case.
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Just to put it in context, a turnover for a farm of 200 cows might be as much as $250,000 or
$300,000 a year. So in terms of turnover it appears to be a small figure. If you then look at the
profitability of the farm that may be breaking even or have a small profit or loss in this current
year, you can understand the significance of this amount because it goes right to the bottom line.
The significance is not in the turnover; it is in the profitability of the business of the dairy
farmer.
Senator HARRIS—So will the entity that will be doing the exporting be the individual coops or will it be a corporate entity?
Mr Burgess—No, it will be the export co-ops.
Mr Kerr—It will be the cooperatives.
Senator HARRIS—So the cooperatives individually will export into the market?
Mr Kerr—I work for the Murray Goulburn Cooperative. We are the largest dairy cooperative
in Australia. We are the largest dairy company. We have exports of over $1 billion and we export
those products directly into the marketplace.
Senator HARRIS—How, then, does Murray Goulburn intend to deliver those benefits to the
farmers?
Mr Kerr—We will deliver that additional premium in the price of the milk. Our major
objective is to maximise the returns to the farmers in the price of milk. Any premium we receive
in the marketplace will go back to the farmers. It will go directly back to the farmers.
Senator HARRIS—I do not want to put words in your mouth but are you saying that if a
farmer is currently receiving 28c per litre for his milk—or 25c in our area—and Murray
Goulburn enters into the export market, we would see an increase in the payment to the farmer
for that milk in direct proportion?
Mr Kerr—We need to keep the relativity of these things. Our milk price is based on the world
market and our domestic price. I dispute Senator O’Brien’s claim that farmers are only getting
21c a litre because the average Murray Goulburn farmer this year will probably get 26c a litre,
and we represent nearly 40 per cent of the industry. It will flow back. It depends on the exchange
rate, it depends on the world price, it depends on a number of other things, but whatever the
premium in that market is will flow back. It is difficult to say what percentage that will add to
the farm gate price but it will flow back.
Senator HARRIS—In making those calculations what allowances have you made for the
farmers who currently provide milk to a corporation? How can you guarantee to those farmers
that they will derive some real benefit from the export?
Mr Kerr—I cannot guarantee that, but remember that 75 per cent of the milk supplied in
Australia is supplied to cooperatives. If corporations do not pay a competitive milk price to the
farmers who supply them then they will not get any milk. So they have to pay whatever the
benchmark price is for milk.
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Senator HARRIS—In your opening statement you also referred to the increases. What
incremental increases will there be, on a yearly basis, and how long will it take to achieve zero
quotas for Australian dairy products into America?
Mr Kerr—We do not achieve that under this agreement.
Mr Burgess—If your question is about extra access, we have quadrupled access out of this
agreement, reduced duty and an average compound growth of five per cent—it varies between
products but that is the average. Over time you will see that access grow to the maximum
amount that the Australian dairy industry is likely to want to export into that market. So over
time, with the compound growth, you will see the equivalent of free trade in individual
products—not because this is a free trade agreement but because the dairy industry will want to
spread their risk across all markets.
Senator HARRIS—But the agreement does not achieve an open market for dairy products?
Mr Burgess—No.
Senator HARRIS—Say, like New Zealand, Australia moved extensively into UHT, as we
know the Japanese market is predominantly UHT. If America did move that way, there would be
no room for Australia to deliver UHT milk to the US under this agreement?
Mr Kerr—Pasteurised milk is only a small part of the market in the US. It is supplied from
fresh supplies. Japan is not really a UHT based consumption area either. Australia produces a lot
more UHT milk than New Zealand. New Zealand are not large in UHT at all. I do not really see
UHT milk as an issue at all. We do not intend to export UHT milk to the US. We have no interest
in it.
Mr Burgess—Keep in mind that when we do that we export water. That is what makes it so
expensive and not very easy for any nation to be competitive as we are transferring water with
milk to other parts of the world. So usually right across the world drinking milk is provided from
the domestic market because of the cost of transport, because the solids are only 10 or 12 per
cent of the milk and the rest is basically water.
Senator HARRIS—That is correct. However, there is a premium paid for liquid milk and it
would maximise returns to Australian dairy farmers to have more of their product continuing to
be a liquid product. Am I incorrect in assuming that there is more return to the dairy farmer from
whole than powdered milk?
Mr Burgess—If you are talking about the US market and having to get it there, the costs of
doing it would make it not commercially viable. It would not return higher amounts for dairy
farmers. It would return lower amounts.
Senator O’BRIEN—Can I get on notice an estimate of the cent per litre return that farmers
could expect to generate? I refer to the $2,500 to $3,500 additional income that is projected in
your submission.
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Mr Burgess—I could guess that or calculate it now but I would prefer to do the calculation
and provide it to you.
Senator O’BRIEN—I am asking for that on notice. I would not ask you to do a back of the
envelope calculation, as some people have done. Would that be all right?
Mr Burgess—Of course we will provide that.
Senator O’BRIEN—Thank you.
CHAIR—Thank you, Mr Kerr and Mr Burgess. We are trying to do this inquiry at breakneck
speed. There may be, on later reflection, reasons for us to come and talk to you again. Would you
be available for that?
Mr Burgess—Of course.
CHAIR—Thank you very much.
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[9.34 a.m.]
BROWN, Mr Stephen Gregory, Manager, Economic Modelling, ACIL Tasman Pty Ltd
BUCKLEY, Professor Ross Philip, Professor, Tim Fischer Centre for Global Trade and
Finance
CUTBUSH, Mr Gregory Charles, Principal Analyst, ACIL Tasman Pty Ltd
DAVIS, Mr Lee, Senior Economist, Centre for International Economics
DRAKE-BROCKMAN, Ms Jane Elizabeth, Executive Director, Australian Services
Roundtable
DRYSDALE, Professor Peter David, (Private capacity)
GARNAUT, Professor Ross Gregory, (Private capacity)
OXLEY, Mr Alan, Director, Australian Business Group for a Free Trade Agreement with
the United States
QUIGGIN, Professor John Charles, (Private capacity)
STOECKEL, Dr Andrew, Director, Centre for International Economics
STOLER, Mr Andrew, (Private capacity)
THURBON, Dr Elizabeth Catharine, (Private capacity)
WEISS, Professor Linda Marguerite, (Private capacity)
CHAIR—I would like to say a few words to begin this process. I thank you all for making
yourselves available. As I said to the last group of witnesses, we are conducting what we regard
as quite a weighty inquiry—an inquiry of national significance—and we are doing it at
breakneck speed. The ability for us to feel comfortable about our final analysis and conclusions
is something that you will aid us in considerably by your attendance here today, so we do
appreciate that. The purpose of having what we have called a roundtable discussion is to enable
the committee to be acquainted with the views of all of you. We consider that each of you has
major professional expertise in trade matters and an ability to make a contribution to the
discussion and public debate about the FTA.
These are formal proceedings and the normal rules of parliamentary privilege apply. This will
not be the standard question and answer process. I propose that we kick this off by inviting each
of you to make a quick two-minute succinct observation about the FTA, summarising your views
or highlighting the things you think are remarkable or problematic. I think we are looking to
have, if it is possible, all of the major considerations that we ought to take into account from a
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public policy point of view, from a national interest point of view and from an economic point of
view laid out before us in this discussion. That will enable us then to better direct our attention to
what we have to decide. After we have gone around the table, I will ask for any quick
supplementary comments and then invite senators to ask questions or make comments. We might
then develop an interactive process of discussion between us. We will begin with a very brief
statement from each of you. Mr Davis, would you like to begin?
Mr Davis—I am not sure if I am the right person to make an opening statement.
CHAIR—You are here with Dr Stoeckel?
Mr Davis—Yes.
Dr Stoeckel—Mr Davis is here because it was a very large report conducted by a very large
team. Mr Davis is just one member of that team.
CHAIR—I should say that we are not really here with the principal idea of discussing your
report; we are here to talk about the overall issues. Your report will figure in that unquestionably.
Dr Stoeckel—Yes, I appreciate that. I suppose there are two aspects to this agreement which
are quite different. Firstly, there is a strategic sort of question. What does this do? What does this
mean for Doha theme multilateralism and issues like that? We provide some commentary on
that. We have not quantified any of those aspects, because, frankly, we do not know quite how
you prove one way or the other whether that is helpful in terms of that whole Doha thing. We do
provide some commentary in that report.
The second aspect of what we are looking at is the economic effects. We have tried in that
study to distil all of those. We have broken it down to make sure it is very clear about the
different components. There are three broad components: one is investment, the second is a
dynamic productivity effect from any induced competition and the third is the merchandise and
services trade liberalisation. We have produced a very large report. I think a lot of people have
already had too much to say on it already but the key thing in there is that there is a timed path of
effects. They start small, they grow and then they taper off and, in 20 years time, the economy
settles at a higher level of economic activity than was the case.
The second point is that the correct way to represent that timed path or stream of benefits,
irrespective of their size, is the discounted present value of that stream. In our report we are
particularly looking at GNP, which takes into account earnings and payments to foreigners. We
use GNP as a better measure because there is investment liberalisation, and if there is investment
there are additional payments to foreigners. So that figure is some $52 billion in net present
value. Of course, the media never report a figure like that so, roughly, you could take $52 billion,
divide it by 20 and get a $2.6 billion average annual ‘present value equivalent’ or some sort of
measure like that. That is the sort of size of the overall benefit.
I have a final point to make. We have grided the range. Because we are talking about
economics and the behaviour of people in response to changed incentives, there is legitimate
professional debate about how responsive those things might be and there is legitimate debate
about some of the inputs. The best way to help decide that is to grid the range. We have
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conducted literally tens of thousands of scenarios with both highs and lows, and we have
produced a frequency diagram of where we think the most likely effect might be. So there is an
average annual equivalent of, say, $2½ billion, but the range could be anywhere between $1
billion and $7 billion, with the most frequent observation at about $3 billion per annum
additional gain.
Mr Stoler—I am the Executive Director of the Institute for International Business Economics
and Law at the University of Adelaide, but I am here today in my personal capacity. There are
several points that I would like to make about the agreement. First of all, this is a living
agreement that has some important institutional provisions in it that I think will be very valuable
to both Australia and the United States over the years to come. Some examples have to do with
the provisions made for a working group on qualifications in professional services, a group to
look at standards and technical regulations, a sanitary and phytosanitary group and a financial
services commitments group—all of these groups will be there to deal with issues of future
liberalisation opportunities as well as problem solving. In my experience in other agreements
where there have been similar arrangements these have turned out to be extremely valuable to
business. For example, mutual recognition agreements and testing of products can be very
important.
A second point I would like to make is that I am very sceptical about the economic modelling
of agreements such as this for a variety of reasons, one being that the agreement is not
effectively much of a tariff agreement and it deals with a lot of other issues that are difficult to
model. My perspective as a former trade negotiator is that, instead of trying to figure out ahead
of time what we think the economic effects of the agreement might be, it is probably more
constructive to look at what are the opportunities created by the agreement and what are the risks
created by the agreement.
We also need to be proactive in assessing where this agreement will take us. For example, you
can negotiate a market-opening opportunity, but if nobody takes advantage of that it will not do
you very much good. The government procurement provisions of this agreement I think are a
very good example. People talk about the huge American market, which has now been opened to
Australians, but if somebody does not teach Australians how to sell to the American government,
something they have no experience doing at this stage, they will not get many opportunities out
of it. Rather than trying to do additional studies now as to what is likely to be produced by the
agreement, it might be a good idea to ask somebody five years from now to look back at it and
see what sorts of opportunities we took advantage of.
The last point I would like to make is that a lot of people say that this is not a free trade
agreement because there were certain aspects and certain products where liberalisation was not
affected—for example, in sugar—or that some services barriers were maintained. In the past I
served as the deputy chairman of the Committee of Regional Trade Agreements at the World
Trade Organisation. The WTO definition for a free trade agreement in the case of goods requires
that it provide for liberalisation of substantially all trade between the parties and, in the case of
services, significant sectoral coverage. There is no doubt in my mind that this Australia-US
agreement if submitted to the WTO would, in terms of their standards, be considered to be a
good free trade agreement, even if it is not completely liberalising in all its respects.
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Prof. Drysdale—I work at the Asia-Pacific School of Economics and Government at the
Australian National University. Following on directly from the last point that Andy made about
whether this is a free trade agreement or not a free trade agreement, certainly by WTO
definitions it may be a free trade agreement, but in judging our national economic interest, that is
not the relevant observation; the relevant observation is whether this is a free trade agreement in
any meaningful economic sense.
I want to make basically two points. The first point I want to make is that this agreement as we
know—as Andy Stoler has observed and Andy Stoeckel’s report has also noted—is flawed in a
number of respects. It excludes some very important interests for Australia which have been
attended to to some extent but not totally attended to. Most importantly, perhaps, overall it is an
agreement which is likely to divert more trade than it creates. This is a very important economic
idea. This means that the net effect of ratifying the agreement in the terms proposed would not
be to free trade but to increase protection against lower cost international suppliers in favour of
higher cost American suppliers of goods and services to the Australian market. This will directly
damage Australia’s economic interests, lowering income and consumer welfare. It will also
indirectly damage Australia’s economic interests by exposing Australia to the consequences of a
drift away from multilateral trade in East Asia and elsewhere, leading to the exclusion from
opportunities for new access to markets.
That is a fairly important deficiency. I would add that that deficiency is acknowledged in the
calculations in the government’s commissioned report, where in table 7.1 the trade diversion
effects are measured to exceed the trade creation effects. In other words, the protectionist effects
are measured to exceed the trade-freeing effects. There is no way in the world you can impose,
as that report has done, dynamic effects, including dynamic trade and investment effects, in a
way that obfuscates that basic point of the measurement and assessment of the impact of the
terms negotiated for this agreement. That is the first important point that I want to make.
The second point I want to draw the committee’s attention to is the investment diversion
effects of the investment provisions of the proposed agreement. If these provisions are not
multilateralised—that is, if they are not extended to investment partners other than the United
States—American-incorporated investors will be given special protection and monopoly
privileges over investors from other countries at Australia’s economic cost. To the extent that the
FIRB processes amount to material restriction of investment flows—and that is the major
argument for measuring these supernormal dynamic investment effects in the calculations that
have been done by the government’s commissioned analysts—this will effectively raise the rate
of return to American investors over international rates of return on investments in Australia, at
least over the range of investments up to $800 million. Nowhere in the assessments of this
proposed agreement so far have these investment diversion effects—these income-lowering
effects—of the proposed agreement been incorporated into the analysis, and they are a very
important thing to note.
There is also a treaty obligation issue involved in respect of the investment provisions of the
proposed agreement, and I would be remiss, given my professional interest in this over many
years, not to draw the committee’s attention to this. Article IX of the Basic Treaty of Friendship
and Co-operation between Australia and Japan requires that Japanese companies be accorded
treatment no less favourable than that of other countries in their investment activities in
Australia. These treaty obligations have been invoked by the government to resist the extension
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of preferential treatment in respect of investment under the Closer Economic Relations
arrangements between Australia and New Zealand. The government has announced that it does
not intend to multilateralise the investment provisions of the proposed agreement. If gains from
these provisions are, in fact, as large as the analysts argue, then presumably we would want to
extend them to all countries as a matter of national interest. To do that does not require the
negotiation of a ‘free trade agreement’ with the United States or any other country; it can be
done unilaterally without the costs that are imposed by this FTA on our trading interests.
Prof. Garnaut—Andy Stoeckel said that there are two types of effects: one type that he calls
strategic and another type he calls economic. A lot of those strategic effects are very important in
their economic effects as well. My remarks will address some of those. Andy said he had nothing
to say on the strategic effects because you do not know which way they go; I think there are
some things we can say. But, first, on what Andy called the economic effects, I have an
important general point about the CIE/DFAT report, and that is that it greatly underestimates the
importance of rules of origin. Possibly none, but at least almost no small and medium businesses
in Singapore have tried to export under FTA arrangements to the United States because of the
difficulties of meeting the rules of origin and the sheer administrative complexity of compliance
with the rules of origin. Similarly in Canada a majority of small and medium businesses
exporting to the United States just choose to pay the MFN tariff rather than going through the
complexity and compliance problems of meeting the rules of origin for FTA treatment.
On the conclusions of the CIE/DFAT modelling, most of those gains—the $5.6 billion that
accumulates to a larger sum over 20 years if you add up all the years—come from an assumption
about the effects of abolition of FIRB consideration of a limited range of American investments.
I think that part of the calculation generating a majority of interests is simply not credible. I did a
note for the treaties committee on Monday and I have given that to the secretariat and my views
are set out there. Much smaller is what the CIE/DFAT report models as the trade liberalisation
effects. They are taken from one of two models that are presented in the report which the report
itself acknowledges is not the model that is best for calculating trade creation and trade
diversion. The CIE/DFAT report says that the better model for calculating trade liberalisation
effects—which are the excess of trade creation over trade diversion—is GTAP. As Peter
Drysdale mentioned, those results are presented in table 7.1 and show that the cost to Australia
of trade diversion—the welfare costs—exceed the gains from trade creation. There is not a
sentence in the report itself about that evidence from the modelling, but you can read it in the
table. This is a protectionist FTA, the trade effects of which will diminish Australia’s economic
welfare.
The third element of gain is so-called dynamic effects which, if you read the logic of the
report, depend on the trade liberalisation being genuinely liberalising. But if the trade
liberalisation is not liberalising, if it moves in another direction, then there is no reason to think
the dynamic gains will be positive. In fact it is very likely that if the trade liberalisation effects
are negative the dynamic defects will be negative as well. So just on a straightforward
application of the logic of the models—not the words, and above all not the words of the
executive summary, but the logic of the models—suggests that the median estimate of gains
would be approximately zero. It would be possibly slightly negative but approximately zero,
way below the bottom end of the range of outcomes that CIE and DFAT suggested and put the
95 per cent probability bounds around. I think the strategic points are more important than the
economic points discussed so far, and I would like to emphasise four.
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CHAIR—Can you emphasise them quickly, Professor Garnaut? Sorry.
Prof. Garnaut—The way the Australia-US free trade agreement—such an important issue—
has been considered without a Productivity Commission report, accepting the logic of tit for tat
negotiation of many aspects of our domestic policy, is damaging to the political economy of
trade liberalisation and clean industry policy in Australia. The point is made rather dramatically
by what has happened with sugar, but I would make the point much more generally than that.
I think that Australia’s encouraging rather than discouraging of the US emphasis on FTAs
since late 2000 has at once reduced the prospects of a good outcome from what became the
Doha Round and has been one cause of Australia’s losing leadership of agricultural trade
liberalisation forces to Brazil and the G20. The big meeting in Europe, which excludes Australia,
going on this week is the strongest evidence of that. The dynamics of our shift in policy towards
FTAs, of which the US one is the most important so far, have encouraged movements to
preferential trade in Asia. There is ample evidence of this leading to discrimination against our
agricultural exports in China from 1 January this year. I am happy to talk about all of those
effects in more detail.
Finally, I think that putting difficult trade issues right at the centre of the political relationship
between Australia and the United States will turn out to be very damaging to what I consider a
very important and valuable political relationship between Australia and the United States. There
are lots of examples I could give but I will highlight one. I happened to watch live on C-Span2
television the Senate finance committee discussion of the FTA with Zoellick, the US STR, in
Washington. No-one watching that exchange would have any doubt that the US Congress
believes, or the relevant Congress representatives believe, that there has been an undertaking that
will lead to changes in the Australian PBS. What we have done through the processes we have
agreed to there is institutionalise pressure from the US pharmaceuticals industry and the US
government on our PBS system. A future health minister may be able to resist that pressure, but
it will be at the cost of disappointing expectations in the United States. We will have to choose
between damaging the political relationship and damaging Australian PBS interests as a result of
the processes set up in this FTA.
CHAIR—Thank you. I know that it is impossible to keep it brief but I again entreat everyone
to do the best they can. I will come back to you, Andy, at the end, because some criticisms have
been made and it might be reasonable to give you an opportunity to reply to them so that we get
all of the arguments before us. Ms Drake-Brockman, you are next.
Ms Drake-Brockman—I run a small consultancy company, Trade and Environment
Solutions, and on a consultancy basis I act as Executive Director of the Australian Services
Roundtable. It is in the latter capacity that I was invited by the committee to appear. I have
chosen to formally represent the roundtable membership today, partly because the sector is
under-represented in official circles and partly because in promoting this agreement the
government has focused on the gains in services and investment, including to justify carve-outs
in other sectors, and so I felt it was worth while to focus specifically on services issues.
Chapter 10 on cross-border trade in services delivers us no new market access. What it
delivers us is some limited and highly qualified new legal protection, known as national
treatment. It delivers it in roughly half-a-dozen subsectors where we do not yet have that
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protection in the GATS in the WTO. How useful are those new protections? They are significant
but they offer both Australia and the United States scope now to improve their GATS offers.
Frankly, though, we would be surprised if Australia went down that particular path, as one of the
areas we have given national treatment to is water supply, which we have specifically said we
will exclude from our GATS offer. So the legal protections, on balance, are limited.
What we have achieved throughout that chapter and other chapters of the agreement are a
series of processes. We have new processes on financial services, telecommunications,
competition policy, immigration dialogue, and standards and technical barriers. Of all those
various processes, the most significant is the one on professional services, an area where we
would hope that in time and with significant business input we might make some progress on
mutual recognition for qualifications and licensing issues. But there has been a lot of
misinformation on this. The FTA itself does not achieve any forward progress on those issues. It
establishes a process through which business can seek to make further progress.
There is one major absence from the FTA—that is, a chapter on the temporary movement of
business people. This is something the services industries particularly were seeking. It gets no
mention. In services, if you cannot get a visa and get across the border you cannot deliver your
service. It is a major omission. It is important. We also feel that there are areas where the
negotiations were clearly based on a retain all non-conforming measures approach, unless the
US seeks to get rid of them. It was not seen as an opportunity to get our own house in order on
the regulatory front. So there are areas where we would have liked things to go further.
To sum up, there is a highly liberalising thrust in the chapter on investment. There are very
generous rules of origin. We will be concerned if it is not implemented on an MFN basis.
Because there has been some lack of transparency on this issue we wish to point out that
although there is no investor state dispute settlement article in that chapter, the door has not been
entirely closed. The article 11.16 consultation process in effect leaves that issue open for the
future.
To conclude, some of our members are deeply concerned. I am not going to cover culture,
intellectual property, audiovisual or e-commerce because you will receive submissions directly
on all those issues. But in the membership there is no matching enthusiasm in any of the other
sectors to counter that deep concern. We see that the positives are in financial services and in
government procurement. But, with regard to government procurement, the US market is harder
to access and more limited than we initially thought, and we are doing a lot of work in that area.
On balance, most of the membership tends to see the agreement as benign.
Prof. Quiggin—I am a Federation Fellow at the University of Queensland, although I am
appearing in a personal capacity. To save time, I will say that I briefly endorse what Ross
Garnaut and Peter Drysdale had to say. I will not repeat what they said; I will just make a couple
of points on the modelling. I have done extensive work on the issues of both dynamic
productivity gains and the equity premium, which is the basis for the estimated gains from
capital liberalisation. I do not believe either of the estimated gains in those sectors of the report
can be sustained. We really should be focusing on gains or losses in the trade sector as far as
those components go. My main concern is with the intellectual property component of the
agreement. Unlike the ambiguous issues we have had so far, all components here are
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unambiguously negative. They are bad economics from the point of view of the United States
and they are more damaging to Australia than they are to the United States.
I refer particularly to the extension of copyright which has been the subject of vigorous debate
in the United States recently. A number of leading economists, including Nobel prize winners
from across the spectrum, put a case to the US Supreme Court opposing further extension of US
copyright, well beyond the 70 years they are now asking from us. There is a general view within
the economics profession that the trade-off between giving monopoly rights to owners of
intellectual property and the cost of those associated monopoly rights has been tilted too far in
the direction of the owners of intellectual property. We are seeing that pushed in the United
States across a range of issues—not only copyright but measures like the Digital Millennium
Copyright Act and the balance between the pharmaceutical industry and the interests of health
consumers. The extension of copyright, which is something which will require legislation, is
therefore of particular relevance in terms of the Senate’s deliberations. It is bad policy even in
the US but, because the balance of payments is going primarily towards owners of intellectual
property in the US from Australia, it is even worse from the Australian point of view.
With respect to the PBS we have had a number of statements. For example, I attended a
meeting in which the chief negotiator said essentially, ‘We gave them nothing. There’s nothing in
this agreement that affects the PBS in any way.’ On the other hand, Medicines Australia put out a
press release saying that this was going to lead to $1 billion in new investment. I do not think
that those two claims can be squared and I prefer the view that this is going to be a source of
continuing pressure, bearing in mind that the US Congress has specifically passed legislation
demanding the opening up of our PBS. Looking at the terms of the current agreement, even that
provides room for pressure but, as we have said previously, this is a living agreement. We can
expect it to go further and we can expect in every round that the chink that has been opened in
the PBS is going to be widened even further.
A standard demand in these negotiations on the US side has been reimposition of restrictions
on parallel importing, something which we removed relatively recently. That is not in this
agreement but I think we can expect to see continued pressure in that direction as we go through
this process. As I say, the agreement in itself, especially the trade part, is very modest. The real
interest is: are we going in the right direction with this agreement? As far as intellectual property
is concerned, we are going unambiguously in the wrong direction.
Prof. Buckley—I will try to keep this brief. I see this as a standard bilateral deal in which the
details favour the more powerful. The US is very good at playing the long game in the time
sense. Its principal and growing export is intellectual property and intangibles. In that sense, the
local content rules in our media will get watered down considerably with the introduction of new
technologies over time. Particularly on the PBS, the free trade agreement contains the right to
challenge exclusion. When the committee makes decisions to exclude certain drugs or treatments
there is a right to challenge. The government has said that that will not mean that new treatments
and drugs can be admitted against Australia’s interests. I am perhaps unique on this side of the
table. I am probably the only non-economist. I am a lawyer. As a lawyer reading the language, I
just cannot see it. The free trade agreement calls for an independent tribunal, the normal rules of
due process will apply and we will have more treatments in the PBS. I am not saying whether
that is a good or a bad thing, but it will cost the government more money.
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I agree with John Quiggin on the extension of copyright issue. I cannot see any economic
benefits from extending copyright. It is not going to encourage anybody to create anything more
and it is only going to cost Australia because we are not a particularly significant copyright
generator. The other thing I would say as a lawyer is that—and I forget who brought this up—the
certificate of origin type rules are extremely expensive. It is very easy to underestimate the cost
of complying with regulation, particularly for a business that is not a very large business with
economies of scale. Lawyers and complex administrators are expensive beasts. This introduces a
whole new bundle of rules which will have to be complied with.
To sum up, if you look at the history of the last 50 years of Australia’s involvement in
international affairs, you see that we are a very small economy. One of the things we have had is
a degree of moral capital or reputational capital that has historically allowed us to punch above
our weight from the founding of the UN onwards. However, in agreeing to such a bad deal on
agriculture in this agreement, we really reduce our moral authority in the Cairns Group and in
the current Doha Round. Again, that is the sort of price that is very easy to underestimate.
Mr Oxley—I represent the Australian Business Group for a Free Trade Agreement with the
United States. We have in our group most major companies who have major investment and
trade interests in the US. We cover services, resources, manufacturing and agriculture.
Much of this discussion has been academic to the point of uselessness. The point of free trade
agreements and trade liberalisation arrangements is to enable economies to function better and to
enable business to do more business in other markets. The ultimate judgment about the success
of an arrangement is whether there is more business done. I can tell you that most of our
members would not use an econometrics study to assess whether or not there were a new market.
In fact, a lot of the debate we are having here is reminiscent of theological debates about how
many angels can dance on the head of a pin. The actual amount of extra change being talked
about—either winning or losing—in real terms is so small that one of the golden rules of
econometrics is met, which is: don’t use it for small gains or losses; it doesn’t tell you anything.
What should be done is a proper economic analysis, and that is the way in which business would
look at it.
Australian businesses in our group consider that this agreement will significantly help the
transition of trade and investment between Australia and the United States. The business group
supported this very strongly because it considers that the United States will remain the world’s
most competitive economy. Allowing business reference settings, which we get from freeing up
investment and trade, will encourage our business groups to set their settings on the world’s best
standard when they work and trade in global markets. The argument, frankly, comes down to
being about as simple as that.
Trade liberalisation agreements are also, in classic economic argument, struck in order to
make your own economy more competitive. This agreement does open up investment and it does
reduce trade barriers. If I may say so, it represents the first active liberalisation of investment and
trade that the Howard government has undertaken since it came to office. I find it strange that
people who normally support the opening up of markets do not recognise that it has to be
through this vehicle—that, in fact, we got a welcome advance on this. I add something in respect
of that: our business group agrees with the point that where we have opened up markets with one
major country we should also do it with others. We agree that the investment liberalisation and
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the liberalisation of trade barriers should be multilateral. We believe that, in the case of
investment, they will be in the not too distant future.
We agree with those who say that this agreement is incomplete. Mr Chairman, when your
committee makes its findings about what to do with this agreement, you will be recommending
whether or not this agreement will be adopted. We know it is going to be very difficult to
propose changes to the agreement because it is locked up as a package; it is basically take the lot
or reject the lot. But there are some things that can be done and recommended in government
policy to improve the capacity of the agreement. One thing that our business group, along with
the services group, was disappointed about was the failure to include liberalisation of the
movement of personnel. We know that officials tried—the timing was against it because of the
Iraq war and because of increased security—but we do not see why, if the government is willing
to commit to a large package to help reform the sugar industry as part of the package of
responses introduced in this agreement, it should not also adopt, as a major long-term target, an
agreement with the United States to improve movement of personnel. As a group, we urge you to
adopt that as one of your findings.
My final point is on rules of origin. It is said over and again that the rules of origin are
extremely costly. The Australian Industry Group, which represents manufacturing, considers that
they will not be a significant impediment to trade between Australian companies and US
markets, although there is very little empirical work about the actual impact of them. The
Productivity Commission recently looked at the impact of rules of origin on the Australia-New
Zealand free trade agreement and found something that I think instinctively you would not be
surprised to realise: because of the adaptation and use of IT systems it is now relatively costeffective for businesses to comply with complicated rules of origin because of the capacity use to
computerised systems, like we do with customs clearance, to manage them.
Mr Cutbush—ACIL Tasman Pty Ltd is a consulting firm; I work in the Canberra office. Our
position is that Australia needs to be cautious about preferential trade agreements. We think that
the Productivity Commission staff paper of May 2003 explains very well why.
Those cautions and those warnings apply as much to the FTA with the US as to any other. We
do not have a company view on the FTA as such. We are professional economists in any case
and are not equipped to comment on every element. Our own work in 2002, a year after the
CIE’s first study for the Department of Foreign Affairs and Trade, found that a small negative
impact would result from the full implementation of the free trade agreement with the US. We
added that there were strategic aspects of concern, as Andy and Ross have called them, which on
balance were negatives. We did not include in our calculations a service sector productivity jump
or an investment boom. We did not see the justification for them. Because we had the benefit of
the CIEs work a year earlier, we were able to inspect and consider their approach but we did not
adopt it.
We have done no new work on the FTA to speak of, save some scoping work for business
interests. We have certainly not studied in depth the CIE’s report that was released by DFAT last
Friday. It is a very thought provoking report that warrants close inspection; nonetheless we
found the results surprising. We have no quarrels with the models as such. We believe the
committee would be wise to concentrate on the assumptions, particularly those in relation to
investment, and the sectoral productivity improvements that are assumed and are justified
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outside the model context as such. We are not troubled by the report’s findings on IP and PBS—
we are in broad instinctive agreement with those. We will have a few things to say later about
aspects of the productivity and investment assumptions.
Mr Brown—I am responsible for the economic modelling, so my view of the free trade
agreement is tragically narrow. It revolves around model inputs and outputs and the
interpretation of those. Greg has covered off on most of the things that I would say, in that we
have a model and we produced results that came up with a slight negative. The reasons for those
negatives have been discussed. To produce a positive result from our model would require
changes to the assumptions we make in the model, and that would mean a services sector
productivity shock would boost the results. In fact, in internal work, when we put in a similar
services sector productivity shock as a CIE study, we do get a positive result from the FTA.
Clearly the investment shocks that are going through the analysis now would significantly boost
any results that we would produce with our model. My view is pretty much centred on the
interpretation of the FTA and what it means for the modelling results, because they are important
in the public debate. When the numbers come out, people tend to focus on whether it is $6
billion a year or $4 billion a year. When those numbers change, it is important to understand why
they change.
CHAIR—Although we heard from Professor Weiss and Dr Thurbon yesterday, it was not in
this context. Dr Thurbon, would you like to comment?
Dr Thurbon—Professor Weiss will make comments on behalf of both of us.
Prof. Weiss—We are both appearing in a personal capacity as political scientists from the
University of Sydney and the University of New South Wales. As the senator said, we had the
opportunity yesterday to present our arguments and our concerns about this trade deal, which are
based on a 17-page submission to the select committee. Let me just say very briefly that the
areas that we cover in the submission—a draft submission, because we have been put on notice
to provide further details for our arguments—are concerned with the changes that impact on the
quarantine system, on public procurement, on the Pharmaceutical Benefits Scheme and on
intellectual property.
Because many of the comments we have heard just now from John Quiggin, Ross Garnaut and
Peter Drysdale dovetail in many ways with a number of our concerns, we will keep our
comments very brief. The main point that we make is that this is a very bad deal. It is a glaringly
lopsided deal for the country, and we do not support it. We believe it will cause irreversible
damage to Australia’s short- and long-term interests. On quarantine, for instance, we argue that
we will be trading away our scientifically based quarantine system for one that is based on a
political calculus. That means we will be trading away our enviable status as a disease-free
producer, and obviously that is an irreversible situation once it happens. It is a status upon which
the entire agricultural sector depends.
We know that this is the case because the changes outlined in annex 7-A and article 7.4 show
that the bodies being set up—the standing committee, which is a policy committee, and the
technical working group—are in there at the behest of US agriculture. Moreover these new
bodies are intended as vehicles by US industry and government to pursue the complete
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elimination of quarantine standards as they impinge on agricultural produce from the United
States.
We have seen insistent pressure from this direction—no blame on the other side—and that is
something we can expect and should expect. But now we are creating the very bodies, the Trojan
horses, that will make this a reality across a wide spectrum of agricultural goods. We have seen it
with Californian grapes. For 10 years there was insistent pressure, and two years ago we finally
relented to that pressure with the first consignments of grapes. In order to satisfy our standards,
the grapes have to be sprayed with chemicals that are toxic and banned in the United States.
Our main problem with this whole provision on quarantine is that it is politicising the science
of risk assessment. We do not see why that should happen. We already have a mechanism in the
WTO for any trade issues that might be construed as barriers on SPS issues. We do not see why
we need this new body, unless we can construe it as non-innocence. We can see where it is
heading. I think that that is the first point to make.
CHAIR—I am sorry, but we are under a time constraint. Are you able to conclude your other
points fairly quickly?
Prof. Weiss—A very important issue about the Pharmaceutical Benefits Scheme that we did
not get across because of all the pollution—the noise interference—in the background coming
from those who did not want us to make our points very clearly was about transparency.
‘Transparency’ is a motherhood and apple pie word like ‘innovation’ that is being used and cited
as a rationale for all these changes. In the pharmaceuticals case, transparency is a very nice thing
to have—and we would like to have more of it all over the place—but if its implementation is
going to be meaningful then we need to factor in transparency at the very beginning of the
decision-making process. That means that drug companies should be obliged to reveal their true
costs of R&D and of marketing and administration. They have been required to do this several
times in the United States, and they have fought it all the way to the Supreme Court. It is
famously known that drug companies—in particular, the powerful drug companies in the United
States—do not reveal their costing or pricing policies. They do not reveal their R&D costs. Even
the American authorities have failed to achieve transparency. We cannot have transparency at the
end of the decision-making process. It has to be factored in. So, if we are going to do it, we must
have mutual obligation or reciprocity in this agreement. I will leave it there. Thank you.
CHAIR—Thank you very much, Professor Weiss. I want to ask Andy to take a minute or two
to reply to those matters that were not covered in his principal address that have been raised in
the roundtable discussion. Before I do, I want to lay out how I propose to proceed from here. I
propose to lead off with some questions and then ask each member of the Senate committee to
ask questions so that everyone of you can hear all of our questions. Then we will go around the
table again for you to answer those questions, and hopefully at the end we will have a bit of time
for follow-up. That way we will ask our questions, you be able to answer them and, hopefully,
we will have a bit of time to follow up those answers. It does not mean to say that everyone has
to answer every question but I do hope that you can collectively answer questions of the
committee. Dr Stoeckel would you make your reply?
Dr Stoeckel—There are a few points I would like to clarify. We did think about investment
diversion and so on, but the point is there is no tax or tariff revenue on investment coming in, so
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we are simply going to source the lowest cost source of investment in the world, which is largely
the United States anyway—it is the largest supplier. Also investment is finely arbitraged around
the world and it moves around very quickly and easily. But the key thing about investment is
that, on the OECD figures based on Productivity Commission methodology, Australia still ranks
as the fifth most protective, restrictive on foreign direct investment. The question is: if there are
all those restrictions, why are they there? What they doing? How come we are not down there
with the United Kingdom and America as having lower and fewer restrictions on foreign
investment? It is more than just removing FIRB or an administration cost or whatever; it really is
to do with the depth and equity in the market. There is a lot of debate about the branch office
economy, and what we have looked at is how that might change and how the extra investment
and the depth of the Australian market might improve as we relax those investment rules and as
this agreement might emerge.
There is no ideal measure out there of that effect. There are two issues here. First of all, what
is the size of the input? As Greg Cutbush says, is our five-basis point reduction in that equity risk
premium—and John Quiggin and others also challenged that—a reasonable input? Secondly, if it
is, is this a reasonable way to model it through the G-cubed model? On that last point, we have
provided an attachment to try to work through and give an intuitive explanation of how that is.
But the point is that, if that effect is there and it is accepted that the G-cubed model with a fully
integrated financial sector and a real sector is the right way to represent a permanent change in
the equity risk premium, it has big effects.
For people to argue that is, say, zero, that is still a number and it is very important to say: ‘This
could be the effect. You could be making a big mistake here to think about putting in zero.’ It is
still a number; how did you get it? What was your analysis and how do you derive the fact that
there is no impact at all from the relaxing of those restrictions? Go back to the question: if we
are one of the most restrictive in the OECD area on foreign direct investment—those are OECD
figures and Productivity Commission methodology—then what are those restrictions doing? We
have made a big change there, but why didn’t we get rid of them all? Why are they still there?
Why don’t we just get rid of these things? The answer of course is that it is politically sensitive.
Some years ago we were asked to a study, and it was called Trojan Horse or More Horsepower,
on foreign investment, and the point is there is a lot of political sensitivity about foreign
investment, and that is why we have those restrictions. That is like a flashing red light saying,
‘Hey, maybe you are not that welcome in this country.’ Potentially that has a big impact.
As Peter Drysdale said, yes, we should be removing these restrictions unilaterally and on an
MFN basis, which is another point. Making the decision on whether we make those foreign
investment changes on a bilateral or multilateral basis is still in front of us. Obviously, our
recommendation would be that it ought to be on an MFN basis, but that is a decision for the
government. Then you could say, ‘If we should be doing this unilaterally, is this really part of the
agreement?’ That comes down to the politics of how you get change in an economy. Sure, we
have done very well in this country through having a sensible debate about what is in our own
best interests, and that is what we should be doing all the time. But you will find that there has
been very little debate about those foreign investment restrictions over the last couple of years,
and I think that is a mistake. If you want to argue that this is not part of the FTA, you can leave it
out. We have been very clear about which component contributes which bit, and if people want
to argue that they do not think that is there then you can leave it out.
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The second issue is dynamic productivity. The point about dynamic productivity is
contestable, and people have contested it, but it comes from the extra competition. The minute
we lower some prices, there is extra competition and firms have to do one of three things: one,
shrink and maybe go out of business; two, differentiate their product or try and get a higher price
for their product; or, three, cut costs. There are plenty of anecdotal stories right around the world
about where that has happened. Take Wagyu beef production, a major component of Japanese
beef production. They went from a tariff of 70 per cent in 1991 to an applied rate of 38.5 per
cent—that is, nearly halved the tariff, which was a big change—and Japanese domestic Wagyu
beef production rose. How did that happen? How did they increase output when faced with
additional competitive pressure from investments and so on? You can look at a very good paper
on the dairy industry put out late last year by Davis which attributed a lot of that dynamic gain in
the dairy industry to CER and to the extra competition as we reformed our own industry.
The point is that the dynamic stimulus comes as soon as there is any cost-reducing pressure.
Our argument is that there is not some dynamic stimulus, and we have dictated where we got
that from. I might ask Lee Davis to address the points about PBS and IP very quickly.
CHAIR—Are you able to bring this to some conclusion? I do not want this to be just about
this study.
Dr Stoeckel—Yes, I appreciate that.
CHAIR—I want to afford an opportunity, because matters have been raised that you have not
covered, but I do want to move on.
Mr Davis—I will just make a point regarding dynamic productivity. We heard the Australian
Dairy Industry Council this morning mention that over the last X number of years they have had
to innovate. Why? One reason is the liberalisation of the dairy sector in Australia. That is one
contributing factor to them—along with the New Zealand dairy sector—being probably the
world’s best producers of dairy. Referring to some of the other comments, we are a bit confused
as to how people are relating trade diversion to dynamic productivity. They are totally separate
issues. We do not see any relationship whatsoever, so I cannot answer that one.
CHAIR—Okay.
Mr Davis—A lot of issues were raised—PBS, IP and rules of origin. I will quickly say why
we took the approach we did, and I will start with the PBS. We have to look at what the
incremental change is due to this free trade agreement. In a nutshell, there are two things. Firstly,
the Pharmaceutical Benefits Advisory Committee has to provide a written response to companies
applying for their drugs to be listed going to why they were either successful or not successful.
This improves transparency, and that cannot be a bad thing for the company supplying.
Secondly, there is to be a committee established to review those decisions. As I understand from
the available literature, that is to be an independent committee. The PBAC does not have to take
that committee’s advice. What is the incremental cost associated with the agreement? We are
questioning the independence of those bodies, and that is something we cannot really address
here. You would have to speak to the review panel when it is established and question it about
their independence and so forth.
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I am sorry, Professor Weiss, I missed your relationship between transparency and
pharmaceutical companies explaining their production costs. In the second round we can come
back to that.
Prof. Weiss—I will clarify that.
CHAIR—Perhaps we can pick that up in the second round.
Mr Davis—IP is another issue. Essentially, we are increasing copyright protection from 50 to
70 years after the person who published the work has died. To the extent that copyright payments
form the cost of some publications that you buy at a bookstore, yes, it will increase. Anecdotally
we were advised that the IP or royalty or copyright payment formed a very small cost, only
about one per cent, of that publication.
We also have to question what is the life of a book. What is the incremental change in going
from 50 years to 70 years? Are there libraries around Australia queuing up to buy books after 50
years and once the copyright is extended they will have to wait another 20 years? Realistically,
we do not see so marginal an impact but we do acknowledge that there will be some very slight
cost. But we do not know what that will be and neither did the IP people we spoke to in
Melbourne.
CHAIR—I would like to come to questions now. I thank you all for your contributions,
because they have distilled a number of key points. Cutting to the bottom line of this from my
point of view, by all reports we are on the verge of an election in Australia and at the same time
we are being asked to adopt a major agreement which may have considerable economic
ramifications. So a consideration can be put this way: the government has said, in effect, ‘This is
not a good agreement but it’s the best we could get, and we’re better off to pocket it and move
forward.’
Senator BRANDIS—The government has not said that.
CHAIR—That is my interpretation.
Senator BRANDIS—The government has not said that this is not a good agreement. That is
just not right, Mr Chairman.
CHAIR—If the government members of this committee disagree—
Senator FERRIS—That is your interpretation of it.
CHAIR—Yes, that is my interpretation of it.
Senator BRANDIS—No government spokesman has said that this is not a good agreement.
Senator O’BRIEN—Here we go, wasting time again.
CHAIR—My interpretation of what the government said is that this is the best we could get.
By inference, then, it is not a good agreement. What they have gone on and said, and this is the
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key point, is that we are better off to pocket this agreement and move on and build on it. The
question of whether we are better off to pocket this agreement is a key question in my view. That
raises the issue of what is the impact on the round of this agreement if it is pocketed. Are we
worse off, and some of you have said that we are, by pocketing it? If we do pocket it and we are
worse off, that is a negative to the country. Is that a worthwhile and sensible thing to do? The
other question, which is unable to be assessed, is what damage rejecting an agreement of this
type at this stage of its negotiation would do to the Australia-US relationship.
The other issue that I would like you to comment on is NAFTA. My recollection of NAFTA
negotiations is that the negotiations were concluded under the first Bush administration but
finalised and signed off under the Clinton administration. The NAFTA agreement was held up by
the Clinton administration. It revisited it and then negotiated a number of side letters that
magnified or dealt with issues that the Clinton administration thought were inadequately covered
in the agreement. Is that type of approach an option for us if there are areas that we are unhappy
with?
In the cartoon way in which the cost benefit of this agreement has been presented in popular
debate, is it reasonable for us as a committee to say that the $444.4 million given to the sugar
industry is a cost of this agreement because we were unable to break through on sugar? I am
intrigued by the arguments that we better off now to multilateralise this agreement, particularly
in view of the conditions in the treaty of Nara that Professor Drysdale referred to. Is that a view
held by all of you and/or is it just related to the area on investment that Professor Drysdale
raised? Those are my questions.
Senator BRANDIS—I have three questions. For the sake of saving time I will direct them to
individual witnesses. My first question is to Professor Drysdale. I am not sure that I completely
understood what you were saying. Would you expand more fully on your observation about
whether or not this agreement is likely to divert more trade than it creates? I invite you to expand
on your critique of table 7.1 of the Centre for International Economics report. Dr Stoeckel, I will
then invite you to respond to Professor Drysdale’s critique. That is my first question.
My second question is to Mr Oxley. A number of witnesses have identified areas of the
agreement which, they would maintain, assert there is a negative for Australia but we have not
heard, other than in relation to those couple of areas, much discussion of the many positives for
Australia. Can I ask you to say a few words about what you consider would be the significance
of those provisions of the agreement that give Australian firms access to American procurement
and tendering processes?
My third question is to Professor Buckley, and I am glad there is at least one lawyer among
the panel. We have heard the observation that this agreement might impinge upon existing trade
agreements that Australia has with Japan. Although we have not heard this, I apprehend that the
same point might apply in relation to the CER with New Zealand. If you have considered that
question, I invite you to make a few observations on the likely effect, if any, on those other trade
relationships Australia has.
Senator O’BRIEN—I have a few questions. Would members of the roundtable comment on
how we can assess the value to the economy of market access gains that are subject to safeguard
measures? Doesn’t the existence of a safeguard measure mean that we cannot reliably assess the
FTA

FTA 34

Senate—Select

Wednesday, 5 May 2004

trade benefit of the deal with respect to commodity gains? Secondly, what views do members of
the roundtable panel have about the impact of the exclusion of sugar on our ability to deal with
authority with those who would maintain protections for sugar in other economies, particularly
the EU? What will the impact be on our credibility in multilateral negotiations? Thirdly, in terms
of the US government procurement alleged breakthrough, what do members of the roundtable
believe will be the real impact of the remaining state barriers to procurement? What are our
realistic chances of any further breakdown in that regard?
Senator FERRIS—Let me just flag that I have many questions for the individuals at the
table. I will ask three now and I will put the rest on notice as they are relevant. Dr Stoeckel, we
have heard some evidence today, and we also heard evidence yesterday, that pressure on
agriculture, through the sanitary and phytosanitary agreements and on the PBS will now be
institutionalised. Could you respond to that, taking into account any of your analyses?
My second question is to Mr Oxley: as a trade negotiator with some years experience in this
area, could you comment on the comments that were made this morning in relation to any
undermining of the activities of the Cairns Group, which I know you were associated with over a
long period of time, and the way in which this free trade agreement may operate? My third
question is to Professor Garnaut. I think a couple of years ago you were quoted as saying that
analysis has never revealed large enough net economic benefits to Australia from any
preferential trading agreement with the United States to justify the cost of moving forward. Do
you still stand by those comments that you were reported as having made in 2002? I apologise
for not having had the opportunity to look at your notes, so please forgive me if you have
covered that point.
Senator HARRIS—Mr Stoler, you made a comment that the document is a living agreement.
To me that implies the ability to alter it. Is that correct or incorrect? If there is the ability to alter
it, would it be done by rounds of negotiations? If not, who would instigate it and how? Professor
Drysdale, you made the comment that you believe the agreement is likely to divert more trade.
Could you expand briefly on that? Professor Garnaut, you made the comment regarding greatly
underestimating the ROO—which I think is absolutely gorgeous, being a bushie—or the rules of
origin. Mr Cutbush, you mentioned the need to be cautious. We really need to have some more
information on that. You may want to take that on notice and set those reasons out. We may not
get around to all of these. Mr Brown, you mentioned changes in your modelling, changing your
outcome from negative to positive. Depending on the time we have, you may need to take that
on notice. Professor Weiss, you believe there will be the possibility of impacts on quarantine.
Could you expand on that?
CHAIR—There is a fair bit there. Once again, I am going to have to ask all of you to be brief
and to the point in your comments.
Prof. Weiss—Obviously, we think it is hard to model for trade impacts in a number of areas.
We think the areas are, of course, the PBS as a result of the transparency issue which Dr
Thurbon will talk about in government procurement and quarantine. We think it is very hard to
factor in the effect of the Buy America Act and the Buy American Improvement Act. The
resurgent emphasis now being placed on national security is resulting in many overseas tenders
being overturned. Let me say one thing about government procurement that probably has been
mentioned: it is very hard to see how there can be any net effect or net gains for Australia, given
FTA

Wednesday, 5 May 2004

Senate—Select

FTA 35

that currently government contractors for public procurement tenders source inputs locally under
offset clauses. That is a net gain for the Australian economy, but under the deal American firms
will now not be obliged to source their inputs locally so this will be a net loss.
Given that assumptions are being made all over the place, here we can actually make a safe
assumption that, given American insistence on removing this offset clause—which I understand
has not been removed in the Singapore bilateral deal—the American side will be sourcing their
inputs offshore. I would really like to know how that could add up to a net gain for Australia.
Similarly, as I have mentioned, if you factor into that loss the idea that we are going to somehow
have significant gains in the American economy through public contracting, I fail to understand
it because of the current legislation that is bent on securing even further the ‘buy American’ law
of having to source inputs locally and employ Americans. Again, it is mysterious to me how we
can see any net gains coming from this. I can give examples, as we do in our submission, of how
foreign tenders are being overturned under the national security clause—which, in the present
climate, is far more resonant in the American case than ever. So I think we need to be less naive
about gains on that side.
You asked me to address quarantine. As I think our submission makes clear—we have shown
the evidence—you could virtually lift the demands of the California Farm Bureau Federation as
to the two bodies they wanted set up if they were going to have any kind of free trade agreement
with Australia:
... establish a standing SPS committee that will meet at least twice a year, and that would be under the direction of the US
Trade Representative’s office and their Australian counterpart. While technical regulators and scientists would, of course,
be active participants, a policy level committee would help ensure that the technical and policy priorities are consistent
and compatible ...

They have actually put a dollar amount on the gains from this agreement as a result of what they
predict will be the elimination of our quarantine barriers. Again, are we going to simply ignore
this and say that it is just a cosmetic thing and that they think one thing and we think another?
Are we being extremely naive in ignoring the assumptions on the other side? Going on past
experience, I think we would be ostriches rather than emus—which happens to be one of our
national emblems. Let us not be ostriches; let us remain emus, who cannot go backward.
Dr Thurbon—We have been asked to clarify some of our statements regarding the proposed
changes to the PBS. In the agreement the stated aim of the creation of the review panel is to
increase the transparency in the listing and the pricing decisions of the PBAC. Our point is
simply that, if the aim is to increase transparency in the pricing decisions of the PBAC, we need
to address the beginning of the decision-making process, not the end of the decision-making
process. That is, we need to require that the information provided by US pharmaceutical
companies about the actual costs of their drugs be true and transparent and to ensure that we are
not subsidising fictitious innovation and R&D costs.
The US government itself has been fighting for transparency in the drug costings of its own
companies for many years. It has been fighting for transparency in the costing information
because drug costs in the US are about three times as high as they are anywhere else in the world
and US companies claim that their costs are so high because of their massive innovation and
R&D costs. But they refuse to provide any information relating to the actual costs of innovation.
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The US government fought them all the way to the Supreme Court to have them reveal this
information, only to have that request overturned.
So our problem is that, if we actually want to ensure that the PBAC is using Australian
taxpayers’ money to subsidise the most cost-effective drugs, we must ensure that we build
transparency into our decision-making process from the very beginning. This is something that
the proposed changes do not do. They simply look at the end point of the decision-making
process. They allow pharmaceutical companies to challenge decisions made by the PBAC. We
say: why not put a mutual obligation on US pharmaceutical companies to provide transparent
costing information relating to the true costs of their drugs so that we can be absolutely sure that
we are not using precious, scarce Australian taxpayers’ funds to subsidise inflated US drug
prices, and that is our main problem with the proposal as it stands.
Mr Brown—The point I was raising before was one about the assumptions in the model and
how important they are to the results that are generated. Our previous work, which essentially
removed tariff and non-tariff barriers between America and Australia, produced a negative in
terms of economic welfare. The work by the CIE had similar reductions in tariff and non-tariff
barriers but a services productivity improvement. Internal work that we have done on that to
look at the impact of the services productivity improvement is enough to shift our negative result
to a slight positive. That is using a productivity measure that is not labour shedding, as such, but
allows you to get more output for a given level of input.
In terms of the recent work that has just come out, argument about the services productivity is
less important than it was. The debates now about assumptions will revolve around the other
dynamic gains that they have introduced to the modelling, which are in sectors other than
services and, of course, the investment effect. I have not run those scenarios in the model that we
have but I can assure the committee that when we put those sorts of numbers in, the welfare
results will increase and increase substantially based on the magnitude of the results that I have
seen.
Mr Cutbush—Senator Harris had a question specifically for me. Senator Harris, you asked
me to particularise my concerns about the investment and productivity assumptions that have
been made by the recent report that the CIE released. I have had a fairly close look at chapter 11
of the FTA and annex 1, as signed, and chapter 4 of the CIE’s report which addresses this issue. I
have a number of questions; I have no answers yet. I have no final conclusions and, as a
company, we would like to think about those before we utter anything as an official statement.
I can name three concerns we have. One is that it is not that clear what has been agreed. It
seems to me that a literal reading of chapter 11 and annex 1 leaves you wondering whether new
investment is in fact covered. It is certainly clear that what is meant to be covered are takeovers
and investment in old ventures by the Americans—the relaxation does apply to them. But it is
not clear at all whether it is meant to be embracing of new investment as well. There are
certainly some paragraphs in the annex which are bewildering to an economist, let me tell you.
Senator BRANDIS—There is a serious point here. There are these interpretation issues that
might raise questions in some people’s minds but they are not really doubtful issues because they
are a matter for the proper construction of the agreement. Lawyers bring something to the table
and the economists bring something else to the table.
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Mr Cutbush—It is true, Senator Brandis, that it should be simply clarified by a legal
interpretation. We have had conflicting advice on this very point from the Department of Foreign
Affairs and Trade.
CHAIR—It may also be that what we have is the draft, which is being legally ‘brushed’, and
we have not got the final text.
Mr Cutbush—Quite. Thank goodness, I suppose. I can share with the committee that we
called the department’s information officer on this subject and got a certain answer regarding
new investment from her and then a completely opposite answer from another person we asked
directly in Perth.
Senator BRANDIS—You have observed the ‘difference phenomenon’.
CHAIR—Order!
Mr Cutbush—It is very important to the size of what has been agreed.
Senator BRANDIS—But it is a legal document, though.
CHAIR—Order, Senator Brandis! Order! All members of the committee come to order and
let’s get on with it. Please proceed, Mr Cutbush.
Mr Cutbush—The question is whether the CIE’s modelling captures the agreed thing. That
could be easily sorted. The report, as I read it, carefully follows the wording used in the annex
and is cautious about that but remains open about what has and has not been agreed on this very
issue of new investment. That is the first point. The second point is, of course, what the
stimulatory effect of any concession would be. It seems to me that depends partly on how you
might interpret history. We have had a change or two to our rules over the last few years. I would
like to inspect what happened when those rules altered. There is nothing like going back and
having a look at the facts. Certainly, not very many proposals have been rejected in recent years.
In the last five years, as the CIE says on page 32, there have been only four rejected out of 2,285
proposals. That probably covers new investment, old investment and every sector including
those that are excluded from the relaxation that is proposed. To get a better fix on the stimulatory
effect of any relaxation is a priority for the committee.
Finally, I am concerned, I think the committee has itself addressed this, because it seems to be
rather sweeping to be suggesting that everything the FIRB has been doing in recent years is
against the national interest. The economist’s knee-jerk reaction to this is just that: it is a
nuisance, it has been getting in the road and all that sort of thing, but how sure can we be that
what it has been up to—even if it has only rejected four or dissuaded others which have not
turned up—has been against what is in Australia’s interest? It is a question that needs addressing
front on.
Mr Oxley—I was asked to summarise the positives of the agreement. It should not be
necessary, but it is handy. Firstly, it increases the competitiveness of the Australian economy. To
argue that removal of an average tariff of three per cent on imports from the United States is not
important is like saying a cut in tax rate of three per cent is not important. To suggest that the
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United States is only one export market to us is to overlook the fact that it is probably our major
source of imports for capital goods and things that actually make our manufacturing and service
industries competitive. In other words, the imports from the United States are very important for
affecting the cost equation of the Australian government.
As I have argued before, we now have zero tariffs with New Zealand. The government is
steadily expanding the exposure of the Australian market to full duty-free competition. It is very
important. We are getting increased exports to the US market. The oddest argument I have heard
in this whole discussion is the suggestion that because we did not get 100 per cent liberalisation
in the agreement it is not worth while. I observe that this is not a measure which is used to assess
any outcome from the WTO. The WTO rarely produces a 100 per cent result. We get what we
can. We are concerned about the rules, but to erect this other standard which has drifted into the
debate and to say that this agreement is not useful because it did not give us 100 per cent
liberalisation has no standing in any sense except as an academic point along the lines of how
many angels can dance on the head of a pin.
On the PBS, one thing that has been overlooked in the argument about greater transparency
with this government agency is that it will increase and support greater investment by
pharmaceutical companies in Australia. Let us not overlook that these ‘dastardly’ foreign
companies are actually Australian companies. Most of the pharmaceutical manufacturers in
Australia are foreign owned, they are very significant employers and they support a significant
export industry. If you speak to any of them about how these government officials have taken
decisions about how products go on or off the list and what price they are, they will complain to
you that they have no idea what to expect. We all know with regulation that if investors know
there is certainty about how proposals will be handled they will invest more. That is quite an
important point to be made.
The agreement protects the interests of Australian investors in the US market for the first time.
This agreement will create a legal obligation which will prevent the Americans—and you will
get this at state and county government level, not at national government level—from
discriminating against an Australian foreign investor on the grounds that they are foreign and not
American. It is a back-up right. We will give the same right to Americans. It is one of those
things which gives companies greater confidence that they can work freely in a foreign market
and get the same treatment as the locals—very valuable.
Yes, increased access to the government procurement market involves all sorts of rules, like
the Buy America Act and security impositions. They apply to everything, not just to this
agreement. What this agreement does is to give Australian companies the opportunity to bid for a
market to which they were previously excluded. It might not be 100 per cent, but it comes back
to the old argument that something is better than nothing. It certainly is a significant
improvement. If the companies want to work it, it should be good business. I might say that
trying to do business with government in any country is difficult, and I actually would not
recommend to a company to make that their first target.
Senator BRANDIS—Mr Oxley, it is said against you over here, as I understand it, that that is
just a theoretical right because the Americans are going to buy American anyway. What do you
say about that?
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Mr Oxley—The American state agencies which have agreed to participate in this have agreed
to waive the Buy America provision in respect of Australian companies, as I understand it. I
think the overall point about all this is that there might be some arguments saying that these are
smaller economic gains rather than bigger economic gains. I will come back to the point that, as
a business group, we have actually failed to get across to the community that these agreements
have 30- to 50-year time horizons. The ultimate gain in this agreement is going to be the
capacity for Australian and US business to work seamlessly in their competing markets over the
longer run, and Australian business has not the slightest degree of confidence that this will
produce significant and major returns for us.
In terms of the other positives, something that has not been touched on is that there is no
question that negotiating this agreement—and the Americans are doing similar agreements with
Singapore and with Chile—has considerably strengthened the capacity of Australia and the
United States to advance effective liberalisation in the APEC region. One of the problems in the
APEC region is that Asian economies have been willing to negotiate what you would call
political agreements because they have been willing to avoid legal commitments. The essential
thing about trade liberalisation agreements, if they are effective, is that they must be legally
binding, and Asians do not like legally binding agreements. The fact that in the APEC region we
have been able to erect a new standard which is close to the WTO standard for binding countries
to commit to opening markets and sticking to it is extremely important, and I suggest we are
going to see quite an important benefit from that.
I was asked what I thought about the concern that our being involved with the US FTA
undermines our capacity in the Cairns Group. I do not see it; I never have. There are two
arguments, I guess. One argument is: do we lose our moral authority because we have done a
deal with the US on agriculture? No, it will probably increase our standing with the other
countries who wish they had done the same thing. Many members of the Cairns Group have
been trying to do bilateral deals anyway. All the Latin countries have been pushing the United
States for a free trade agreement, and I think one of the more powerful arguments—political, not
economic—is that, had they actually succeeded in doing that and got preferential access to the
US agricultural market ahead of our people, we probably would have been derelict in our duty in
looking after the interests of the Australian farm sector for getting access to the US market.
The other argument is: have we been sidetracked with time and have we neglected the Cairns
Group? That is a different issue. In fact I think the problem with the Cairns Group is longer and
deeper seated, and I suspect our neglect of angst on the part of countries like the Philippines over
quarantine probably had a longer term corrosive effect in members of the Cairns Group arriving
at the conclusion that perhaps it was not as effective for their interests as they thought. Whether
the Cairns Group will recover its status will depend on whether or not that group of 21
continues. As I said at a previous committee hearing, I understand the critical feature of the
emergence of the group of 21; it was the addition of China to that group which changed the
geopolitical balance inside the WTO. In that sense, if the Cairns Group is not as significant as it
was, it is because someone has realised there is a new heavy player in the system and changed
the dynamics of the way the system runs.
As for whether or not the WTO has got momentum or traction, I am increasingly anxious as
the days pass that it is actually losing momentum. It is not because of all the FTA activity; I think
there is a fear of something quite fundamental and deeply wrong at work in the WTO. In a sense,
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we are getting FTA activity because of that. It is not the other way around. You asked, Chair,
what would be the downside for Australia if we refected the agreement. We would probably be
regarded as the most bizarre country in the world for having rejected a free trade agreement with
the world’s biggest economy—an agreement that would actually give us access in agriculture,
which is one of the most difficult areas, notwithstanding the fact that it is not perfect—when
many other countries are lining up to have an agreement with them. I honestly do not know how
any serious Australian government could justify that to the world at large. You asked if maybe
we should wait to see what we get with the Democrats. It would be worse.
CHAIR—I did not actually ask that.
Senator BRANDIS—I think you should stop thinking about what would happen if the Labor
Party win the election.
Mr Oxley—I think it was more to do with US policy.
CHAIR—We are being asked to commit to an agreement on the eve on an election which that
the pundits say could go either way. Therefore, we as an alternative government have to take
responsibility for our actions here. That is quite a weighty responsibility because this agreement
will endure over 20 or 30 years—I think they were your terms. An option—and I am not saying
it is a consideration at this stage—is to wait until after the elections. Then, away from the heat of
election argument and in a calmer atmosphere, we could conclude an agreement.
Mr Oxley—It may be an option which you do not have to decide on. We need to look at the
electoral climate in the United States. It is quite possible that the Republicans in the congress
may decide not to put the trade agreement up for vote.
CHAIR—I put that at a 20 to 30 per cent possibility.
Mr Oxley—I think it might even be a bit higher. We are trying to predict what is going to
happen in US domestic politics. It is a big call. If that happens, what will happen? Any
agreement will then fall to the successor administration. It could be a Democrat administration.
History shows that they tend to pick up the agreements and readopt them. With a country like
Australia, I doubt there would be much pressure on the US side to change it. But, frankly, if we
did seek to reopen it and it was a Democrat administration, it would not be good for Australia.
Traditionally it has been the Republicans who have tended to keep the focus in the agreements
on economic issues, to the extent that they can. It is the Democrats who have tended to wind in
the non-trade issues like environment and labour. While they will not make much headway in the
case of Australia because the standards are very similar, there is an inclination built into the
Democrat party to intrude on a lot of these non-trade issues in bilateral agreements. That would
not be in our interests.
CHAIR—To be fair to Clinton, he actually concluded the NAFTA.
Prof. Buckley—Senator Brandis asked me whether our present treaty obligations with Japan
and New Zealand might require us to multilateralise the investment provisions of the FTA. In
principle I suspect it would, but I do not want to advance a final conclusion.
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Senator BRANDIS—You can take that on notice and give us something in writing, to save
time.
Prof. Buckley—I have not read the treaties with that in mind, but I will.
Senator BRANDIS—Thank you.
CHAIR—Professor Quiggin, there are some general questions you might want to address and
there are some issues about the PBS as well.
Prof. Quiggin—With regard to whether we are better off to pocket the agreement, history has
shown that you do not have to accept it as package to vote up or vote down. Agreements have
been negotiated in the past. This is a very lopsided agreement in favour of the US, as
commentary both here and in the US has shown. We should not be afraid of rejecting some of
the more objectionable provisions of the deal, such as the extension of copyright. If that throws
the process into a post-election round of renegotiation, we should not be terrified of that, given
how lopsided the deal is.
In pointing out how lopsided it is, we tend to focus on inadequate access to the US market.
But the really big problem is that this has done nothing to touch the Farm Bill, as far as
agriculture is concerned. It is not our position as exporters to the US that makes us suffer from
their activities; it is our position as a competitor in world markets. Although all sorts of
objectionable things we do to the US—such as the PBS, which I would say is a classic non-trade
issue—have been put on the table, this does not seem to have been. I cannot quite follow that.
We have to look at the sugar deal as part of the deal. We should not treat the whole $400
million as a cost, because a significant amount of that is of benefit to Australia and to the sugar
growers who receive it. But my experience has been that, when this kind of money is thrown at
an industry in response to a political imperative in a very short time frame, the cost-effectiveness
of it is usually pretty low. I suspect that when we cut out the actual benefit in terms of a transfer
to sugar growers and how much is wasted in one form or another, we will find a lot of waste.
That certainly ought to be deducted from the benefits of the scheme.
On the question that you raised about whether the implicit assumption that what we need to do
is complete multilateral removal of all restrictions on capital movements, I must say I was
surprised to hear that. There has been a great deal of concern over the past decade—moving
away from the view that a completely unrestricted world capital market is the best way to go—
about proposals to create a new global financial architecture, which have not got very far, so I
endorse what Greg Cutbush said; the assumption that everything the FIRB has done has been
bad is not one that I would want to accept.
On the modelling implications, the huge financial deregulation that we undertook during the
eighties and nineties was supposed to greatly reduce things like the equity premium. There is no
evidence at all it has done that. That issue is looked at all the time in regulatory context and so
on, and the general view is that there are no grounds for supposing that those changes have
produced immeasurable reduction in the equity risk premium. The general view is: some people
think it might have declined, but there is no genuine acceptance of that. We are talking about a
very speculative procedure as far as that is concerned.
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I now want to discuss the point that was raised in response to the discussion about the PBS.
Lee Davis said, as was pointed out, more asymmetric transparency cannot be a bad thing for the
companies concerned. I agree entirely; it cannot be a bad thing for the companies concerned, but
it does not mean it cannot be a bad thing for the Australian taxpayer. When you give one party
additional rights in a process it has to benefit that party, but the promised benefits that we are
talking about are not going to come for free. The idea that has been pushed on other occasions
and is implicit in most of the report is that really we dudded the Americans on this one; they did
not get any of what they wanted—and they have stated very clearly what they did want. I find
that undercut by the kinds of comments we have heard, and similarly from the comments by
Alan Oxley.
Ms Drake-Brockman—I agree with Professor Quiggin that we should not be afraid of
rejecting aspects of the agreement that are clearly not in our economic interest. I also add my
voice to his on the intellectual property issue because this is of real concern to a number of our
members. It is important to understand that this has nothing to do with trade liberalisation; this is
about Australia moving into line with a uniquely US agenda. It is all about propertisation and
privatisation of knowledge, and there is active—
Senator BRANDIS—Isn’t there an EU law as well? I thought we had a witness say yesterday
it was the EU standard as well, or is that wrong?
Prof. Quiggin—The EU has 70 years, the US has more than 70 years and will no doubt be
pushing this further. I do know that we have a better regime than either the US or the EU.
Senator BRANDIS—We would adopt the American standard and we would be closer to the
EU than we currently are?
Prof. Quiggin—We would adopt the EU standard—that is what we have been required to
do—and we would be close to the Americans, but with pressure—
Senator BRANDIS—So we would be more in conformity with the standards of the Western
world?
Prof. Quiggin—Indeed, but not good standards.
Ms Drake-Brockman—We are talking about extending private monopolies over expressions
of information that have, to date, been in the public domain. There is no clear economic reason
to make that—
Senator BRANDIS—I understand your point; I just wanted to clarify that.
Ms Drake-Brockman—I make that point partly because there are also some serious risks in
this agreement for our digital content industries, including the IP chapter. Our digital content
industries are all in trouble; they will be in worse trouble as a result of the agreement.
Meanwhile there are other risks, and those risks relate to the point Alan Oxley made about
aligning ourselves with world’s best practice. Only the marketplace can tell us what is world’s
best practice. It is not clear to me that FedEx is better than DHL in the courier services market,
for example, so, yes, I would argue that we should not only make the investment outcomes
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multilateral but also the national treatment on services achieved in chapter 10. There is no reason
why we cannot immediately put that into an improved WTO offer on services, and we should do
so. I would argue that if we are talking about whether we should pocket it or not, it should be
only if we reduce the risks by first having a prior and firm commitment that we will
multilateralise.
CHAIR—Professor Garnaut, there were a couple of questions to you but there are some
general questions as well.
Prof. Garnaut—Perhaps I can address the general questions you asked before turning to
some of the particular ones. You raised a really important question in asking if there would be
damage to the Australia-US political relationship in rejecting this agreement which I think is
very important and needs to be treated with care. I think the wise course for the Australian
parliament is to insist on proper process for consideration of this agreement. As we have become
aware from all of the discussion of this matter in recent times, very complex issues are being
raised. They are much more complex than the range of issues that has been raised by other trade
agreements. They involve legislation over quite a wide range of issues, and normally the whole
parliament would spend a lot of time on each of these issues. They are issues of very large
consequence for the Australian community.
Although I have formed a professional view that is negative about the FTA, what I would
advocate is not immediate rejection of the agreement but proper process, so that when the
Australian parliament comes to a view, it is on the basis of really strong analysis that, because it
is independent and transparent and is followed by a community discussion, will carry the
Australian community with it. I think it would be dangerous, above all for the political
relationship with the US, to have these highly sensitive issues rushed through as the subject of a
decision, as you say, Chair, on the eve of an election and sitting there as festering sores, with
resentments in our community that the normal thorough consideration had not been possible.
The proper process for issues of this kind in Australia is well established; we have strong
traditions and they have been very productive, valuable traditions for Australia.
I disagree with a lot of what Alan Oxley said, but one thing I agree with is that we do not want
for this a narrow modelling study because the best modelling exercise in the world cannot pick
up the full range of the issues, and he, himself, made that point. We want a proper economic
study, and that is the heartland of the work that the Productivity Commission has done over the
years on complex issues. A lot of the issues we have been discussing have been the subject of
Productivity Commission work. The Productivity Commission has a very strong and broad
professional base. It has strong traditions. It is accepted for its independent, transparent analysis.
It can draw on professional expertise from the community.
There is a question of how that fits the timetable for current consideration, and I think the
exchange we had on US consideration of the agreement is very important in this context. There
is nothing in this agreement that says it has to be passed by June or October or by 1 January or
even by 1 June next year. Chapter 23 of the agreement says that this agreement will come into
effect 60 days after both Congress and the parliament have approved whatever needs to be
approved for it to come into effect. That 60 days can be 60 days from 1 July or from 1 March
next year. The agreement would require both parliaments to go through that process. We have
heard a judgment that there is a significant possibility that the US administration will not even
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put the issue to the Congress this year. I think it is not very likely the Congress would debate it
and reject it. It is much more likely that it will not be put, in which case we will be back in the
situation anyway of having to consider the matter next year after the US Congress has come
back to it.
If there is an Australian election in August or September or even in October, as some
speculation suggests, then the normal processes of your committee and of the Senate cannot be
completed before the parliament rises, except by truncating even the pressured process that we
have in mind. I actually asked a question of representatives of the United States government. I
asked, ‘What would happen if there is an early election in Australia, and the Senate cannot
complete the process?’ and the answer was, ‘No problem at all.’ They drew my attention to
chapter 23 of the agreement which says that if, because of an early election, the Australian
parliament does not consider it, it just gets considered by the Australian parliament in due course
and then comes into effect if the parliament approves it 60 days after the agreement.
Quite apart from any of the internal processes of this committee, if you recommended that it
should be voted on in the Senate next week and if the Senate passed it, we may be talking about
next year because of the US processes. But if you go through your normal processes, you may
not be able to complete them because of an early Australian election. That will not kill this
agreement. It can be considered properly. There is time for a Productivity Commission report
and a thorough discussion of these issues to bring the community along. If this agreement is
judged in the national interest to come into effect next year, there will be time to deal with things
properly.
Very briefly on other questions, Senator Ferris drew attention to an article I wrote a couple of
years ago and asked if that is still my judgment. Yes, it is still my judgment. I think that a
straightforward reading of the DFAT CIE report is that the net benefits from this agreement on
the things that can be measured—not on the more subtle things that are very important and
which we will argue about—suggests that the net gains are approximately zero. I discussed that
at some length before the treaties committee on Monday. The note I gave to the treaties
committee I also gave to the secretariat. Mr Chairman, I ask that that be included in the records
of this meeting. I will not go further on that.
On the important question of multilateralisation: it is undoubtedly better to multilateralise. If
we get around $4 billion of benefits from shifting the threshold of FIRB processes for American
investment, just following through the logic of the CIE DFAT report we would get several tens
of billions of benefits from getting rid of the FIRB on all non-sensitive industries. Keep them on
the sensitive ones, if you wish. I myself would get rid of a lot of those too, but keep them on
civil aviation and banking—the sensitive industries—if you wish. On the logic of the DFAT CIE
report there would be tens of billions of gains from getting rid of FIRB on other things. By all
means multilateralise it. The strongest message around here is that it should be multilateralised.
I do not believe that figure. I think the right figure is probably $30 million or $40 million, not
$30 billion or $40 billion. I have written on this subject. I published an article titled ‘Australia as
a branch office economy’, which discussed these issues. I am an advocate of reducing the role of
the FIRB as much as possible, of getting rid of it if possible. I am on the public record as saying
that. I think the gains would be very large—$30 million or 40 million. They would not be $30
billion or $40 billion as the DFAT CIE report suggests.
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CHAIR—Could I interrupt you there, Professor Garnaut. I do not want to stop or truncate
your contribution, but I understand that Mr Stoler has a plane to catch. To enable him to do that,
I will come back to you so that you can complete your contribution and invite Mr Stoler to make
his comments now.
Mr Stoler—Thank you very much. I am sorry that I may not be able to hear some of the
comments from others. Senator Harris put a question to me about my comments to the effect that
this was a living agreement. He asked whether or not this would make it possible to alter the
agreement over time. The point of the arrangements that I was referring to was really not to alter
the agreement but to build on it. I think two good concrete examples that you can look at are the
provisions to do with work on professional services qualifications and the provisions on testing
of products for standards and technical regulations.
As an example of how this could help us in the future, I say that if we can get some
agreements going between Australia and the United States on recognition of educational and
professional qualifications that will have two positive benefits for Australia, one being that the
professional services providers in those categories will be able to go and work in the United
States without having to go through additional hoops. The other is perhaps even more important.
We all know how highly Australian universities regard foreign students these days and this
would make it possible for more Americans to study in Australia and have those qualifications
recognised back home in the US.
I want to comment as well on a question that was raised by Senator O’Brien having to do with
government procurement. He asked a question as to whether or not it was a problem that there
were still a number of state procurement policies that were outside the coverage. My
understanding, from talking to Mr Deady and Mr Ives, is that the process will continue to go
forward until we find out just how many states in the United States and Australia will sign on. In
the case of the WTO government procurement agreement, there are 37 American states, if my
memory serves me correctly, that have agreed to be covered under that agreement. Those are all
the biggest US states. If you assume that the same ones eventually come to the table in this
agreement, most of them will be covered.
Many of the comments that have been made by those at the far end of the table about
government procurement opportunities seem rather theoretical to me, but I can tell you that in
Adelaide we have a company called Codan that manufacture radio transmitters and have been
trying for some time to sell them in the US market. A lot of people want to buy their product in
the US market. Under this agreement, they will be able to do so. Codan will be selling from
Australia, instead of having to set up a subsidiary in the United States to sell these products in
America. I am sorry that I have to go. Thank you.
CHAIR—If you do not have to leave immediately—
Mr Stoler—I do not have to leave immediately.
CHAIR—I will ask one follow-up question that goes to the general issues if you feel that you
wish to answer it. My understanding is that you have been a trade representative for the United
States in the WTO and that you have worked for the WTO itself. In the discussion about trade
negotiations and how these negotiations are managed, I think you made some comments up front
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about the institutional strategic effects of this agreement. There has been a discussion about that
generally. Do you want to make any remarks on that subject in addition to what you have already
said?
Mr Stoler—In the course of my career I have been responsible for bilateral relationships
between the United States and Europe at one time and, back in 1981, between the United States
and Australia. I have also spent most of my career in the multilateral negotiations of the WTO
and have worked inside the WTO as well. There is nothing particularly unusual, based on my
experience, about the way in which this particular agreement was negotiated, except for the fact
that it was undoubtedly rushed. Both the Australian side and the US side rushed their negotiators
to proceed at a pace faster than they wanted to proceed at, and it is quite possible that some of
the things that were not covered or that some people feel were covered inadequately resulted
from having to do this agreement in a record short period of time.
As you can see from the WTO negotiations right now, they can be very complicated. They can
take a very long period of time. The current estimate of the Doha round, for example, is that we
are probably about 18 months to two years behind schedule so, instead of finishing later this
year, it will finish in 2006 or 2007. That may be another reason why some people feel that in the
meantime we should pursue this bilateral route. I do not think there is anything unusual
inherently about this agreement. Again, if you look at what was in the US-Singapore and USChile agreements, you can already see a pretty good template months ago as to what the
coverage of the agreement was likely to be.
CHAIR—Thank you, Mr Stoler. Please resume, Professor Garnaut.
Prof. Garnaut—Chairman, there is one further remark that I was going to make regarding the
effect on the US-Australia relationship. Obviously, anything that is done should be sensitive
about the relationship, so my suggestion is that we adopt proper process. We could explain
through political and diplomatic processes why we have adopted proper process, including the
reasons of consistency with the Australian tradition of considering these things, a tradition that
has been very productive in the past. It was the educative effect on the community of the role of
the Productivity Commission for the last 30 years that laid the basis and made it possible for
trade liberalisation to occur in Australia in the eighties and the nineties. You get a more solid
base for reform if you have carried the community along in that way. I think that can be
explained to the United States.
If, after all that, a view was formed by the Australian parliament that we should not proceed,
then out of the pressure cooker of this year’s pre-election circumstances all sorts of other things
might be possible. That can be explored by both governments, with goodwill on both sides, and
out of the pressure cooker of two countries’ electoral politics some variations may very well be
possible. But that would happen after due process and with a more considered approach to this
question. There is time for that.
Senator Harris asked me to expand on my comment about ROOs. These in practice turn out to
be very important indeed. I chair the board of a Singapore company. I rub shoulders with the
Singapore business community pretty regularly. The Singapore government made a big thing
about improved market access as a result of the Singapore FTA with the United States. Almost
no small and middle sized Singapore companies are using the FTA. They still choose to pay the
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MFN tariff because of the rules of origin. There are two problems: one is that Singapore, like
Australia—maybe more so than Australia—these days is integrated in the global economy and a
lot of products will not meet the rules of origin requirements, unless you change the way you
make things. There may not be enough Australian plus United States value added in some
industries to meet the rules of origin, so business would have to change how they make things.
They would have to draw some components from the US, rather than from Malaysia and Japan,
to meet them. So that is one issue. It is a very big issue in Singapore.
Senator HARRIS—But that is focused on components of a product and rules of origin—
Prof. Garnaut—In practice, they turn out to be very important. The other problem is
compliance. Small to medium business in this country has one hell of a job. We have the value
added tax and we have probably the most complex income tax act in the world. We put a huge
burden on small and medium business. To meet the rules of origin, you are going to have to keep
years of records of where you bought things so that when the inspections come to meet the
United States standards you will have all those records. It is just one more layer of compliance.
That is one of the reasons why Singapore business is not using the FTA. The Singapore
government is a little bit embarrassed by this because it made a big thing about access to the
United States market. So it has set up a bureaucracy to ‘teach’ business how to use the FTA. If
you know Singapore business, you can imagine the response of Singapore business to the idea
that the government is coming to help them in their marketing.
Senator BRANDIS—Do the Singaporese regret entering their FTA, though? I understand that
there are always compliance and implementation issues with any agreement, but is it your sense
that they regret their decision to do that?
Prof. Garnaut—I think there is a very strong sense that the gains are—
Senator BRANDIS—Not as much as those promised.
Prof. Garnaut—The gains are very small indeed. Of course, their FTA does not have all the
consequences that ours does. It is not exactly the same type of agreement—a point that Professor
Weiss made.
Senator BRANDIS—I understand that. It is so easy to cherry-pick these things and point out
problems, but at the end of the day it is a net benefit issue, isn’t it?
Prof. Garnaut—I was addressing Senator Harris’s question about rules of origin.
Senator BRANDIS—I understand that.
Prof. Garnaut—If you give me more time I will address some of that. Even in a large
economy like Canada, the rules of origin are an important inhibition on the use of NAFTA.
There is a lot of discussion and a lot of literature on that in Canada. Rules of origin are very
important. If you are going to use the FTA, sometimes it requires you to change where you get
components from because compliance costs are very high, especially for small and medium
sized businesses.
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Briefly on other questions, Senator O’Brien asked me about the effects of safeguards on trade
benefits. These are difficult to assess in advance because the introduction of the safeguard is
triggered by something happening to price in particular markets. That sort of protection that is
contingent on price is what the European Union introduced at the dawn of the common
agricultural policy and it has been our biggest problem in agricultural trade with Europe in the
last couple of decades. It is difficult to model it, because you are basically forming a judgment
about what is going to happen to prices in the future. The biggest danger is that, once contingent
protection based on price in the domestic market has been introduced, it will harden and become
more severe over time. So it is a very important issue but a hard one to model.
As to Senator Cook’s questions about the impact on the Doha Round, my own judgment is
that all of the work that has gone into FTAs has created an atmosphere that makes progress in the
multilateral round more difficult, but to explain that would take a lot more time than we have
now. I think as Australians we need to have a sense of how badly things are going in the
multilateral system at the moment. I mentioned that there will be a meeting this week in Europe,
with the United States through their trade minister, STR Zoellick, present, the European Union
and the Group of 21, or whatever it is at the moment.
CHAIR—It is now the Group of 20, I understand.
Prof. Garnaut—They will be discussing agricultural trade. We will not be there. A very
dangerous thing happened in the course of this year’s politics in the US when discussing the
Australian FTA. The US administration was negotiating the Australian FTA more or less at the
same time as the Central American FTA. For both groups of countries sugar was very important.
In the FTA as negotiated with Central America there is not a sugar exclusion, but there is in the
Australian agreement. Under pressure from the sugar lobbies, STR Zoellick made a statement
defending leaving liberalisation against Central American sugar in the agreement on the grounds
that you could draw a distinction between Australia and Central America because Australia was
not a developing country. I am afraid that that idea will be part of the current discussions
between the G-20, Europe and the US.
CHAIR—Absolutely.
Prof. Garnaut—That is the end of Queensland sugar, that is the end of export-oriented
agriculture in Australia, if the way the international system develops is one in which a distinction
is drawn between developed countries liberalising access for developing countries and closing
access to developed countries. We have to watch that very carefully. That distinction has come
out of the dynamics of US consideration of FTAs, including ours, in recent times.
Senator BRANDIS—Has that decision been applied anywhere other than to Central America,
or in relation to any other product, as Senator O’Brien said, than sugar?
Mr Oxley—In plenty of places.
Senator BRANDIS—It has.
Mr Oxley—Yes, it is in US policy.
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Senator BRANDIS—Okay. Professor Garnaut do you agree with Mr Oxley’s interjection?
Prof. Garnaut—The distinction now drawn between developing and developed countries—
Senator BRANDIS—In relation to trade agreements for products and regions.
Prof. Garnaut—Before this statement a few months ago, I had never heard a US trade
minister distinguish between an FTA with a country like Canada or Australia and an FTA with a
developing country on the grounds that you need not liberalise in the case of Australia or Canada
because they are developed countries, not developing countries.
Prof. Quiggin—I think it is fair to say that there is a distinct piece of EU policy against which
we have been fighting for a long time. So it is going in line with the EU.
CHAIR—Actually, the EU provides preferential access for the ACP group.
Prof. Quiggin—That is right, and we have been fighting that for a long time.
Mr Oxley—What is necessary is a more sophisticated appreciation of US trade policy
because, like most people in government, they gild the lily.
CHAIR—Is that so?
Senator BRANDIS—They should sugar the pill, perhaps.
Mr Oxley—The US provisions on NAFTA are said not to be special, but they are. They have
a trade with Africa bill which provides special preferential terms for African countries on the
grounds of special preference for developing countries. So there is actually nothing new in this
in US trade policy. If you are concerned about deceit in trade policy, the CAFTA provisions on
sugar need to be closely looked at because, if the CAFTA agreement ever comes into effect, it
provides that the United States will buy back the quota sold to the CAFTA countries so that no
sugar will actually come in. All that will pass across the table will be money.
CHAIR—We will have a more iterative discussion in a minute when we complete going
around the table.
Senator O’BRIEN—Could I just follow that up with one point? The position with Australian
beef is the reverse; we have the lion’s share of the quota—378,000 tonnes versus much less that
100,000 tonnes for any other market. When you talk about preference for developing countries
for the beef market—an important market for Australia—our access rights are vastly superior to
any open market.
Mr Oxley—I think that it is dangerous to interpret trade policy as points of principle when in
fact it is often catch-as-catch-can.
Prof. Garnaut—Senator O’Brien asked about the effect of the exclusion of sugar on our
credibility in other negotiations. I have recently had discussions on the agricultural exclusions in
the US FTA both in the US and Japan, and I fear that we will hear a lot more about this. We
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decided not to go forward with the negotiation of a free trade agreement with Japan a couple of
years ago because they would not commit to negotiating on liberalisation of rice—essentially
rice but they were also reluctant on other areas of agriculture. Japan could sign the AustralianUS FTA in relation to agriculture if you crossed out sugar and put in rice. The process of
liberalisation of dairy and beef in Japan over the last decade has gone more rapidly than will be
achieved in the United States within this FTA. They would not have problems with that.
I think it is a real issue how we will ever raise genuine liberalisation with Japan again. We
were holding out for something much better but we have conceded it. It is a little bit
embarrassing to hear Japanese economists and government officials saying, ‘We guess we will
be negotiating an FTA like the Australia-US FTA with you now.’ I think it is an important issue
and one that Australian agricultural interests will come to deeply regret. I will leave my remarks
there.
CHAIR—Professor Drysdale? I am sorry to have to say this, but can we try to get through
this reasonably quickly because I want to try to have some time for an iterative discussion. There
are some clarification points some members of the panel want to make as well.
Prof. Drysdale—I am very conscious of time.
CHAIR—It is not aimed at you, Professor Drysdale.
Senator BRANDIS—Perhaps I can shorten my question to Professor Drysdale—
Prof. Drysdale—I think I have got it pretty short, Senator.
Senator BRANDIS—Okay. Away you go.
Prof. Drysdale—I want to come back to Senator Brandis’s really very important and crucial
question—Senator Harris asked the same question—in a moment. But let me make two points
about the general questions first. I agree wholeheartedly with what Ross Garnaut said about the
impact this particular deal will have on our capacity to negotiate serious liberalisation with our
major trading partners of interest in respect of agriculture for a very long time to come. That is
based on the evidence of discussions I have had with critical people in those target markets. It is
also based on not only our exclusion of sugar and our treatment of other agricultural
commodities in this agreement but on the fact that this agreement includes policy instruments
such as variable tariff levies, which are at the core of agricultural protection regimes in Europe,
Japan and elsewhere. Basically what we have done in this agreement, in the concessions we have
made on agriculture with the United States, is, as I said, to effectively forfeit our capacity to
negotiate significant agricultural trade liberalisation anywhere else for a long time to come. It is
a very important qualification to the benefits of this agreement.
The second general point I wanted to make was to agree with those who said that there would
seem to be no reasonable problem with going through proper process in the consideration of this
agreement from the viewpoint of its impact on our relations with the United States. The United
States does this reasonably from time to time given its processes, and it is important, as others
have said, to consider this agreement and all its complex ramifications extremely carefully
through the sorts of processes that have been suggested by others in this discussion this morning.
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Coming to Senator Brandis’s and Senator Harris’s question, this is a really key issue. You have
both asked what I meant by this agreement being likely to divert more trade that it creates—
Senator BRANDIS—I have table 7.1 open in front of me. Can you particularly limit yourself
to that?
Prof. Drysdale—I am coming back to that, but you asked the question and so I want to make
a general point because it is important to understand what this means. Certainly, in public
commentary, this issue is not well understood. All these agreements which are preferential in
nature have essentially two effects. One is what we call a trade diverting effect, which is a
protectionist effect, and the good part is a trade creating effect which increases income—
Senator BRANDIS—What does the word ‘divert’ mean for this purpose, Professor Drysdale?
Does it mean trade forgone that we would otherwise enjoy?
Prof. Drysdale—No, please let me proceed to answer the question. The trade diverting effect
is the effect that comes from the diversion of trade from lower cost sources of supply that we
would draw imports from to higher cost sources of supply in the market that we give preference
to, namely to US higher cost sources of supply. By that process, there is a negative income effect
on Australians. The trade creating effect is when we actually negotiate the liberalisation in each
other’s markets and provide for more access to each other’s markets. Your intuition would tell
you, Senators, that the structure of this agreement is such that there have been some important
exclusions. It is not that everything has to be included. That is an irrelevant point. The point is
that, on balance, do we include things that create more trade and lead to more trade liberalisation
or do we include things that divert trade from our other trading partners to the United States, thus
increasing costs because we are drawing from higher cost sources of supply in the United States
and not lower cost sources of supply elsewhere in the world—in Europe, in Japan, in East Asia
or wherever else?
On balance, the structure of this agreement would lead you, from a priori grounds, to conclude
that this is a protectionist agreement. When you do the numbers, as Lee and Andy have done in
their report, and that is what table 7.1 is of interest for, indeed, you see, when you look at the two
columns, that on balance this agreement is trade diverting—that is, the income effects of this
agreement are protectionist in character. They reduce Australian welfare. They are damaging to
Australia’s national interest. There are other effects that, as I said, the study imposes upon this to
calculate a positive effect. These are the dynamic effects.
In response to an earlier remark that I made, Mr Davis observed that these are totally separate
things. They are not totally separate things. Whether on balance the dynamic effects are positive
really depends on whether the impact effects are positive. If the impact effects are negative then
the dynamic effects are also likely to be a multiple of that negative. That can be seen in what Dr
Stoeckel said about the competition effects, which are the core of the dynamic effects in the
model. Essentially what you do when you have a trade diverting or protectionist preferential
arrangement of this kind is to increase the monopoly power of the protected suppliers within that
market, indeed American suppliers to the Australian market. On balance, we are saying that that
is what this agreement does. On balance, therefore, the ‘competition effects’ are likely to reduce
competition in this market, not increase it in this market. They are likely to limit the number of
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competitive suppliers from elsewhere, on the terms that Americans and Australians supply to this
market, within our market.
That is the core of the issue. It is not an issue that is immediately obvious when the agreement
is labelled a free trade agreement, because a free trade agreement connotates the liberalisation of
free trade generally. When you liberalise trade generally, there are no such diversion effects,
there are no such protectionist costs. But when you liberalise trade preferentially, there are such
protectionist costs. ON balance, the calculation in that table—and I agree with it—accords with
my intuition, and I think any reasonable person’s intuition, that the impact effects of this
agreement are trade diversionary or protectionist rather than trade creating. Or else, as Ross
Garnaut has suggested, they are so trivially positive as to not deliver significant gains from the
agreement in the Australian national interest. That is the issue I was trying to draw attention to. It
is a key issue, and I am very glad you asked the question. I can expand it more, as you ask me to,
by referring to one of the case studies—
Senator BRANDIS—Before you do, can I ask you a clarifying question on what you have
just said. Please understand that I am not an economist; I do not profess any expertise in this
field. Do I understand you to be saying that, in your view, in your professional judgment, the
trade that Australia would forgo or miss out on from countries other than the United States as a
result of obligations we would assume to the United States under this agreement, is greater than
the volume of additional trade that would be generated with the United States by this agreement?
Prof. Drysdale—No; that is not the issue I am raising at all. The reaction of other countries to
this agreement is a separate issue altogether, which I did not canvass in my initial remarks but
which we could discuss. I am happy to come back at a mutually convenient time to discuss those
issues with you if you would like, or to table a note which is helpful to you. That is another issue
that needs to be taken into account. It is an important issue in terms of the political economy that
Andy Stoeckel has said is problematic. I think it is an important issue. My point relates to the
effects of the agreement negotiated if it were implemented and nothing else happened. It has
nothing to do with what the reaction of other countries might be to this agreement. But I do
agree with you by implication—I think that the reaction of other countries to this agreement is an
important consideration as well.
CHAIR—We have not heard from Dr Stoeckel in the final round-up—but we will. Also, one
of the members of the panel wanted to make a clarifying point. But I want to get to a stage where
there is a bit more iterative interchange, but it seems to me—and I think this may be your view
too, Senator Brandis—that we require some members of the panel to come back.
Senator BRANDIS—I think so—perhaps not all, but some.
CHAIR—Some members could come back. This discussion has established for us the
framework of what are the issues and the main viewpoints. I think that has been done extremely
well. We have not heard from Dr Stoeckel on the final point, and we will shortly. At the end of
the day this will be the committee’s decision and not mine, but let me foreshadow a bit of open
thinking—the committee will be more intelligent than me and decide in the end what it wants to
do. But I think it is worth while in our report to include a chapter which simply reprints the
Hansard of this discussion so that your words go to the chamber, to the Senate—and, through
the Senate, to the community—unedited by us, unanalysed by us and in your own language. If
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we proceed to do that, out of courtesy we will make the proofs of the Hansard available to you
so you can be absolutely sure that this is what you wanted to say. This discussion has been so
useful for the general debate on this matter that it is worthwhile us putting that in as a chapter.
The conclusions we draw will be the conclusions we subjectively draw from our own analysis,
but I think it is worthwhile having those views put forward. I see that you are indicating,
Professor Garnaut, that you want to come in on this point.
Prof. Garnaut—I have something to say that might be helpful in terms of brevity. I was asked
questions very similar to Senator Brandis’s and discussed this at some length before the Joint
Standing Committee on Treaties on Monday. You may wish to have a look at the transcript of
that.
Senator BRANDIS—Thank you. I ask one further clarifying question of Professor Drysdale,
and this is because I obviously did not fully understand what you said earlier on. Do you say
that, for the purposes of arriving at the conclusion you have stated, you do not actually look at
Australia’s trade relations with third parties; you look at them just between Australia and the
United States? And do you say that the consequence of this agreement because of what you have
described—controversially, I dare say—as its ‘protectionist effects’ will in fact cause there to be
a net diminution in wealth created by bilateral trade? Is that your point?
Prof. Drysdale—That is the point, as is clear in the government’s CIE-commissioned study
on table 7.1.
Senator BRANDIS—We had better hear from Dr Stoeckel on that.
Prof. Drysdale—It does imply a significant redirection of our trade flows from other trading
partners towards the United States. The most important regions affected by that are Europe and
East Asia. In the interests of time, I should pass. I could expand on this, but that will suffice.
CHAIR—The trouble with this process is that so many interesting issues are opened up that
we do not have a chance to examine in detail. That is one of the reasons why we may want to
invite some of you back—in order to do so. On that subject, we are having you to ourselves this
afternoon, Dr Stoeckel, to talk to you directly about your report. Is there anything in the general
discussion you would like to comment on?
Senator BRANDIS—Chair, quickly before you do, Professor Garnaut, you said a moment
ago that you had addressed this issue before the treaties committee. Do you, in general, agree
with what Professor Drysdale just said?
Prof. Garnaut—Yes, and it really comes out of table 7.1.
Senator BRANDIS—Thank you. All I wanted was to get your position on the record.
Prof. Garnaut—Table 7.1, from the GTAP model used by CIE—a model I have no problems
with; it is used for this purpose—says that the welfare lost to Australia through trade diversion,
diverting imports from low-cost other to higher cost American suppliers, is greater than the gains
from trade creation in the US-Australia relationship. That is what the CIE-DFAT report table 7.1
says.
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Senator BRANDIS—By the way, is ‘trade diversion’ a term of art among economists?
Prof. Garnaut—Yes, the whole economic analysis of free trade agreements dates back 55
years to the discussion in Europe and America on the formation of the European Union and the
European free trade agreement and whether this was a good or a bad thing. There had been
before that in the economics profession a little bit of a naive belief that, if you had a lot of
protectionist countries and two countries dropped barriers between themselves, that was a
movement toward free trade. A series of famous articles in economics—the first by the eminent
American economist Jacob Viner—said, ‘No, that will not always be the case.’ That led to the
development by Professor Lipsey, a North American economist, of the theory of the second best.
The theory of the second best says that, if you have a world of protection and you reduce
protection bilaterally, it will not necessarily be second best to multilateral free trade. It may
make you better off or worse off, depending on whether trade creation is greater than trade
diversion. That is an empirical question. You have got to study that case by case.
Senator BRANDIS—I am only interested in the empirical, Professor.
CHAIR—Can I come in at this point, otherwise we are in danger of going right back to
Ricardo! I call on Dr Stoeckel to respond.
Dr Stoeckel—Table 7.1 is getting a lot of attention, which is very good because we have
broken down all of the components of the allocated efficiency gains in there. Professor Drysdale
is confused about that and he is wrong—I will just get that on the record. The point is that the
columns in 7.1 are not independent. There is trade diversion. Let me explain it this way: a Honda
motor car comes in from Japan—30,000 bucks worth. The equivalent car made in the Honda
plant in America comes in and is a bit more expensive, say $32,000. So where do we get our car
from? We get it in from Japan. Supposing that, on that car, there is a 10 per cent tariff, so the
$30,000 car coming in from Japan costs $33,000 and it would then cost $35,200 coming in from
America, so we would buy the car from Japan.
We say: ‘Let’s do a preferential trade deal with the United States. We’ll just take off that 10
per cent car tariff for you, America, in return for whatever you’re doing for us.’ So the car from
America, the Honda, the identical product, goes from $35,200 down to $32,000, which is
cheaper than the car from Japan, which is $33,000 with its tariff of 10 per cent. So now we start
sourcing all our Honda cars—and those are the only cars we buy, say—from America. What
consumers have gained is $1,000. They are better off, but the nation has lost $3,000 of tariff
revenue, which goes back to people in terms of better cars, welfare, pharmaceuticals or whatever
it might be. You have to make assumptions about all of that. But that is where the trade diversion
comes from—it happens on the import side, because there are no wedges on the export side and
we start sourcing there. What we have done in table 7.1 is add up all the columns. There are no
dynamic effects here.
Senator BRANDIS—Take us through it.
Dr Stoeckel—The rows are independent but the columns are not. If you make a change to one
of the columns, it will make a change to others. It is an experiment in that first row. Look at it.
Senator BRANDIS—This is ‘Merchandise trade liberalisation’.
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Dr Stoeckel—Merchandise trade by Australia. This is saying that if Australia was silly enough
to say, ‘America, we love you very much. You’re a terrific country and what we are going to
do’—quite apart from the WTO legality of this—‘is preferentially lower all our tariffs to you and
allow your imports to come into Australia without any duty on them.’ Going through that table,
we would then create some trade. We would have trade diversion. We would have some terms of
trade effects, but the net effect is that Australia would be worse off to the tune of $231 million
per year—this is 20 years out.
What we have done is an experiment. We have said. ‘Okay, we’ll do this if, America, you do
this,’ and America is going to reduce some barriers to Australia’s exports. We can trace those
through. You can see there that there is an unambiguous, always very large terms of trade effect
when America reduces its barriers, but there is always a terms of trade loss, depending on
elasticities, when Australia reduces its barriers. The net effect of just the merchandise trade
without any dynamics, without any investment, without anything like that—the GTAP model—
is plus $200 million. On top of that, we have some services liberalisation.
Senator BRANDIS—So is that $231 million subtracted from the $431 million?
Dr Stoeckel—Minus $231 million, plus $430 million, so on the narrow merchandise effect the
total effect is $200 million.
Senator BRANDIS—With all due respect, the table is not quite as clear as it might be.
Dr Stoeckel—If we have not explained it to people like Professor Drysdale, it is obviously not
as clear as it should be.
Senator BRANDIS—If Professor Drysdale does not understand it, we are not going to
understand it.
Dr Stoeckel—I am just trying to clarify it. It is most important that it goes on the record, and
it is worth me trying to explain it. On top of that, we have the ‘Services trade liberalisation’.
Again, that is worth $131 million in our minds. The other big one there—not big, because it is
the access to the US government procurement market—is described as a $200 billion-a-year
market. Again, going on the Canadian experience and allowing for Australia not being as close
as Canada—borders, distance and all that—there is $28 million. On trade liberalisation alone,
that is nearly $360 million—the bottom right-hand figure. You can also see the total of the trade
creation-trade diversion effect, which is minus $19 million. You can go across and have a look at
the other different aspects of those gains.
Senator BRANDIS—Where do we find the $19 million?
Dr Stoeckel—The trade creation and trade diversion—the difference between $100 million
and $119 million at the bottom of the table. The other one, the capital accumulation that is in the
GTAP model—that is, no other induced capital—simply reflects that capital is mobile and
additional capital can come into the country and that it increases the size of the economy, which
is a standard part of the closure of that GTAP model.
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Senator BRANDIS—So the conclusion we draw from this table is that you say—and this is
obviously controversial—that the net effect to Australia is plus $359 million, which is the sum in
the bottom line of the right-hand column.
Dr Stoeckel—Yes.
Senator BRANDIS—What do you say about that, Professor Drysdale?
Prof. Drysdale—I say that, in respect of the columns beyond those which measure the direct
effects on merchandise trade, these effects may or may not be positive. The assumptions under
which these are generated—
Senator BRANDIS—That is a different question.
Prof. Drysdale—It is quite a different question but on the merchandise trade side, this
agreement is trade diverting or protectionist, as the first two columns suggest.
Mr Davis—That is true but that is only half the story.
Prof. Drysdale—I was not addressing that question. I am addressing what the impact of this
agreement is on our national trade interests.
Senator BRANDIS—No, our merchandise trade.
Prof. Quiggin—But the services are done in a completely different fashion. They are not done
using a standard trade—
Prof. Drysdale—No, they are not done in this way.
Prof. Quiggin—They are done by assuming productivity growth boosts, which is the same
sort of problem as with the dynamic—
Prof. Drysdale—Mr Davis is absolutely correct about this. On the merchandise trade side,
this agreement is trade diverting, as this report suggests.
Dr Stoeckel—No, it is not.
Senator BRANDIS—Hang on a second. Dr Stoeckel says it is $200 million trade generating
because you subtract—
CHAIR—Order! We need to make each point of view clear on the record, otherwise the
record will be confused. Frankly, what I would prefer to do would be to allow Dr Stoeckel to
complete his comments and then go into this discussion, so that all of your points of view are
clear before us and we can then address them.
Dr Stoeckel—As I said, in terms of merchandise trade, there is a net $200 million per annum
there that we have calculated, and we have gridded the full range of parameters that we give you
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there. You cannot change a parameter without changing one column or another. So, for example,
if Australia gave the cuts on a MFN basis generally for everybody, that minus $141 million there
would disappear and would become a zero. Senator Ferris had a point about SPS—
Senator FERRIS—And the PBS.
Dr Stoeckel—I think our remarks on the PBS are that we do not see any net reduction in
there. Sure, things could change over time but I think we all know and are aware of that.
Basically, there is a small incremental plus in transparency. We were doing things in terms of
improving the transparency of that scheme irrespective of this agreement, so in terms of the
marginal other effect, it is extremely—
Senator FERRIS—What about that comment about institutionalised pressure on both of
those agreements? I think they were comments made by Professor Weiss earlier about pressure
being institutionalised to try to open up both of these areas. I wondered if you had taken that into
account or if you had any comment on it.
Mr Davis—I can answer this one. I think we firstly need to establish that, from our research
into the PBS effects, it is the Pharmaceutical Benefits Pricing Authority that determines prices,
and a lot of this has been about the price of listed drugs. Also, it was our understanding that the
PBS either had recently or are currently in the process of putting in place an independent pricing
review. That is not part of this agreement; it is something they were doing anyway. So if the
pricing element was going to be institutionalised, it is not as a result of this agreement in terms
of the ability of US pharmaceutical companies to get higher priced drugs. That was a process
already implemented by the PBS themselves; it is nothing at all to do with this agreement.
Senator FERRIS—What about the SPS?
Dr Stoeckel—In terms of SPS, again we do not see any direct implications. The important
issue about SPS is that both Australia and America are very large agricultural exporters. SPS,
quarantine and antidumping are the weapons of choice for protectionists these days. Both
Australia and America—and I think this is something we should be emphasising—have an
interest in having world’s best practice on SPS. We depend on it. We are the world’s largest
exporter of beef alone, and you can very easily be shut out of markets for quarantine reasons.
Both Australia and America have a strong vested interest in ensuring world’s best practice in
SPS both at home and abroad.
Senator FERRIS—I just want to pick up on some comments, because I think they are
potentially very damaging to Australia’s reputation. The suggestion was made that ‘irreversible
damage could be caused by trading away our scientifically based system for a politically based
system of quarantine’. Did you find any evidence of that in your examination or analysis?
Dr Stoeckel—No, not in talking to the different groups. We need a science based assessment
system, world’s best practice, and we know what it is—open transparency—
Senator FERRIS—You did not determine that there was any likely challenge to that?
Dr Stoeckel—We cannot see it. I do not know if Mr Davis wants to comment.
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CHAIR—Are we done?
Dr Stoeckel—I have not responded to the other comment on investment.
CHAIR—Dr Thurbon wants to clarify a comment on investment.
Senator FERRIS—The Hansard will show whether what I said was correct.
Senator BRANDIS—Senator Ferris, it is just a piece of flimsy polemic, don’t worry about it.
CHAIR—Order! Perhaps before you respond, Dr Stoeckel, we will allow Dr Thurbon to
clarify her comment. We can then take a deep breath after that and then go into an intricate
discussion if there is time.
Dr Thurbon—The point that I had asked to clarify was with regard to an earlier comment on
investment, not with regard to this issue of quarantine. But I am more than happy to address
both.
CHAIR—I am not inviting it; you were seeking to clarify an earlier comment.
Dr Thurbon—They are in the submission that Professor Weiss and I submitted jointly, so
they are actually my words and the words of Professor Weiss.
CHAIR—We will come to you in a minute then, Dr Thurbon. Will you complete your
comments first, Dr Stoeckel?
Dr Stoeckel—Yes. It was only getting in that point about investment. We do acknowledge that
there have been very few rejections through the FIRB, but that is not the test of cost. It is how
many would have been rejected or how many people would not have even bothered to apply.
Again, if these arrangements do not do anything, why have we got them? We have had the
opportunity to get rid of them totally as part of this agreement. Why didn’t we go the whole hog?
We need to answer that question—and, for people who say it is a zero, it is still a number and the
effect over time, 20 years out, in our most probable estimate is a one per cent increase in the
amount of investment in this country. So you will be going from 20 per cent per annum or
something like that to 21 per cent.
CHAIR—Thank you, Dr Stoeckel. Would you briefly make your clarifying point, Dr
Thurbon.
Dr Thurbon—The point that I would like to make is in regard to their calculations on the
benefits that are assumed to derive from increased investment from the US. There has been a lot
of talk about investment in general, but, as we know, foreign direct investment is broken down
into different types of investment—for example, mergers and acquisitions, the taking over of
existing assets or the transfer of wealth from one set of hands to another, or greenfield
investment, which is the creation of new wealth, new employment et cetera. History has shown
that over many years past the overwhelming majority of US investment in Australia has been for
mergers and acquisitions—that is, the purchase of Australian assets, not the creation of new
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wealth and not for greenfield investment—so we were wondering to what extent your modelling
takes this into account.
We would also like to have it on the record that we are not suggesting that mergers and
acquisitions cannot be of benefit. For example, what does an Australian company do that has
sold some of its shares to the US? Does it reinvest them in greenfield investment at home? Does
it reinvest them in productive enterprise in investments that create new jobs and new wealth for
Australia? We do not know that. Does your modelling show or demonstrate that at all?
Our final point about investment is on one of the largest assumptions made about an increase
in foreign direct investment and the benefits arising from an increase in foreign direct
investment. We absolutely agree that foreign direct investment can be amazingly beneficial and
have many dynamic effects for economies, but most state-of-the-art scholarly studies have
shown that in only 20 per cent of cases of investment in this country has knowledge actually
been transferred from the investing company to the Australian company so that knowledge has
been upgraded and therefore the productive capacity of Australian firms increased. We would
like to know the extent to which your modelling on the benefits arising from investment take
into account these subtleties.
Prof. Quiggin—Can I respond briefly on that point? There is a lot of research suggesting that
in economic terms there are too many takeovers and that the takeovers are done because they
serve the interests of boards but that a significant proportion of takeovers are in fact destructive
of wealth, not creative of it. The implicit assumption is that the optimal policy is zero restrictions
on takeovers whatsoever. I am not distinguishing between foreign takeovers and domestic
takeovers. I am just saying that it is very naive to project big benefits from a trade initiative
based on an assumption which, if we applied it to domestic policy, we would reject—namely,
that there should be no restriction whatsoever on takeovers. I think the characteristic of a trade
agreement is that it is much more difficult to restore discretion once somebody has a trade power
than it is to tighten up takeover policy domestically if we decide we have relaxed it too much. I
will throw that in on top.
CHAIR—Thank you all. I think we have come to the end, have we?
Dr Thurbon—Yes, but I thought I was also asked to clarify a point on quarantine.
Senator FERRIS—The comments I was quoting were from Professor Weiss, not—
Dr Thurbon—They were actually in the document we both wrote. She is quite capable of
replying to those points if she wants to.
Senator FERRIS—I do not require clarification because I used the words that you used this
morning in my question to Dr Stoeckel. I do not require any clarification.
Dr Thurbon—I would like a right of response, because I believe that our ideas have been
misconstrued. Perhaps they have been misunderstood.
Senator FERRIS—There is no need for that.
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CHAIR—Can we come back to that matter?
Dr Thurbon—Yes, of course.
CHAIR—You had a question of me, Senator?
Senator BRANDIS—I was inquiring of you, Mr Chairman, whether I could ask a question of
Professor Drysdale.
CHAIR—We are now almost 50 minutes over the time allocated for this section, and that
means that either we were extremely ambitious in the allocation of time or we had too many
talking heads. I think we have been very well served by all of you, so I do not think that is a
negative. Are we in a position to go on for a few more minutes if there are some matters to clear
up? The purpose of this section was to get all the issues out. We never thought we would resolve
those issues, of course, but we wanted to get them out so that we as a committee could think in
terms of the matrix that you have laid out. I think we have got to that point, but I do not want to
sign it off. Are we in a position to continue for a few more minutes? We will do that.
Senator BRANDIS—Professor Drysdale, you heard what Dr Stoeckel said. I understood you
to be saying that table 7.1 demonstrates that the agreement would have a trade-diverting effect.
As I understood Dr Stoeckel’s response, the table does not show that at all; not even on
merchandise trade does it show that, because what you have done is isolate one line of the table
when what you have to do is subtract the Australian effect of minus $231 million from the
American effect of positive $431 million, so you get a positive of $200 million. Secondly, he
said that in any event it was artificial to pick out merchandise trade to make the overall judgment
because merchandise trade is merely one of the three subcategories into which he had
disaggregated the agreement. What do you say about that?
Prof. Drysdale—I draw the senator’s attention to rows 1 and 2 of the column and to the
impact on Australia’s national interest.
Senator BRANDIS—Rows 1 and 2?
Prof. Drysdale—No, row 1 and columns 1 and 2.
Senator BRANDIS—That is merchandise trade liberalisation by Australia?
Prof. Drysdale—Yes—the impact on Australia’s national interest in terms of—
Senator BRANDIS—Column 1, ‘Trade creation’, is $96 million—
Prof. Drysdale—Take column 2 from column 1 and you get—
Senator BRANDIS—‘Trade diversion’ is minus $141 million.
Prof. Drysdale—Yes. The negative figure indicates a trade-diverting effect on Australia.
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Senator BRANDIS—But how can you isolate only those data from the overall treatment in
the table?
Prof. Drysdale—You can.
Dr Stoeckel—You can, and that is why we have done it that way. Yes, the trade
diversion/trade creation is a negative, but the other aspects—what happens to the terms of trade,
for example—outweigh those effects.
Prof. Drysdale—I am happy to consider the other elements separately but I considered that
element, and that is a most important element in the consideration of the national economic
benefit of this agreement.
Senator BRANDIS—Would you concede, though, that to isolate that alone without looking at
it in the context of all of the other data that Dr Stoeckel puts in this table is to present an unfair
or a distorted view of the net economic benefits of the agreement?
Prof. Drysdale—I have not done that. In my earlier presentation, and in the more extensive
note I am happy to provide to you, I have considered all those—
Senator BRANDIS—So the issue that you—
Prof. Drysdale—That issue is a core issue, though, and it is one that this parliament and this
country need to consider up front.
Senator BRANDIS—I accept that. It is a core issue but it is one among several. It is not the
ultimate issue. Would you agree with that?
Prof. Drysdale—I think it is one of the most important issues.
Senator BRANDIS—Yes, but it is one among several that produce an ultimate conclusion; it
is not the ultimate issue, is it?
Prof. Drysdale—What the ultimate issue is requires taking into account a whole range of
factors.
CHAIR—A number of the economists here wish to comment. I am not sure whether Mr
Cutbush, who had his hand to his temple, wanted to do that.
Mr Cutbush—The issue Senator Brandis has opened up with Professor Drysdale is very
much the heart of the matter—table 7.1. We were greatly relieved to see, when we had a quick
look at the CIE report released on Friday, that the results presented in table 7.1 are very much in
the style of those we obtained in 2002 when we did our study of the same subject. We used a
GTAP model type 2—it is called something different because it has a few extra elements of
sophistication—and, generally speaking, using a pretty standard model of the GTAP type with a
few bells we obtained the results that you can see plainly in table 7.1: net trade diversion,
translating in our model to net negative GDP and GNP for a full FTA.
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At issue now is whether the additional assumptions that have been added to the CIE’s work
are appropriate. The debate now is about what we ought to be thinking about regarding
productivity in the service sector and the other sectors like mining, manufacturing and
agriculture, but more especially now, because of its size, the investment impact. These are
exogenous; they are separate from the trade-calculating parts of the model. The trade-calculating
parts of the model are showing what we found: a negative outcome. I am just reaffirming the
sorts of observations Peter Drysdale has made.
CHAIR—Mr Oxley, you were going to make a comment.
Senator BRANDIS—You look very agitated, Mr Oxley—
Mr Oxley—Yes, I am.
Senator BRANDIS—as if you are very eager to say something.
Mr Oxley—It is very dismal to have expositions of theory—
Senator BRANDIS—It is a dismal science.
Mr Oxley—which are a long way away from the reality of the circumstances to which we are
seeking to have the theory apply. One of the more interesting things about the way in which the
world economy has changed in the last 30 years with the process of trade liberalisation is that
movement of capital is now possibly more important than movement of trade in goods for the
capacity of companies and businesses to do business in other markets in order to develop
economic welfare.
Today we are in a time warp with this debate. It is as if we are in 1950, when the most
important part of economic activity was exports in goods. I will give you some broad numbers. It
is very hard to get real numbers on this because it is very hard to calculate capital. There were
general numbers around, we suggest, maybe five or six years ago, that world external trade
might have been worth $3 trillion. Sales by subsidiaries of foreign companies in foreign markets
were probably worth $2 trillion. Related transactions to those sales might have been worth
another $2 trillion or $3 trillion. In other words, the activity offshore is generated more and more
by activity related to investment than trade in goods.
Secondly, services have now become a far more important factor. In industrialised economies
like ours—the United States and Australia—about 70 per cent of growth is generated from the
services sector. We have seen a steady growth in the value of services. Two years ago we
exported about $10 billion to the United States. Services exports were worth about $5 billion,
but they are rather hard to calculate. In fact what you have really got to look at as well are capital
flows, and they were about $10 billion for that year. It is possible, if we have a wide look at
these numbers, that the trade in goods picture is the less important part of the economic
relationship and certainly is going to be in the future. So here we have got a number. It comes
down to about $200 million over 20 years based on the level of exports, based on $10 billion,
which is maybe two per cent.
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It comes back to my earlier point about the value of econometric modelling. I would contend
that the number is statistically insignificant. If we seek to look at the broader question, which is a
point that has been made before, of how we assess the importance of this agreement for the
Australian-US economic relationship—two advanced, industrialised, modern economies with
big service sectors where there is now quite significant movement of capital, relatively new
development as well as goods and services—then the measure of judgment about the importance
of the agreement has to be in that broad picture, not the picture of economics of how the world
looked in 1950.
CHAIR—The call sheet I have in front of me is Professor Quiggin and Professor Garnaut—
and that was going to be the end of it. Professor Buckley has indicated—
Senator BRANDIS—Dr Stoeckel should get a right of reply, though, Chair.
CHAIR—If Dr Stoeckel wants a right of reply then I will give him a right of reply. We will
then rule it off. I have got one final question and I think my colleague has got another question,
and that will be the end of this part of today’s proceedings. I indicate to the committee that with
the agreement of some of the witnesses for this afternoon we will have a look at reorganising our
program this afternoon if we possibly can. With those remarks, I turn to Professor Quiggin.
Prof. Quiggin—I find myself in surprising agreement with Mr Oxley that the benefits of the
trade component of this agreement, which have had most of the attention, are so close to zero as
to be worth disregarding and that what matters is what is happening in services and capital. In
terms of the actual modelling, I am taking a mixed position between the two. I would not include
the capital appreciation benefits, because they are paid for in welfare terms by a saving being
called on consumption. When you knock those out of Andy’s column, you come to a number of
$40 million a year, or some number that is so close to zero as to be obviously within the field of
error. That said, it is a mistake to go from a well-established theory showing that free trade in
goods is generally beneficial to making the same assumptions about changes in services like
pharmaceuticals and to making the same assumptions about capital flows. Somebody like—
Senator BRANDIS—Are pharmaceuticals not goods?
Prof. Quiggin—Sorry, I meant the health sector in general. They are an input to the health
sector, which is a service. They are goods but they do not go through a market in themselves.
They go through the health system.
Senator BRANDIS—So they are treated, ultimately, as services.
Prof. Quiggin—I will include them in services because they are part of health; that is right.
Professor Bhagwati, who may be the most eloquent advocate of free trade and globalisation,
draws a very sharp distinction between that and capital flows. And I think that is very commonly
recognised by lots of people who have addressed those issues. The position is similar in the area
of services, where we have large-scale reasons for public sector involvement in health and
education. We have agreed that we could take or leave this agreement as far as trade goes—it is
zero. It is a mistake to use words like ‘free trade’ and to use models from free trade to assess the
agreement. We are really talking about a series of changes in investment policy, health policy,
and potentially a range of other policies regarding services—and we should assess those on their
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merits. I think the arguments I have put in relation to significant elements—intellectual property
and so forth—are that those merits are negative.
Prof. Garnaut—We are in serious danger, Chair, of reaching a broad area of agreement.
Senator BRANDIS—You are going to confound every joke about economists that has ever
been told.
Prof. Garnaut—I agree with Alan Oxley—he is not an economist, and that is a statement
which I am sure he would be happy to concur with—and John Quiggin about the modelling The
GTAP model that is in table 7.1 is the relevant model here and not the G-cubed model. This is
the relevant model for looking at trade gains and benefits because only this model gives you
trade creation and trade diversion. The numbers are very small in the scale of the Australian
economy. If we are arguing about the merits being a bit positive or a bit negative, they are so
close to zero that you would not notice them in an economy the size of the Australian economy. I
think that is a fact that Alan Oxley, John Quiggin and I are now agreeing on.
That puts the focus on other issues. The judgments are difficult judgments about complicated
things. Is the FTA process helpful or damaging to multilateral liberalisation? Is it helpful or
damaging to political relations with the United States? Is it helpful or damaging to trade relations
with East Asia and the quality of the trading system that we have to work within in East Asia? Is
the FTA positive or negative in relation to the political economy of economic policy making in
Australia? Is it positive or negative on all the highly complicated questions related to intellectual
property and so on where the nature of the judgments is complex?
Prof. Buckley—I would like to speak about bringing capital into the equation. A lot of my
research has been on capital. We all accept that freer trade in goods is welfare enhancing; there is
no doubt about that but that cannot be applied to capital. The most recent example is the Asian
economic crisis in the late 1990s. Freer movement of capital is a mixed bag.
Senator BRANDIS—Your position is that it may be good but it is not invariably good?
Prof. Buckley—Exactly.
CHAIR—I do not know whether the Stockholm syndrome is beginning to kick in but that was
referred to yesterday. Do you have anything that you want to comment on by way of final
commentary, Dr Stoeckel?
Dr Stoeckel—In terms of the analysis we have done here, yes. The trade merchandise and
services trade liberalisation effects are small—and that is partly a good thing because it reflects
very low barriers. There are very low barriers; they are very open economies to start with. There
is also the effect of the minus $141 million of trade diversion as the result of a preferential trade
agreement which also drags that number down. I think the main story from our analysis is to
focus on the investment side. That is where we need a lot more analysis and we will probably
talk about that this afternoon. But there has been a dearth of solid pieces of work on how
important that may or may not be. That is where the research agenda should go.
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Senator HARRIS—I have a question on notice for everybody here and I will rely on the
secretary to convey the question to those who are not. I think it would be helpful if we focused a
lot on table 7.1. It would be helpful for the committee if we could have an understanding of what
has been termed the ‘trade diverting effects’ so that we can understand whether they are based on
actual figures from the past—in other words, how were those assumptions derived? If they are
based on factual figures I would like to know whether the dynamic effects are based on past facts
or whether they are projections into the future. Also, what exchange rates have been used in both
cases—are we actually using known facts for exchange rates or predicted exchange rates? I think
that would be enormously helpful.
CHAIR—Can I make a suggestion. We have as a consultant to the committee Dr Philippa
Dee. You are asking for factual information.
Senator HARRIS—I am also asking that everybody who has given—
CHAIR—What I was going to suggest is that the committee might consider asking Dr Dee to
provide that background information. If she is able to provide it within the terms of her contract
with the committee she can circulate that advice so that the other members here can comment on
it.
Senator HARRIS—Yes.
Prof. Drysdale—Chair, could I make a very quick point of clarification in response to the
question Senator Brandis asked me.
CHAIR—I will allow a point of clarification, but please make it quickly.
Prof. Drysdale—Just on the importance of the very small negative national income effects
overall of this agreement from the trade side, on which I think we are all agreed—
Senator BRANDIS—The merchandise rate?
Prof. Drysdale—Yes, on which we all agree.
Dr Stoeckel—We do not—there is a net positive.
Senator BRANDIS—He says it is a $200 million positive.
Dr Stoeckel—It is $200 million. You cannot just look at one part of it.
Senator BRANDIS—That is what he says. I do not know if he is right, but that is what he
says.
Prof. Drysdale—That has come back—
Dr Stoeckel—Don’t say we all agree, Peter. We do not all agree.
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CHAIR—There are a couple of assumptions for clarification.
Prof. Drysdale—But they are very small effects—we all agree on that. But one important
point in relation to the question you asked that needs to be made on the trade side is that these
income effects are associated with quite significant movement in trade flows. So they do affect
what the reaction to this agreement will be.
CHAIR—I think there is an ongoing debate here. The committee is going to have to consider
how we develop it and to what extent we need to develop it to clarify our own conclusions.
Before we conclude, I will give the floor to Dr Thurbon to briefly clarify her point on quarantine.
Dr Thurbon—I will allow Professor Weiss to respond.
Prof. Weiss—We are concerned that Senator Ferris has continued to misconstrue our point
about quarantine. We are making the point that the science of risk assessment is going to be
increasingly politicised under this agreement. In our submission we have provided empirical
evidence as to why we draw that conclusion. Let me very briefly highlight—
Senator BRANDIS—Where is that?
Senator FERRIS—I would like to respond—
CHAIR—Order! This is a clarification. We are not going to have these witnesses back again
and we have to give them a chance to complete their evidence. How we regard their evidence is
a matter for us subjectively.
Senator BRANDIS—Where is the empirical evidence?
CHAIR—Please complete your point, if you would not mind, Professor, and we will conclude
the hearing.
Prof. Weiss—Thank you. We have provided in our submission empirical evidence based on
the analysis of primary documents relating to US policy. Firstly, we have provided evidence that
the bodies that are being created under the agreement are there at the behest of US agriculture.
That is point No. 1. Secondly, we have provided evidence that the new bodies are intended as
vehicles to pursue the elimination of our quarantine standards as they impinge on US agriculture.
Thirdly, we have provided evidence that they have already placed a dollar value on the exports
that are anticipated under this agreement as a result of the elimination of these quarantine
standards. Finally, we have also provided evidence of relentless pressure over the past 10 years
from grape producers in California which has been effective and has eventually brought
Californian grapes onto our tables. I will leave it with those few points. I do not think it is really
appropriate to ask an econometrician if this kind of evidence is relevant or not.
Senator BRANDIS—There is a not a syllable of empirical evidence in this entire flimsy
polemic. It is a disgrace.
CHAIR—I am not going to have a pointless slanging match. I will close the hearing down
straightaway if that is what it is going to become.
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Senator FERRIS—I thank Professor Weiss for those comments. I asked her yesterday—and I
made the comment this morning again, based on the comments that were made this morning—to
tell me where the free trade agreement indicates that our quarantine decisions will be made on
the basis of anything but science. I made the comment again this morning. I have not had an
answer to it. She used the term ‘toxic chemicals’ in relation to the import of grapes from
California. That is an issue that I will raise when the estimates committee meets with Dr Mary
Harwood, because I regard the use of the term ‘toxic chemicals’ as totally irresponsible in
relation to our quarantine. I will leave it there.
Prof. Weiss—They are banned in the United States, and that is on the public record.
Dr Thurbon—The US only allows that chemical to be used—
Senator FERRIS—We cannot hear for the chattering. There is too much chattering.
CHAIR—We clearly have a disagreement, which is not surprising. This is a democracy. I
think everyone has put their point of view. On that basis, I once again thank all the witnesses.
This has been a very useful session for us. My view at this point is that we should just put a
chapter in our report of the Hansard of this discussion. If that is the view of the committee, we
will forward to you a Hansard so that you can correct your galley proofs, if that is necessary.
Senator BRANDIS—Mr Chairman, on that procedural issue: I do not think that the debate—
in particular, that between Professor Drysdale and Dr Stoeckel in relation to what might loosely
be called the trade diversion effect—is concluded.
CHAIR—I have not said that. I have said that this session is about trying to get all the
arguments out so that in proceeding with our report we have a framework of the best advice on
what the arguments are and we can then address them. As I said earlier, there will obviously be a
need to pursue some particular points and to invite some witnesses back in order to do so. I
thank the witnesses for their indulgence.
Proceedings suspended from 12.47 p.m. to 12.56 p.m.
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McLEAN, Mr Gregory John, Assistant National Secretary, Australian Services Union
CHAIR—Welcome. Would those in discussions in the room please hold those discussions
outside the room so that we can pay attention to the witness.
Mr McLean—Thank you, Senator. I will try and be as brief as possible, but I will find it
much easier if the room is quiet so that I can get through things without being distracted.
CHAIR—Yes, please; that is my wish, too.
Mr McLean—I thank the committee for the opportunity to appear before it this morning. I
understand that the committee has a copy of our submission.
CHAIR—We do.
Mr McLean—I would like to point out to the committee that there have been some minor
changes to that—nothing of any significance, but there have been some minor grammatical
changes. A copy has now been passed on to the clerks for record purposes.
I do have a number of branches of my union that were unable to be here this morning that
have asked me to pass on to you their support for our submission. I would like to note those
people who have asked me to do so and I will leave the letters with the clerk: our secretary for
northern Queensland, Margie Dale; our USU secretary from New South Wales, Mr Brian Harris;
our executive president, Sally McManus, who is also from New South Wales; our secretary from
Queensland, David Smith; our secretary from Tasmania, Sean Kelly; our executive member from
Victoria, Alex Serrurier; our secretary from Victoria, Darrell Cochrane; our secretary from South
Australia, Anne McEwen. Others from Western Australia and other states, as well as those who
have already been mentioned, send their support for this.
In the submission that we have put forward—and I will be brief as I go through these—I
would like to draw your attention to a series of areas that we are concerned about. I note that this
morning, before I started, there was considerable discussion in respect of the time frames within
which this particular agreement was negotiated. I note also that similar bilateral agreement
timetables that have been foreshadowed or undertaken by the Australian government and, in
general, the GATS negotiations, tend to have had a longer timeline, and so I support those
remarks that were made earlier.
Also, my organisation raises with the committee the ability of community groups and
businesses in Australia to respond to agreements and treaties such as this. In doing so, we note
the size of the US economy, businesses, community groups and unions and their ability to
resource submissions. That simply means that they are larger organisations with more financial
clout and a greater ability to research documents. I think that, to some degree, Australian
community groups—in particular, some areas of local and regional government, for example,
that will be affected by this agreement—may not have the resources to step forward as clearly as
they would like to.
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With respect to the definitions of the agreement, we see that this agreement may well have
extensive coverage or concern for local and regional government throughout Australia, state
owned government corporations, electricity and water authorities and, in general, a series of
essential services, either directly or indirectly by the use of build-own-operate-transfer schemes
or by—in the latest trend—private-public partnerships. We believe that the procurement of both
tangible things, such as a desk or a chair or a car, and services such as the provision of water or a
water treatment plant to a community could also be subject to the rigours of this agreement, and
that would certainly create some issues for local government.
We also raise in our submission the new idea that is coming into Australia: the use of privatepublic partnerships. The ways in which they have been used in other countries raises some
concerns about whether or not we may see the framework for the engagement or the letting of
those contracts for private-public partnerships—build-own-operate schemes and such—opened
up under the provisions of this agreement. We also raise a question about the adherence to the
outcomes of this agreement. We know that there is a provision within the agreement that states
‘each party shall provide information to authorities of regional governments to encourage their
adherence to the provisions of this chapter as appropriate’. That comes under the purchasing
arrangements which I have just referred to. That particular clause may create some concern for
the community, which might feel that if they are being given an educational program after the
fact they could have been given more of an educational program before the fact so that they were
aware of what was being discussed and negotiated on their behalf.
We also have some concerns in respect of the investment sector. I understand that the
agreement opens the door on the number of directors—as well as chief executive officers and
senior persons within a company—who may live in Australia, and there is a question of
citizenship. Our concern is that at the moment, as we understand it, there are provisions
requiring a number of directors of certain companies to continue to reside in Australia and that
this agreement actually opens up the ability for the number of directors to be flexible or reduced
even further from what it is now. I raise no concern about the capabilities, abilities, nationalities
or contributions that those individuals would make. However, when we see companies in
Australia where a number of the directors live outside of the country—I think particularly of
some French water companies that operate in Australia as classic examples—we would question
whether or not those directors that do not reside in Australia may be in touch with Australian
community expectations or standards that society may expect directors to think about when they
are looking at actions of their company that may, in turn, affect a community. It is of some
concern to us that those directors may not be aware of what community expectations or
standards are unless they actually live in Australia and are regularly exposed to the views of
Australian society by way of media, general discussion and movement within the community.
In respect of the government procurement arrangements and how we would see that coming
under both state government and regional government, we are concerned that regional
government in Australia may call upon a build-own-operate scheme to be constructed for a water
or sewage treatment plant and may have some thoughts about what amount of money that
company may wish to spend in that community—that is, local jobs, local purchasing and such.
We notice that, under this agreement, it may not be possible for a local or regional government
to say: ‘Look, we would like to have a depot in your town as a result of your constructing this.
We would like to have you spend money in the local town and continue to put those spin-offs
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through to the Australian economy.’ That is of concern to us and, again, that is reflected in the
build-own-operate and build-own-operate-transfer schemes.
In respect of the labour clauses, my union is affiliated with three international organisations—
some of them quite large in their representation. I note in particular Public Services
International, which has been extremely active on the issue of WTO and GATS discussions. It
represents around 20 million public sector workers worldwide. We are part of that organisation.
On a past occasion when I appeared before this committee or a similar committee, I think I made
some references to the guidance and advice we received from those international organisations
that often provide critical advice for our consideration.
I also notice that within the agreement there are specific references to labour clauses. Those
specific labour clauses call for discussions at agency level. I put the question before the
committee of the role of democratically elected organisations whose officers are elected in
ballots conducted by the Australian Electoral Commission. I refer specifically to the officers of
unions in this country that are elected by those ballots—they are broadly representative of
specific industry and community groups—and whether or not they should be a consideration in
these bilateral agency discussions. I draw the committee’s attention to single trading blocs such
as the European Union. They have social dialogue provisions. These are expected by the
European Union within their trading bloc. I would ask this committee to give some consideration
to what the term ‘agencies or community organisations’ may well mean under those labour
clauses.
The rest of our submission talks specifically about the water sector, the electricity industry
and, most importantly, aspects of the regulatory frameworks in this country. We know that quite
often the regulatory frameworks that exist for the electricity industry—the charges that the
carriers of electricity cables can stipulate to recover their exposure to their already purchased
electricity, the profit they would make, the reel-in charges that they use on those electricity
cables—or simply the regulated prices for public transport in a range of states may well be
subject to issues of these types of agreements. We were particularly concerned last year when we
heard some discussions arising in US business circles on the question of regulatory framework
and regulations being inhibitors to trade. We also have concerns that regulation and regulatory
frameworks are critical to Australian society, particularly as governments divest their
responsibilities of public sector infrastructure and public sector support services to the private
sector.
You cannot legislate for every single thing that might happen once you provide a service to a
competitive environment but you can provide a regulatory framework to protect the consumers.
We think that the issue of regulation and regulatory frameworks could have a little bit more work
done on it in respect of this report, to protect Australian citizens in the future as more of those
government services become liberalised and contracted out or as competitors move into the
marketplace to provide competitive transport and electricity services. As we now see in New
South Wales, there are arguments now to go before the ACCC about the use of waste water and
whether or not Sydney Water can restrict the usage of that waste water or has to allow for open
competition. So we already see a little bit of a test by some private sector companies of national
competition policy as it continues to grow, but we raise this question of regulatory frameworks
that are managed by states and sometimes by national and regional governments. Those are our
views in a nutshell.
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CHAIR—Thank you, Mr McLean. What do you recommend we do with this agreement?
Should we as senators support it, vote against it or try and amend it?
Mr McLean—Our concern is that it would require substantial amendment. In particular, we
would like to see water referred to as an exclusion. We note that electricity is not excluded from
this agreement such as it was with the Singapore agreement, so we are questioning whether or
not there is a change in the way in which these agreements are negotiated. If that is the case, we
would suggest that this agreement may well be best put on hold and renegotiated to clarify those
issues that we have raised. If that is not possible within the time frame, we would obviously
suggest to the Senate that the document be rejected and that they come back and continue
negotiations. We are not saying that these negotiations should stop in their entirety, but we are
saying that there are some issues here that we have concerns about. We believe the members that
we represent—the 140,000 of them across this country and the well over 70,000 within the
public sector, in local government and utility industries—are rapidly becoming concerned about
what may take place within their industries and are also concerned about what may take place
within their communities. In a nutshell, start renegotiating and deal with some of the issues that
we have raised or reject the agreement and start again.
CHAIR—Are there any questions from the committee?
Senator O’BRIEN—Regarding the reference on page 8 of your submission to the particular
articles of the proposed agreement as it stands now, you say they:
... leave the door open for either party to argue for the treatment of an Australian Local Government function, corporatised
entity—

et cetera—
to be applicable under this Designated Monopoly provision.

Could you explain that further?
Mr McLean—The reading we had of the document raised the question of a designated
monopoly within, say, a local government service area. I think I raised previously the monopoly
service that is provided by, say, Sydney Water in its provision of water and waste water services
to the community. Sydney Water, because of its size, is covered by the national competition
policy issues. Local government provisions of water services—for instance, in regional
Australia—are covered by national competition policies to the extent of the construction of the
infrastructure. Whereas, for instance, in the eighties that infrastructure was automatically
constructed by, say, the department of public works in each state, under national competition
policies it is now open for public tender. So we saw that those services that may not be
considered as monopoly services in the national competition policy areas—the smaller water
end, if I could use that term—may well be considered as monopoly services and that envelope
pushed a little further and tested, so that we may find there are areas that we do not believe are
monopoly services at this stage under national competition policy but that may well become
monopoly services at a time in the future under this agreement simply because of the single
provider of that service to the community.
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Senator O’BRIEN—If I followed your answer to the chair’s question, you are saying we
should deal with this by excluding the provision of water and electricity?
Mr McLean—Most definitely. Electricity is a competitive issue and I think it is fairly open at
the moment. I do not see pressure on the business circle around Australia anymore to push for
further privatisation of the electricity industry. Some states may like to, but when you look at the
results that have been provided in, say, New South Wales, you see it has probably one of the
freest and most competitive electricity markets in the world and it is still owned by shareholders
who are in fact the New South Wales government. I think about $1.6 billion a year comes out of
the New South Wales state corporatised entities, of which the lion’s share is the electricity
industry, for reinvestment in schools, hospitals, roads et cetera. I think it shows that you can have
a competitive market but governments can play and can continue to be owners and abide by
those issues of competition. So we think electricity has gone as far as it needs to at the moment;
water has, most assuredly.
Regarding water, it was remiss of me for not raising with this committee or bringing with me
today the United Nations statement from the end of 2002 in respect of the availability of water as
a designated human right rather than an issue for trade. I can pass the reference on to the
committee’s clerk, if that would be of assistance. There have already been some wide
discussions about water. I understand there is extreme pressure within the European Union for
water to be taken out of future trade agreements and that there is a like-minded group of
European Union parliamentarians pursuing that issue.
CHAIR—Yes, Mr McLean, would you supply that reference to the committee.
Senator FERRIS—Mr McLean, one point that you raised consistently in your submission is
this ability of Australian community groups to have a say on the free trade agreement. I think it
is a consistent theme in your evidence. Now that we have, I think, almost 200 submissions and
there are two parliamentary committees taking evidence on this, is that still a concern that you
have?
Mr McLean—I think there are a couple of things. If you look at the way this report was put
out, you will see that it was put out on the web site not as a single document but as a
multilayered document, and you had to sit there and download it. I understand that to get hold of
a copy of this document from any other source except the Web is almost impossible.
Senator FERRIS—It is a thousand pages; that is why.
Mr McLean—The document itself, I think, is about 500 pages and the attachment is a further
500-page volume. I understand that all senators were provided with a copy of that document in a
two-volume bound edition and that all of you have a copy of that in your office. I do not think
that same publication has been made available to the Australian society in any other format than
the one available on the web site. That could have been managed a little bit better.
There are small and large community groups that may not have the ability to own a whiz-bang
Xerox copier such as the one I have in my office where I press ‘print’ and a thousand pages is
not a difficulty. The computers that I have at home have a small Canon printer; it would take a
year or more, I think, to get 1,000 pages down. Perhaps these documents could be made more
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widely available and even a limited number of them published and made available at a
reasonable price to a community group that had an interest.
In the past I have had discussions with the Department of Foreign Affairs and Trade and made
some suggestions as to how they might be able to undertake broader community consultation in
the development of GATS and other trade agreements. I am very pleased to say that some of the
contributions and views we have put forward have been respected and taken on board by those
organisations. However, I know that in this country a number of small organisations have a
limited ability to stand up for their community and their small community groups. There are 650
local government authorities and 100 Indigenous land councils throughout Australia. I do not
know how a council with a very small infrastructure would be able to speak up on behalf of their
community. They would of course have to use their industry lobby group, which is fine, but in
respect of them looking after the people in Tamworth, Nundle or some smaller Australian cities
that might be difficult for them to do.
I acknowledge that it is great to see over 200 submissions come in. I think it is really good that
the Australian community is starting to embark on this process. But I think the 30 parliamentary
days put out for community groups to step forward and put their views is a fairly limited
framework and could have been extended. Perhaps there could be more availability of the
document. As well as making it available on the web site, it could be published and made
available for purchase in capital cities or by mail at a subsidised price or at cost price. That
would be a responsible attitude. I think there are probably a few community groups that have
missed out on that opportunity.
Senator FERRIS—Your submission indicates that one of your concerns regarding this
agreement in a general sense is that these agreements create regulation and regulatory
frameworks that are, in your words, ‘inhibitous to trade’. Do you really argue that the overall
effect of this agreement is to inhibit trade?
Mr McLean—No. I am sorry if you have gained that impression. I would have to go back and
look at the document. The issue of ‘inhibitous to trade’ was a quote that had been reported to us
in the media by way of a US energy company raising questions on regulatory frameworks in
other countries as being inhibitous to trade in their ability to develop their enterprise as a large
electricity company. It was not our saying it was inhibitous to trade; it was an American business
organisation that we had quoted that had raised concern about regulatory frameworks being
inhibitous to trade.
Senator FERRIS—I accept that. We are trying to rush this through.
Mr McLean—I will go back and read the document and, if I have said that, I will make
alterations to it; but that was not my intention.
Senator FERRIS—On page 6, under subpoint 20 in your submission, you say that you expect
the definition of regional government or regional levels of government in chapter 1 to extend to
local government. Where did you seek legal advice on that interpretation?
Mr McLean—From our investigation in respect of GATS, our understanding now is that the
World Bank is going directly to local government infrastructure, particularly in South America,
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rather than going to state government. It is now starting to target individual local governments.
We also understand that state governments legislate for local government and that some state
governments have a national competition responsibility. If they do not create that national
competition environment within local government, some national competition payments can be
withheld from those states. I think that is the case in New South Wales.
We would see that as state governments having the right to legislate for local government and
how local government would operate: the right to merge them, to amalgamate them and to make
changes in the landscape of local government. We see that a state government having that
legislative power would use it to encourage it to adopt these principles of it being involved in
those areas, for either want of national competition policy, the trade issues that local government
sees itself being locked into or for simple matters—that is, local government and the functions it
provides to the community differ from region to region and state to state across Australia. An
example is that South Australia and Western Australia undertake virtually no water services to
local government. Local government in Queensland, New South Wales and Tasmania—Victoria
is mainly regional—is the backbone of that water system to, I would estimate, many millions of
Australian citizens. Local government may find those services it provides as monopolies, such as
water reticulation, storage, distribution, the water industry network and the disposal of waste
water as being areas that it would be expected to conform to in national agreements such as this.
Senator FERRIS—I have some questions that I will need to put on notice because we are
going to run out of time but, for clarification, on page 6 you talk about chapter 8 of the report
being about regional governments and then straight underneath you talk about chapter 8,
technical barriers to trade. What does chapter 8 of the report, regional government, refer to?
Mr McLean—I would have to go to my copy.
Senator FERRIS—Can you just clarify that and let us know because it is a little confusing.
Mr McLean—Yes. I think in the early parts of the document there is a reference to the layers
of government that would be covered by the trade agreement. This is the provision of services,
purchase of services, equipment and such. There is a provision within the agreement, I think
under chapter 8, that says:
Each Party shall provide information to authorities of regional governments—

which again I think refers to state and local government et cetera—
to encourage their adherence to the provisions of this Chapter as appropriate.

What is put forward within that is that if the Australian government is going to put forward
moneys, support or whatever to regional and local government authorities for them to comply
with the outcomes of this agreement, would it not be best for those organisations to receive some
support to be able to put forward the views prior to the agreement being signed off?
Senator FERRIS—I guess the argument is that that is what we are doing with this committee
and the treaties committee.
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Mr McLean—It is good for that to be undertaken. I think we went through that earlier, but
there are still some community organisations that we feel could have been better educated in the
process of what may lie ahead of them.
Senator FERRIS—Could I just flag to you that I have a few other questions that I will put on
notice in the interests of time.
CHAIR—Thank you very much, Senator Ferris; that is appreciated. Thank you, Mr McLean,
for your attendance here and for making your submission available to us. Again, I apologise for
the disrupted timetable.
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[1.24 p.m.]
FAUNCE, Dr Thomas Alured, Senior Lecturer, Medical School; Senior Lecturer, Law
Faculty, Australian National University
CHAIR—Welcome. Dr Faunce, again I apologise for keeping you waiting and for the
disruption to your program today. Thank you for your submission. Please address us.
Dr Faunce—I hope the senators have a copy of the submission that Professor Drahos,
Professor Henry and I put forward. A paper that I prepared with Dr Lokuge should be there as
well. There should be two papers.
CHAIR—Yes, we have just received that. We have had your submission in our file.
Dr Faunce—The submission has been in the file but I thought the other paper was important
and I will take you through that. Essentially the submission that we would like to make is in
relation to the effect of the free trade agreement on the Pharmaceutical Benefits Scheme. We
think that the free trade agreement will have a disastrous effect on the operation of the
Pharmaceutical Benefits Scheme. Not only that but the cost flow-on effects of a blow-out of the
drug budget in the Pharmaceutical Benefits Scheme could have a catastrophic effect on the
public health system in Australia as a whole, particularly given the amount of money that the
public health system has to pay for pharmaceuticals each year.
I propose to take you through what we consider to be the elements of the free trade agreement
that will lead to this effect. That is mostly information located in the paper that you should have
on file that I did with Drahos and Henry. In relation to the effects that this is going to have in
terms of prices and costs to the Australian health system, I will be relying on the paper of Dr
Lokuge, who calculated these costs. I will explain how those costs were calculated. I think this is
important information that the senators need to consider. I do not think that the current
evaluation of the free trade agreement by the Centre for International Economics has dealt with
these issues at all. I think that we see a very superficial analysis there. It is really a paragraph
that says that none of these cost factors are going to rise. We think this needs to be taken much
more seriously as an issue in relation to whether or not this agreement should get up.
In brief, if you are looking at what effect this is going to have, the major provisions of this
agreement in relation to the Pharmaceutical Benefits Scheme are in annex 2-C. We think that
some of the crucial provisions there relate to the interpretive principles at the beginning of 2-C.
The reason that these interpretive principles are so important is in relation to possible disputes
that are going to arise under the trade agreement. Our group has had discussions with members
of DFAT, including Deady and other members who negotiated these provisions, and they feel
that they are fairly neutral. If you look at the history of trade disputes, the World Trade
Organisation and the way that these things go, you are up against an opponent in the
pharmaceutical industry which has vast resources and vast experience. They have got the
capacity, through these changes, to hold up generics coming into the market for substantial
periods of time. More than that, these principles actually represent a change to the actual
principles under which the Pharmaceutical Benefits Scheme has arisen. This change has come
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about not through legislation enacted by the representatives of the Australian people but by
pressure from the American pharmaceutical industry.
In particular I would like to take your attention to some of the key principles at the beginning
of 2-C that we are saying are the most deleterious. If you look at those principles, they
emphasise the word ‘innovation’ four times. The first principle is that in pursuing the objective
in relation to health care the parties are committed to ‘innovative pharmaceutical products’. That
is in point (a). Point (c) concerns ‘the need to promote timely and affordable access to innovate
pharmaceuticals’ and point (d) concerns ‘the need to recognise the value of innovative
pharmaceuticals’. If you turn over the page to the heading of ‘Regulatory Cooperation’, it says
that the parties will advance the cooperation between the TGA and the US Food and Drug
Administration ‘with a view to making innovative medical products more quickly available’.
This concept of rewarding innovation is not part of the Pharmaceutical Benefits Scheme. I think
this is something we need to emphasise.
It is not that we should not reward research and development. Our submission is that the
patent law does this. We do not need the Pharmaceutical Benefits Scheme to start rewarding
innovation. The Pharmaceutical Benefits Scheme was set up as a result of initiatives by Ben
Chifley and other members of the government at that time to ensure that poor Australians had
basic access to essential medicines that they required to stop them from dying. It was never set
up to reward large multinational pharmaceutical companies. It is claimed quite wrongly that their
research and development is not being adequately rewarded.
We claim that this is a completely fictitious argument that the pharmaceutical companies are
running in the United States to justify drug prices that are four times those in Australia. Our
bottom-line submission is that, if this trade agreement goes ahead, within five to 10 years we
will start to see drug prices rise. Probably within 15 years, we will see an equivalence of drug
prices between the US and Australia, which will have disastrous consequences both for the
amount of money the government has to pay out under the Pharmaceutical Benefits Scheme and
for the health care system in Australia.
We think that the way these principles will operate needs to be read in relation to chapter 21
on dispute resolution. In our point of view, one of the most iniquitous aspects of this agreement
is the fact that cross-retaliation is allowed under the dispute resolution chapter. That means
retaliation would be allowed if the Americans were to claim they were not getting what they
wanted under intellectual property—that is, if they were to claim that Australian patent law had
not made sufficient concessions and moved towards US patent law, or if the review mechanism
they were hoping to insinuate into the Pharmaceutical Benefits Scheme was not exactly what
they wanted and, for example, did not allow PBAC decisions to be overturned. If they put all
these things together and said, ‘We don’t think you have complied with the terms of this
agreement,’ retaliation would be allowed. Article 21.2C indicates that all they need to establish
in order to initiate a dispute resolution procedure is simply that a benefit that they expected to
accrue has been nullified or impaired, even if it is not actually consistent with any exact
provision in the agreement. I am referring to article 21.2C. You can see that chapter 17 on
intellectual property rights is included in that section. A mere breach of the spirit of the
agreement—in other words, that we have not moved closer to them—would be enough, under
21.2C, to allow the Americans to initiate a dispute resolution mechanism or to at least raise the
threat of doing so.
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What this means in practice is that, if a large pharmaceutical company does not get its way in
relation to a PBAC decision, it will threaten cross-retaliation in beef, agriculture or
manufacturing. That threat will put enormous pressure on the people in the PBAC and indeed on
the government to cave in and make the changes the Americans want. At the end of the day, who
is going to resolve whether or not I am right and what the terms are by which this agreement
should be interpreted? Article 21.7 indicates that disputes under this agreement are ultimately
going to be determined by a panel composed of three intellectual property and trade lawyers—
one chosen by the US, one chosen by Australia and one by a neutral party. This is the unelected
body that is ultimately going to make changes that decide how our Pharmaceutical Benefits
Scheme should operate. I think we need to address whether this is really in Australia’s interests.
These are some general principles in the agreement that we feel are not in Australia’s interests.
I will take you through some of the other principles we have focused on in our submission. We
think at least four major types of costs are going to accrue to Australia as a result of this
agreement, mainly through the intellectual property and Pharmaceutical Benefits Scheme
provisions. Australia will accrue bargaining and strategic costs. As a result of the changes to
intellectual property law in this agreement, Australia is going to lose a lot of its bargaining clout
in the World Trade Organisation. One aspect of it is that the TRIPS most-favoured-nation clause
picks up this particular agreement. That means, for example, that Japanese and European
intellectual copyright owners will benefit from what goes on here.
I think the committee needs to understand that America is not entering into this free trade
agreement with Australia as a unilateral act; it is entering into free trade agreements with
numerous countries around the world. Australia just happens to be the first major developed
country, apart from Canada, that it has entered into a free trade agreement with. So there is
enormous potential for a precedent to be set which can be exploited down the track.
Why is America doing this? Why is it breaking away from multilateral trade fora and stitching
up all these bilateral deals around the world? We think it is because it smells a competitive
advantage from these agreements. It is very hard for a small country like Australia to have any
sort of bargaining clout when it is negotiating directly with America. If Australia were doing this
negotiating through the World Trade Organisation as part of a bloc or something, it would have
much more chance of coming out with an agreement that would be useful to Australia.
Other countries have held out. Argentina, Brazil and India have held out and refused to go
down this bullying path of making their intellectual property laws the same as America’s. They
could see that one of the big disputes of medical ethics that has been going on in this context is
cheap access to HIV-AIDS drugs. Brazil has led the way, and so has South Africa to some
extent, in fighting off large companies who have wanted to charge developed world prices for
these sorts of drugs even in a public health emergency and despite the provisions of the Doha
agreement. That is just the tip of the iceberg. That relates to a major public health emergency. We
think that this agreement opens the door to long-term structural changes to the principles by
which the Pharmaceutical Benefits Scheme works and long-term changes to the costs we will
have to pay.
There are major competition costs that we are losing as well. The pharmaceutical market in
Australia is notoriously anticompetitive. One thing that the study by Lokuge indicates is that one
of the major reasons why drug prices are kept down in Australia relates to the capacity of generic
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manufacturers to come on board and produce a cheaper product once the patent expires. We
think that the Americans have set their sights on restricting the capacity of generic manufacturers
to come into the market, because it is obviously going to make them more profits if they can
extend their patent life. Lokuge’s study said—and this is something that we do not think the
other studies picked up—that if any of these strategies in various intellectual property chapters
were to come into play and we were to end up with, say, an 18-month, 24-month, 30-month or
36-month increase in patent life then certain obvious costs would be able to be calculated.
This paper looked at various drugs that were coming off patent at a particular time. On page
15 there are the examples of Zocor—simvastatin—which is a cholesterol lowering agent;
Lipitor, which is the same; and Zoloft, an antidepressant. Zocor is due to come off patent in July
2005 and Zoloft is due to come off patent in October 2005. The total PBS expenditure as of
September 2003 for Zocor was $335,856,135. If there were a 24-month delay in the introduction
of generics in relation to that drug, we calculated that the amount spent would rise substantially.
You can see from the table on page 15 that there would be millions of dollars in price rises. It is
an incremental thing. It is not that these changes will take place as soon as the agreement is
signed; it is something we will start to see five or 10 years down the track. Some of the other
features here would be dynamic efficiency costs. The Federal Trade Commission in the US is
already having major concerns about the way the US patent system is failing. There are also
major problems in the way the dispute mechanisms operate.
In some of the discussions we have had with people from DFAT, they have claimed, for
example, that the intellectual property provisions in 17 relate merely to situations where there is
an allegation that a drug is not out of patent and a generic wants to come in while a patent is still
operating. Their argument is, ‘Well, this happens in only five or 10 per cent of cases, so what are
you worried about?’ Unfortunately that argument does not really take into account the way the
lawyers of the pharmaceutical companies in the US work. All they need is a toehold, really. If
there is the slightest chance of them making an argument that a patent has not expired, they can
tie up the generic manufacturer in litigation for years. They have the pockets to do that, they
have the lawyers to do that and they have the experience of doing that in the United States. What
we are giving them in this agreement is a chance to start that whole process, and this is
essentially what we are concerned about.
One thing the senators need to be aware of is that it is not just a question of looking at the text
of the agreement at the moment. If you look at the dispute resolution section, article 21, there is
a joint committee set up to supervise the implementation of the agreement. The function of that
committee will be to suggest modifications to the agreement over time. Essentially, what we are
giving the Americans once we sign this agreement is a chance to modify it. They will be
thinking, certainly in relation to pharmaceuticals, that they will want to modify it. Before they
started the negotiations, their position was quite clear: they wanted the abolition of the
Pharmaceutical Benefits Scheme. They saw it as a non-tariff barrier to trade. When they were
told they could not get that, they tried to stitch into this agreement as many provisions as they
possibly could. We have calculated that there are 60 references in this agreement to
pharmaceuticals and the Pharmaceutical Benefits Scheme.
It would be ridiculous to say that the Americans do not have an agenda of trying to get more
drug dollars out of Australia through this agreement. There is no hint of a possibility that the
American agenda is to try and facilitate access of members of the Australian community to
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cheaper pharmaceuticals or universal access to affordable drugs. If that were the case, if we
looked at these agreed principles at the beginning of annex 2-C we would see that principles of
affordability or of quality and safety would have their own particular stand-alone status. Instead,
what do we see? The only principles that have stand-alone status are the necessity to give
importance to innovation in drug development and the importance of research and development.
They get their own stand-alone status, but when we turn to affordability it is immediately
qualified. Annex 2-C1(c) of the agreement notes ‘the need to promote timely and affordable
access to innovative pharmaceuticals’. This means that, if this ultimately gets before a trade
resolution panel that is trying to interpret what this agreement means, the panel will see that the
agreement is riddled with innovation and reward for research and development. One big
argument the drug companies are making is that the only reason drug prices in the United States
are so high is that they are not getting an adequate reward for research and development, which
is one great lie they like to promote around the world to try and get some sympathy. But, actually
if you look at the figures that we have been able to calculate, the outlays of major US drug
companies—
Senator FERRIS—What paper are you talking about?
Dr Faunce—This is the Lokuge paper. At table 7 on page 20 you will see that Merck, for
example, spent five per cent on research and development in 2001 and 13 per cent on marketing
and advertising. Pfizer spent 15 per cent on research and development and 35 per cent on
marketing and advertising. Bristol-Myers Squibb spent 12 per cent on research and development
and 27 per cent on marketing. Wyeth spent 13 per cent on research and development and 37 per
cent on marketing and advertising. These are international companies, but this gives you an idea.
Eli Lilly spent 19 per cent on research and development and 30 per cent on marketing and
advertising. None of these major companies spent more on research and development than it
spent on marketing and advertising. That is because the pharmaceutical companies’ profitmaximising strategy is not to create innovative research and development drugs; it is to create
copycat drugs which are very similar to existing drugs—with maybe a minor biochemical
difference—and then to get them into niche markets in developed countries where they think
they will be able to exploit the desires of people.
I must say while I have the time that one big issue that concerns me as someone representing
the Australian Medical School is the problems we are going to face as a nation in relation to the
research and experimental use exemption in patent law. This research and experimental use
exemption has been obliterated in the United States by the Madey decision. If a university in
America wants to fiddle around with a drug to try and come up with a new compound, just to see
what it can create without actually marketing it, this has been interpreted by the US appeals
court to be exploiting the patent. They believe all universities are involved in money-making
exercises, so any fiddling around with a drug is an exploitation of the patent. This is not the
current law in Australia. When they tried to do this in America, every major medical school was
part of a major amicus curiae brief to the US Supreme Court to try to get rid of this iniquitous
change to the patent law, but it failed.
Why is it going to be so bad? If you are trying to develop a drug to overcome a disease such as
malaria, tuberculosis or any other disease which affects hundreds of thousands or millions of
people around the world but if none of those people are in a position to pay large amounts of
drug dollars, there is no incentive. In fact, there is a disincentive for university researchers to try
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and come up with these compounds—not that we have a pharmaceutical industry and not that
this type of agreement is encouraging us to do that, but we do have a lot of very innovative
pharmacists and chemists in Australia who are developing innovative drug delivery systems.
Unfortunately, if you look at the intellectual property chapter of this agreement, you will see that
there is a provision that requires US and Australian patent law to harmonise with respect to this
sort of inhibition. If we do not get changes to our Patents Act through to allow us to protect the
research and experimental use exemption before we sign onto this agreement—that is, if we try
and make those changes later—we will be in breach of this agreement, and there could be crossretaliation in beef, agriculture or manufacturing. This is the cycle we have tied ourselves up in.
We have linked ourselves inexorably to the type of health care system that the Americans
have. Our great concern is that, if our predictions are correct and if the Pharmaceutical Benefits
Scheme budget continues to blow out as a result of the changes that have been initiated by this
agreement, we may find that in 20 years time our public health system is so much in the red in
terms of us being able to fund it that the only solution will be to turn to a managed care type of
health care system, to basically turn it over to private enterprise. There may be an agenda to do
that, but we think that would be a disastrous thing to happen. Having the Americans telling us
how to run a pharmaceutical approach to health care is like having the goal coach of the Carlton
football team going up to Brisbane to give them some lessons in how to kick goals. Essentially,
we have the best health system and we have the best control of drugs in the world, and America
has the absolute worst. Why do we have a medicines working group asking advice from these
people? It is like Leigh Matthews going down and saying to whoever is the coach of Carlton,
‘Give me some tips.’ It is ridiculous and yet this is what we are doing.
CHAIR—Dennis Pagan is the name you are searching for. Why you would ask him how to
kick straight in front of a goal is another matter, but go on.
Dr Faunce—We cannot see any advantage to Australia in relation to the intellectual property
and the Pharmaceutical Benefits Scheme provisions of this agreement. The Americans have
obviously included these provisions because they see a definite advantage to themselves. We
think that of the entire agreement the intellectual property and the Pharmaceutical Benefits
Scheme aspects are the worst in terms of the likely consequences. I guess if you asked, ‘What
are the consequences of fiddling around with intellectual property rights and allowing the drug
companies to fiddle around with and attempt to extend their patents?’ the answer would be that it
is a bit like a neurosurgeon playing around in the brain stem. The smallest change to these patent
extension times is likely to have catastrophic consequences, and this is what Lokuge’s paper
indicated. If you look at a 12-month extension on a patent, you are looking at millions of dollars.
If you look at a 24-month extension of a patent, you are looking at millions of dollars. It is
through the capacity for drugs to go out of patent and for generic manufacturers to come in that
the costs start falling.
For example, this is quite easily set out on page 12 of Lokuge’s paper. He looks at the drug
Prozac, an antidepressant, and gives an indication of the sorts of price falls that happen once you
get three to five generic manufacturers coming into the market. You can see that the drug price
drops from $55 in April 1994, say, down to $35—this is adjusted, of course, for inflation—as a
result of there now being five generic manufacturers on board. On the other hand, if you do not
have generic manufacturers coming on board—and there is nothing in this agreement to
encourage generic manufacturers—then you do not have those price falls.
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In a bigger sense, the committee needs to think about whether we want a drug industry in
Australia. We certainly do not have the capacity in Australia to create innovative new drugs
ourselves. The costs of doing the clinical trials are completely prohibitive. The only chance
Australia has of having an indigenous sort of drug industry is in the creation of generic
pharmaceuticals. We do have Australian owned manufacturers who are trying to do this. There is
nothing in this agreement to encourage them. In fact, if you look at the emphasis on innovation,
research and development and the various ways in which this agreement tries to inhibit generic
manufacturers coming in, all you have really got is something that is going to inhibit the
capacity of the generic pharmaceutical industry in Australia to grow to any major extent. I think
the senators and the parliament need to consider whether this is something we want to
encourage. Surely we want some sort of drug industry in Australia over time and do not want to
massively inhibit its capacity to grow.
CHAIR—Dr Faunce, I am sorry to interrupt you, but are you able to bring your submission to
a conclusion?
Dr Faunce—Sure. To summarise my submission, we feel that the pharmaceutical benefits and
intellectual property sections of the agreement will have a disastrous effect on the budget of the
Australian health care system. We feel that there are structural features here which will make it
very hard for the Pharmaceutical Benefits Advisory Committee to do their job with impartiality.
As a result of these changes, they are going to be pressured all the time by representatives of the
pharmaceutical companies. They are going to operate in the shadow of the dispute mechanism
which allows cross-retaliation in other areas of the agreement. There are various changes here
which are going to inhibit the capacity to bring generic drugs into the market. That is going to
make it hard to keep drug prices down. There is nothing to encourage generic drugs and there are
a raft of provisions designed to change the principles by which the Pharmaceutical Benefits
Scheme in this country operates. That change is not being initiated by the representatives of the
Australian people; it is being initiated by the American pharmaceutical industry. I think that is a
big question that needs to be addressed.
CHAIR—I have the additional papers you provided to us just now, but I have been unable to
read them. You have referred to key elements of them in your address, and I thank you for that.
Last year the Senate Foreign Affairs, Defence and Trade References Committee held an inquiry
into the Australia-US free trade agreement, which was then an agreement in prospect. That
inquiry adduced a lot of community concern about what may or may not happen in the particular
area that you are now addressing. There is also, as you are aware, the Joint Standing Committee
on Treaties inquiry, and there is our inquiry. We now have the draft terms of the agreement
before us and we expect shortly to get the final legal expression of the agreement that is
apparently going to be signed by the Prime Minister and the President later this month. We are
coming into a situation where shortly we may be called upon to vote on implementing
legislation. Some of the things that you have canvassed are new to me; some of the things have
been around for a long time and views on them are developed. I want to come to the business
end of this as far as I am concerned. Is it your view that this agreement is capable of being
amended or modified in any way that takes account of the objections that you have made?
Dr Faunce—No.
CHAIR—What are you recommending to us?
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Dr Faunce—That the required legislation not be implemented—that the Senate refuse to pass
the amending legislation for the six pieces of legislation that need to be changed to effect this
agreement.
CHAIR—It seems to me, therefore, taking a fairly simple line of analysis, that what we
wanted out of this agreement was access to the agricultural market in the US, which is protected.
One of the key things the Americans wanted out of this agreement was access to the drugs
market in Australia, which is protected. We know what the arrangements are on agriculture and
we are assured by the government that the agreement on pharmaceuticals is benign. What you
have put to us is that it is not benign, that in essence it is the thin end of the wedge and that there
is considerable concern in the US to drive this wedge much further.
I guess we have to make—and I would ask you to comment on this—a trade-off in our
evaluations. Of course there is intent on their side. We live in a competitive world and people
have objectives. All my life, I have been subject to various threats: ‘If you don’t do this, this will
happen.’ You cannot make your decisions in life based on whether someone is threatening you;
you have to make decisions about what you want to do. On the other hand, in America they may
be hearing the mirror image of this in which the agricultural industry is putting to the American
Congress concerns about what Australia might be up to in agriculture.
I guess we have to come to a consideration of how real the threat is and whether there are
adequate ways in which it could be combated if it were to materialise. Of course, although
governments do these agreements it is the parliament that actually adopts the legislation. There is
a fair degree of consensus in the parliament about the Pharmaceutical Benefits Scheme. If your
graphic presentation today were to be accepted, it would probably be a deal breaker in the mind
of the parliament. You may not be able to do this offhand, but are you able to set down in a fairly
simple form for us how you see that the terms of the agreement as set out can be manipulated to
undermine the Pharmaceutical Benefits Scheme, or are we in the situation, given that this is a
living document which will evolve over time, that maybe at some time in future it can be
brought down?
Dr Faunce—This is something we have wrestled with as a group. Our consensus is that once
the foot is in the door there will be no turning back. An analogy would be the film The
Barbarian Invasions, which is about the collapse of the Canadian health system.
CHAIR—I saw that film the other week.
Dr Faunce—You are a bunch of senators here and we have the Visigoths at the door. The
question is: do we invite them down for a multilateral discussion first or should we invite them
home for tea? What should we do with these Visigoths? The fact is that if the Visigoths get in
then what is going to happen is completely unpredictable. Well, it is not completely
unpredictable. What is going to happen is that they will get out of Australia what they want,
which is increased profits. We have heard what we are likely to gain from the agricultural sector,
and I cannot really comment on that because we have not done the analysis on what is going on
there.
We have done the analysis—and that is in Lokuge’s paper—of what is going to happen to
costs in relation to health. Whatever benefit is alleged to have arisen from the other aspects of
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the agreement, we do not think it is worth it to completely dismantle the egalitarian nature of the
health care system. In terms of any other tinkering or changes, it is hard to imagine anything that
will stop them. Once they get their lawyers into this agreement, they will keep manipulating it
until they get what they want. You would be at a loss to try and suggest exactly what sort of
changes there would be once we got this thing in.
Let us look at India as an example. They had a dispute going with the US over a patent
mailbox provision. They came away from the trade negotiations convinced that they had the
right definition of what this patent paper mailbox was—that it just allowed people to store a
patent until it came through. The Americans, down the track, said, ‘No, you haven’t got it right.’
The Indians said, ‘Okay, we’ll pass some patent legislation which complies.’ The Americans
said, ‘We don’t like your patent legislation. It doesn’t give us what we want. If you don’t give us
what we want in your patent legislation, we’re going to retaliate.’ So there was that threat. This
is what is going to happen here. Once this whole process starts, destiny is out of our hands as a
nation. I think that is the big concern that we have.
CHAIR—Okay. I think that the deal breaker, if there is one in this agreement, is the PBS. We
have to be very careful about making sure we understand the PBS system. I also think that the
way in which the Australian government has behaved in terms of the Doha round and the
argument by African countries, in the main, about access to HIV-AIDS treatments and drugs
relating to poverty has been disgraceful. The Australian government has supported the American
position. We now have on our northern doorstep a HIV-AIDS pandemic threatening in Papua
New Guinea, and our support for the American position against the Africans will come back and
bite us in PNG very soon, unfortunately. I understand all you are saying, but I would like you to
come back to my question. Can you materialise the threat for us so we can make an evaluation of
it?
Dr Faunce—What do you mean by ‘materialise the threat’?
CHAIR—It is one thing for people to say this is what they want. Of course it is what they
want. Have we conceded to them sufficient ground that will enable them to achieve it? That is
the question we have to balance.
Dr Faunce—I think that we have.
CHAIR—I am asking you to point to things.
Dr Faunce—The first thing I would point to is the interpretive principles at the beginning of
2-C in the pharmaceutical annex. All those principles refer to innovation, innovation, innovation.
If we had stand-alone principles there instead of (a), (b), (c) and (d), if we had (e) saying that the
parties are committed to universal access to affordable medicines, that would be something. But
it is not there. If we had a dispute resolution chapter which did not allow cross-retaliation and
intellectual property—
CHAIR—That is a big call.
Dr Faunce—Sure. You asked me to address—
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CHAIR—The whole thing in trade is that if you injure someone they are entitled to injure you
back.
Dr Faunce—My first position is to forget this whole agreement. You have asked me to try to
think of other ways—that is what I am trying to do. If we passed amendments to our patent
legislation at the same time as we passed all this other legislation or before the agreement came
into effect saying that there was a research and experimental use exemption in Australia, that
would be something. We cannot do it later, because the Americans will not let us. If we altered
some of the provisions in relation to generics which made the Therapeutic Goods Administration
a sort of supervising agent to see whether patents were expired or not, that might be something. I
am trying to assist the senators by doing this but I really feel that ultimately you really do not
want to let the wolf in and then try to figure out ways to kick it out. You want to keep it out.
Senator FERRIS—Can I raise a point of order?
CHAIR—You can raise a point of order at any time. Please proceed.
Senator FERRIS—My understanding is that Dr Faunce has to leave at 2 p.m. It is now three
minutes past two. I have a number of questions to put on notice. He spoke for three-quarters of
an hour and you have interacted with him for a quarter of an hour. I do not have a problem with
that. It is just that the government are going to be denied the opportunity to ask any questions.
CHAIR—There is no foundation for that point of order.
Senator FERRIS—It is simply a clarification. I was advised that he had to leave at 2 p.m.
Dr Faunce—That is not correct. I am staying on.
CHAIR—You were correctly advised. As I understand it, the original intention was that Dr
Faunce would leave. Now I understand that Dr Faunce has waived those arrangements and made
himself available for the rest of the day. It is not my intention and it has never been my intention
in this inquiry to deny anyone the opportunity to ask a question. That is one of the reasons we
are running so far behind. This is one of the key issues. I do want to have lunch at some time
today and I do want to come back at 2.30 p.m. for Dr Stoeckel. Would you complete your answer
please, Dr Faunce? That will be the end of my questioning and we will then go to other senators.
Dr Faunce—If you pushed me, the other changes I would suggest are that the medicines
working group be open to much wider access. You cannot have selective transparency. The drug
companies cannot say they want transparency in the PBAC and then have a very closed
medicines working group. If you are going to have a medicines working group which is really
designed as a siege engine to get in here and figure out what is going on, it has got to be open to
the consumers associations and public health organisations. If they want transparency, they have
got to have it across the board. They cannot have selective transparency.
If you are going to have a review mechanism then I think you are going to have to make quite
clear that it is not going to have an overturning role. They have said it is not, but that needs to be
spelt out quite clearly: no overturning role in the review mechanism. That is what they want,
because they have not got what they want in the Federal Court. I think that the capacity of the
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drug companies to lobby members of the Pharmaceutical Benefits Scheme is completely
overstated in this agreement. Their capacity to, again, insinuate themselves, talk to these people
who are unpaid and take up their time lobbying to get their drugs listed is completely over the
top. That needs to get cut back. Otherwise, the committee needs to decide that it is going to start
paying a substantial salary to members on the Pharmaceutical Benefits Advisory Committee
because these unpaid people are not going to be able to fit all of these sorts of requirements into
their work schedule and operate effectively as a body that can say no. At the moment, all this is
designed to push them towards saying yes every time an application comes through. What we
have to have in the agreement is something that allows these people to say no and be respected
for saying that and not be continually sniped at just because they have not allowed some drug
into the PBS that really is not going to give benefit to the entire Australian population.
CHAIR—Thank you.
Senator FERRIS—I have 10 questions. I think it would be best if I put them on notice.
Senator BRANDIS—Dr Faunce, I understand what you have said. However, at least in
relation to the dispute resolution procedure, you, and indeed other witnesses who we have heard
from in the last day or so, seem to approach this as if the rights under the dispute resolution
procedure were asymmetric. Obviously, America is a lot bigger than Australia—its economy is a
lot bigger and its corporate interests are, presumably, a lot bigger. Nevertheless, if there is a
dispute arising under the agreement—including under the quite interesting 21.2(c) that you have
pointed out—the two parties to the dispute, Australia and the United States of America, appear
as equal parties, with equal rights and obligations, before the dispute resolution procedure.
Australia is equally able to agitate its rights and complaints under the agreement, as is the United
States. There seems to be this rather illogical assumption that, because America is a lot bigger
than Australia, Australia and America appearing as participants in the dispute resolution
procedure will not stand on an equal footing.
Dr Faunce—I can answer the senator’s question by saying that I think that what the senator is
failing to take into account is that the major threat under the dispute resolution chapter is found
in 21.11, which is the suspension of benefits.
Senator BRANDIS—Yes, I saw that before.
Dr Faunce—The problem with the senator’s question is that, in terms of the relative benefits
that are going to be suspended, we stand to suffer always more than the Americans will.
Senator BRANDIS—Why do you say that?
Dr Faunce—Because we stand to lose so much more under this agreement—
Senator BRANDIS—But, as I read 21.11, what would be suspended are benefits equivalent
to the legitimated claim of the complaining party. In other words, let us say that Australia was
found to be in breach of one of the principles, so the dispute resolution procedure resolved an
issue against us. The maximum penalty that Australia could be subjected to would be the denial
of benefits equivalent to that which was the subject of the upheld complaint. So, again, it is not
asymmetrical.
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Dr Faunce—The problem is that Australia does not have a pharmaceutical industry. I cannot
really speak for what is going to happen on agriculture, except to say that cross-retaliation is
allowed. The Americans have a substantial pharmaceutical industry and they want to get their
drugs into our market. We do not have any drugs to get into the American market. If you are
looking in relation to the PBS and intellectual property, Australia is a net intellectual property
importer. We are not an exporter of intellectual property. So, in relation to this particular clause
with suspension of benefits, it is always going to operate to the Americans’ advantage and not
ours.
Senator FERRIS—I have a number of questions, but I will just ask one. I might rephrase
some of the others as a result of your answer. In your submission—I have had a chance to have a
quick look at it while you were talking—you use the term ‘constructive textual ambiguities’. You
suggest that they have been intentionally left to allow the fate of Australia’s PBS to be decided
by this three-person panel. Do you agree?
Dr Faunce—That is the upshot, yes.
Senator FERRIS—On page 2-C-2 of annex 2-C it requires that a party operate procedures for
the listing of new pharmaceuticals to ‘make available an independent review process that may be
invoked at the request of an applicant directly affected’. If a dispute resolution panel is
established, it shall consider the provisions of the agreement in accordance with the applicable
rules of interpretation under the Vienna Convention on the Law of Treaties.
Dr Faunce—Which section are you referring to?
Senator FERRIS—Page 2-C-2.
Dr Faunce—It is point (f) on 2-C-2.
Senator FERRIS—Do you agree?
Dr Faunce—The term ‘independent review process’ is a constructive ambiguity. We can see
from the amount of debate that has gone on in the press and in the Australian public that no-one
knows what an independent review process is. What happens in these trade negotiations is that
the Americans say, ‘Right, we want a review process so that if we get some great drug up we
don’t have to go through the process we did with Pfizer and Burkett with viagra, when the
Federal Court said, “No way.” So what we want is a review process which will allow us to
overturn PBAC decisions we won’t want.’ That is their position. Australians say, ‘No, you can’t
do that. We’ve already got a review process: the Federal Court.’ So you are locked. The way to
move the negotiation forward is to come up with a string of words like ‘independent review
process’, so that both sides think, ‘Well, it’s got a bit of what we want. Down the track we’ll sort
out what it means.’ That is essentially what they have done. They have just come up with a
constructive ambiguity that gives both sides a feeling that it is about what they want and down
the track they will work it out. But at some stage it is going to have to be worked out what
‘independent review process’ means.
Senator FERRIS—But if you follow that argument to its logical conclusion you would
suggest that Australia does not have the strength to stand up to the United States on anything.
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Dr Faunce—No—
Senator FERRIS—No, hang on. I think if you have a look at the agriculture area—because
before you were talking about retaliation in that area—you will see that Australia has actually
stood up to the United States in terms of threats of retaliation quite strongly. So to suggest—
Dr Faunce—That is not really my argument. My argument is that ultimately, if you are trying
to find out what this ‘independent review process’ means, it is going to be the three-person panel
who decides that. They are not Australian representatives. There is no democracy involved there.
They are trade lawyers who are picked by the Australian government and the American
government. They get together, they read through this agreement with all these principles that
say ‘Innovation, innovation, innovation’, and they say, ‘What’s an independent review process?’
That panel ultimately makes the decision, and they cannot be appealed from. They decide what it
means. There is no involvement of the Australian people in deciding. It has enormous
ramifications if you think that, say, 10 years down the track, that panel might decide that for
some reason there shall be capacity in this review process to overturn PBAC decisions. That
panel of three people has made a vast change to not only the way the PBS operates but the way
the Australian health system operates—and it is just three people sitting there, who have not
been elected. I think it is a loss of sovereignty that we are facing here.
Senator FERRIS—Do you subscribe to the language of the law of treaties, that talks about
the good faith argument?
Dr Faunce—The Vienna convention, yes.
Senator FERRIS—How is it that you are able to subscribe to that and yet subscribe to—
Dr Faunce—You are trusting these three people on the panel.
Senator FERRIS—No, I am not doing that. I am trying to go back to what the agreement
says. The agreement says that the Australian pharmaceutical industry will determine its own, if
you like, fate. What you are trying to suggest, I think, is that this review panel, in the event of a
dispute, will actually have an overriding precedent.
Dr Faunce—I am not sure where it says the Australian pharmaceutical industry will decide its
own fate. I do not remember seeing that as a provision. I would be interested to see if the senator
could show me the provision. I have read it through many times, and I cannot remember seeing
that.
Senator FERRIS—I will not try and find it now, because I had wanted to ask some more
questions. I know that we are having Dr Stoeckel back in 15 minutes, and we have had no break
all morning, so I will put the rest of my questions on notice.
CHAIR—That is very much appreciated, Senator Ferris.
Senator HARRIS—In your submissions, you talk about a couple of things which I will try to
bring together quickly. Are you concerned that the selection panel will not have any
representation by a public interest advocate?
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Dr Faunce—This is the—
Senator HARRIS—The three-member panel.
Dr Faunce—This sort of panel mirrors panels that are created under the World Trade
Organisation. The unusual thing is that there are to be only three people. Usually these panels are
a bit larger.
Senator HARRIS—That is my point.
Dr Faunce—They are usually composed of trade lawyers, because to understand what is
going on in an agreement like this you need a certain specialist expertise. If you are going to
have a panel then you need people who have the specialist expertise. It is not so much the
content of the panel. My argument about transparency was directed more towards the medicines
working group which is set up under annex 2-C, basically as a siege engine, to figure out ways in
which the pharmaceutical companies can exploit the terms of this agreement. That is one of our
big concerns because there is no community representation on that medicines working group. If
you look at chapter 21 the oversight committee of the whole agreement has the capacity to
delegate a lot of its powers to other committees such as the medicines working group. I am
referring to article 21.1.1(b):
The Joint Committee may establish and delegate responsibilities to ad hoc and standing committees, working groups, or
other bodies ...

This joint committee of the whole agreement can delegate what responsibilities it wants to the
medicines working group. So the medicines working group could become quite a powerful
device in the heart of this agreement. There is no representation of the Consumers Health Forum
or public health bodies; it is just the representatives of the government.
Senator O’BRIEN—I have a very brief question. You have on page 21 of the Drahos,
Faunce, Goddard, Henry paper a reference to the delaying, for an average of three years, of five
drugs costing $1.1 billion. Is this a special circumstance, or could we see this regularly repeating
itself?
Dr Faunce—We estimate this is a regular thing. As I said, it is like neurosurgery on the brain
stem. You fiddle around with intellectual property rights. You give them an extension of their
patent. You allow more drugs to come in and get on the PBS. Essentially, these costs are
calculated on the basis that if you delay generics coming in and reducing the price—I think that
was a 24-month delay—then you start to get these escalations.
Senator O’BRIEN—Three years.
Dr Faunce—Yes. It gets worse as time goes on. The big point we emphasise is the capacity of
generics to come in at the end of patent life and produce reduced prices. That has the major
effect. My background is in intensive care medicine and I can remember, for example, a large
part of the intensive care budget was taken up with the drug propofol. Once that went off patent
and generics came in the drug budget in intensive care units plummeted. That is something that
everybody looked forward to. Essentially, what we think is happening here, with all these little
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changes to the intellectual property chapter, is that once the drug company lawyers start working
with these they will be alleging that the patent is longer than it looks, for example. They will say,
‘You can only come in if the patent expires.’ Then it will be a question of: when is the patent
expiring? They will get their lawyers to argue that for 24 months and that will be 24 months of
patent extension. It is as simple as that. That is the tactic they have used in the US.
CHAIR—We have concluded our questions. Thank you, Dr Faunce. We may want to talk to
you again.
Dr Faunce—With pleasure. I thank the senators very much for listening to me today.
CHAIR—My apologies for the delay in hearing you.
Proceedings suspended from 2.19 p.m. to 2.37 p.m.
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DAVIS, Mr Lee, Senior Economist, Centre for International Economics
HUMPHREYS, Mr John, Research Economist, Centre for International Economics
JIANG, Dr Tingsong, Senior Economist, Centre for International Economics
STOECKEL, Dr Andrew, Director, Centre for International Economics
CHAIR—I welcome Dr Andrew Stoeckel and Mr Lee Davis, both of whom we have had the
benefit of this morning, Mr John Humphreys and Dr Tingsong Jiang. You do not have a formal
submission but you have your report. I extend to you the opportunity to speak to it.
Dr Stoeckel—Thank you very much for that. There are a few remarks I would like make—
things I did not clarify this morning because I knew I was coming back this afternoon and could
put some other things on the record. My first point is about the level of debate. Three years ago
we put out study No. 1. The impression was left this morning that there has been no debate on
this issue whatever, but three years ago we did a professional piece of analysis and that has been
out there in the public domain. There have been several conferences on this subject and so forth,
so there has been a lot of time spent considering it. I just want to reassure the committee that this
is a professional study. In fact, the people working on this were former employees of the
Productivity Commission and we have hired the models there, anyway. The quality of the work,
we believe, stands on its own merits.
The second point is about table 7.1 and the confusion about that. Professor Drysdale is
absolutely dead wrong in partitioning off a couple of those columns. The columns are not
independent. Those first two columns—and in particular the trade creation and the trade
diversion—just refer to the volume effects. They do not incorporate any price effects. The
relevant numbers are on the right-hand side of table 7.1 and the rest of the table is basically a
decomposition which is designed to add clarification in terms of where, specifically, the gains
are coming from.
In question time you may wish me to walk you through that table a bit more clearly seeing
there was so much debate on it. Those allocated efficiency effects refer to the volume effects and
then there is the column dealing with terms of trade effects, which captures price effects. There
is a technical efficiency effect which, in the case of merchandise trade, does not apply. There is a
capital accumulation effect reflecting greater investment and there is a foreign income flow
reflecting some reward to the foreigners who lend us the money to increase the capital base.
They are the different components of that table. The columns represent a decomposition. It is not
an additive thing. You get one number on the right hand column and the bottom line is as per that
table.
In addition, in relation to that table, we are dealing with economic behaviour in response to
change to incentives and there is legitimate professional debate about how people respond to
these changed incentives and changed prices. I think the best way to handle that is through the
sensitivity analysis. We have literally performed tens of thousands of scenarios covering the full
gamut of parameters around the numbers in that decomposition in table 7.1.
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There was some disagreement with these numbers this morning. The disagreement perhaps
comes from the framework that you have used, though most people seem to be accepting this
morning that these two frameworks we have used—and I will come to these two frameworks in
a minute—are legitimate standard models that are reasonably widely accepted. If there is
disagreement with the numbers, the second area concerns the shocks involved and what inputs
there are into the model. Some of the shocks are very clear. If the United States is going to
reduce its tariffs on component X by four per cent, we can simply put that in the model and that
is very clear. We have to compute the input of other shocks though, for instance, when there is a
tariff or a tariff equivalent. Particularly that arises with the beef industry, for example, where we
have to pay a lot of attention to the state of the world, the baseline, in terms of the world beef
market for the next 18 years. Whether the quota binds or not on the beef industry depends
crucially on the state of the beef market. That depends on exchange rates, the global beef market,
supply and demand in America, and so on. You have to form a view on that, and people can form
different views on the world beef market over the next 18 years.
Another input difference is the shocks. We heard a lot of debate about the investment side of
things. Basically, we have determined—having gone through it and heard the debate—that there
are five basis points in the equity risk premium. I will stress again that zero—and people say
there is no effect with zero—is a number. People who say that there is no effect should tell us
their reasoning and how they got through to the number zero. They could be making a huge error
as well by ignoring that effect. Again, you heard this morning that people accept the framework
that, if there are the five basis points in the equity risk premium, there is a large effect on our
welfare. We ought to be having some debate about the size of the change to the equity risk
premium.
If there is a disagreement with our numbers, the third area is in the parameters themselves.
This is the responsiveness of world markets; supply and demand elasticities, in the economic
jargon. The right way to handle that is to grid a range of reasonable bounds, which we have
done, and that is in that sensitivity analysis. So there are three really important charts in our
submission which I ought to refer to. The first is chart No. 2, which is GNP. GNP takes account
of payments to foreigners and earnings from abroad. When we have investment liberalisation
and investment comes into the country then we also have to consider a little bit of reward that
goes back to the foreigners that lent us the money. So GNP is really the preferred measure.
Unfortunately, of course, the media always refer to GDP. The budget will come out next week
and people will talk about GDP growth being this and that, so GDP gets the mention. But GNP at
chart No. 2 in the summary is in fact the key thing.
You can see the time path there. Things start out small, they grow and then they taper off to a
permanently higher level in the future. Again, the correct way to represent that stream of benefit
is the discounted present value of that, and that is shown in chart No. 5. The discounted present
value of real GNP, as you can see, is $52.5 billion. A crude way to think about the annual benefit,
and at the maximum you hear $6 billion and so forth, is to divide that $52.5 billion by 20 and
you could derive an annual average present value equivalent—there is no such animal, but some
sort of concept like that—and the GDP effect would be $2 billion to $3 billion per annum.
Chart No. 3, which is very important, shows that by gridding all the possible parameters—the
different levels of shock and the different assumptions about the change to the investment equity
risk premium—you will get different answers. It shows very clearly there that we have a 95 per
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cent chance. We believe that the benefits to Australia will lie between $1 billion and $7 per
annum in 20 years time. It reflects the views of some people who you heard this morning do not
believe in dynamic productivity effects or do not believe that there is much of a change in
investment, and they would be towards the left-hand side of chart No. 3. Other people could well
put submissions to you and argue for very strong dynamic effects and long-term integration
between the two economies, and that is much bigger. You could equally get much larger effects.
I should also add that there are some effects that we have not quantified that are often
important in this trade debate. One is the effect of the tariff bindings on a lot of our services
trade. Now we have sort of bound our barriers to trade at a low level. Future reductions we make
in services, for example, have to be on an MFN or national treatment basis, which is quite
important. The second one is that there were also some changes and some greater certainty that
we achieved regarding our investments. Australia is a very big investor in America, but again,
for lack of knowledge of how big that might be, we really wanted to concentrate on the changes
here at home. Usually, from our previous experience, the changes we make here at home are
more important than the changes made overseas.
I think that largely covers it. You have the complete report there and you will be scrutinising
that. Over time, I think people will come to appreciate the real contribution, for example, of the
decomposition of the welfare effects, which are shown in table 7.1, and what that really adds to
the debate.
CHAIR—Thank you. Do any of your accompanying colleagues wish to add anything or
amplify those remarks? No-one has their hand up.
Dr Stoeckel—We could just handle questions. I am sure you have plenty.
CHAIR—To start, how are we to regard this study in the broad context? What weight in
making decisions do you think we should place on it? Is this the be-all and end-all or should we
have regard to other factors in terms of assessing the advantages of this agreement? I have in
mind—and you would have heard this yourself this morning—the remarks by Mr Oxley, which
were picked up by a number of the other economists here, who said that the gains are minor. I
think that is the word he used. Anyway, he said the gains are not great and he called for a full
economic study of the agreement. How do we see this in wide shot?
Dr Stoeckel—There are other aspects, yes—I have mentioned a couple that we specifically
have not quantified here—particularly those in terms of strategic issues like how this impacts on
our multilateral stance in the Doha round and so on. The trouble with those other areas and the
qualitative discussion is that it is very hard to resolve. You can mount a case either way:
someone says, ‘I think this is important,’ and someone else says, ‘I don’t think it is important’—
yes, it is; no, it is not. How are you ever going to resolve it: it is just an opinion. An advantage of
quantification, as we have done here, is that when there are points of difference we can finger
them exactly. When we did the first report three years ago ACIL subsequently did some analysis
and came up with a different answer, but we could trace it down, because we used the same
framework and so on, to one particular set of parameters and one particular view on the world.
Then we can move on and say, ‘Okay, if this is so important, let’s do a bit of work in that area
and research it.’
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So, yes, there are other qualitative aspects to the agreement. They could be considered, but it
is hard to see how you are going to get a resolution on them except by just lining up a whole lot
of experts and seeing how many people there are on either side, or football team, if you like. And
we saw a bit of that this morning: people were saying, ‘We don’t believe this; this is wrong,’ but
we ought to be asking those people—Professor Garnaut and Professor Drysdale—if you think it
is zero, how did you get to that analysis? Show me your analysis and how you arrived at that
number so we can start to debate it. But they have just been dismissive of it because it might suit
their own—who knows—political point of view or judgment about this whole thing.
CHAIR—Let us keep it on the level of trying to deal with the arguments that are put. You
mention the ACIL study, which came out after your study.
Dr Stoeckel—Correct.
CHAIR—As I recall the facts with respect to the ACIL study, the commissioning department
was the department of primary industry or one of its agencies.
Dr Stoeckel—Yes.
CHAIR—A referees’ board was established to examine the report and, although the report
was later leaked, I do not know that it was formally released, but I may be wrong about that.
When it came into the public domain it came with some view being expressed by the department
that it was not accepted by it as being an accurate report or a report that was well based. Do you
have a view about the report and, if you do, what is it?
Dr Stoeckel—We do have a view on the report. In fact, we did a short summary of it and put
our views in writing, which appear on our web site—that is also in the public domain. The main
point was that their conclusions did not really follow from their analysis. They had chosen a
particular set of parameters that we think were not very realistic in the real world and also had
chosen to ignore any services liberalisation. People say that when you liberalise services it is a
very difficult area. What we did in the previous study was go through various studies on banking
or professional services—other experts who had looked at these issues—and say, ‘If it did not
have this, there would be X per cent cost reduction here in Australia.’ Basically, they were the
figures that we then determined for that previous study. ACIL ignored any of those effects on
services liberalisation, and services are quite a big component of our economy.
CHAIR—It is more than 70 per cent of the economy.
Dr Stoeckel—Yes. This agreement covers a wide range of services, but there are not yet a lot
of specific areas which you can quantify. Some of these provisions on services have been to set
up frameworks for yet further liberalisation in the future. It remains to be seen just what they
deliver, but services are an important aspect. So are the bindings on both tariffs and services. In
fact, the late Jan Tumlir, a very good economist, used to argue that the important things in
liberalisation and so forth were not the actual liberalisation measures but the bindings on
different tariffs that gave greater certainty to the trade. That is another aspect that we have not
considered but it certainly would be an important element. The main differences between the
ACIL study and ours are, firstly, the consideration of services and the inclusion or exclusion of
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potential services gains and, secondly, the choice of the parameter set behind the underlying
model.
CHAIR—Is that economist you mentioned—
Dr Stoeckel—Tumlir.
CHAIR—saying that the level of bindings on a tariff is more important for the purposes of
assessing the impact than the effective level of tariff?
Dr Stoeckel—Yes. He often used to remark about the greater certainty that that would give to
the trade. You would know, for example, that country X was bound by this level of intervention,
and that extra certainty would make it worth while to invest in that trade, develop an importing
link and all that sort of stuff and develop the trade. There are different views on that.
CHAIR—I do not want to get diverted from this discussion but it occurs to me that the bound
levels of tariffs for Australia, as registered with the WTO, are significantly higher than the
effective tariff levels and have been for some time.
Dr Stoeckel—They are higher.
CHAIR—And when we set the bound levels we deliberately set them high to give future
governments flexibility—not because we wanted them to go up but so that, in case there was a
surge or some such thing, there was capacity to reinstall a higher tariff. But effectively this
economy has been rocking along for over 10 years at much lower levels of effective tariff, and it
seems to me that that would be a more reasonable way of assessing what the real level is.
Dr Stoeckel—Yes, and that is what we have considered. I do not know how I got onto our
reasoning, but it is yet another argument that people often make. For example, we have just seen
Japan go from 38.5 per cent applied rate on beef and jack it up to their bound rate of 50 per cent,
which they are quite legally able to do. But they cannot go above 50 per cent. It might have
suited their purposes when they had that BSE scare or whatever to shut a lot of product out, for
example.
CHAIR—I want to pick up a point Senator Brandis made yesterday. I am not an economist.
We sit here trying to make profound judgments on what we are told, and the conclusion is the
old saw that that you can lay all the economists in the world end on end and never arrive at a
conclusion. You have criticised the ACIL report. ACIL in their contribution today defended their
report implicitly and, if we were to invite them back, no doubt would continue to do so. Can you
spell out for me what you see as the deficiencies in that report from a layman’s point of view?
Dr Stoeckel—The first main deficiency, as I said, was that they chose a set of parameters
which we think do not really accord with what happens in the real world regarding the
responsiveness of our exports on world markets. The second main one was the lack of
consideration of any gains from services, and services are a big component of the economy.
Those two specific things were the main ones. There were a whole lot of other smaller issues—
that they alleged that we attributed dynamic management efficiency gains when those words
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never even appeared in our report, and so on. I can put on the record our comments on the ACIL
report, which are available from our web site.
CHAIR—Have you discussed those with ACIL? Have you resolved your differences, or do
you remain in disagreement?
Dr Stoeckel—Not really. I think this morning’s discussion reflects where people are on it. We
have included—and I might ask Lee Davis to clarify this—the ACIL study as one of the bounds
of the parameter set in our current report. The ACIL view of the world would be included in our
sensitivity analysis. That would be reflected in chart No. 3. So we have taken their view of the
world and put that through. Is that right, Lee?
Mr Davis—Yes, it would have been. We conducted sensitivity analysis around the parameters
underlying our model—bearing in mind what ACIL’s view of some of those parameters was,
other people’s views and so forth. The sensitivity analysis showed that those views on those
parameters did not alter the result to a significant degree. That is in the report as well—I think it
is at table 8.1 or thereabouts.
CHAIR—I do not accept automatically, given my long and battered history with the press,
that what appears in the press is accurate, but I saw you quoted yesterday or the day before
saying that you had no objection or that it would be useful if the Productivity Commission did
work on this agreement or looked at your report—I am not sure what it was. Did you make a
remark of that sort? If so, what was it and why you do you hold that view?
Dr Stoeckel—I cannot remember the context, but I was asked if the Productivity Commission
should look at this report. Maybe they can, but that is not a decision that is up to me.
CHAIR—No.
Dr Stoeckel—All I can do is respond to an invitation to tender to undertake this analysis for
the government. I should stress that something like a third of our CIE staff are ex-Productivity
Commission people. Some of the key modellers are now employed by us. So the same people
are involved with the same level of professional work. I am a great fan of the Productivity
Commission. They do terrific work and we refer to their work all the time. They are a
fundamental asset to this country. In the past, we have done an awful lot of work, for example,
for the national competition policy reviews. We have conducted open, independent and
transparent analyses as has the Productivity Commission. It does not necessarily follow that they
are the sole repository of professional economic analysis. Basically I cannot add any more to
that.
CHAIR—So you were commenting on the question: should the Productivity Commission
look at it?
Dr Stoeckel—Yes.
CHAIR—And you were saying that you have no objection.
Dr Stoeckel—Yes.
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CHAIR—You looked at it because the government let contracts and you succeeded in
winning one.
Dr Stoeckel—Correct.
CHAIR—This is an important question: are we meant to infer from that answer that the
Productivity Commission would have looked at this in a different way than you looked at it or
that there are different procedures that the Productivity Commission might have used, so is there
a differentiation between what you have done and what the Productivity Commission would do;
or are we meant to infer that, effectively, they would come up with the same result?
Dr Stoeckel—If different economists look at things, they will come up with different
results—and they would probably be, I would put to you, in chart No. 3. If you had thousands of
economists—heaven forbid!
CHAIR—We would be totally confused!
Dr Stoeckel—Yes, but there would be a point of central tendency to those numbers. In terms
of processes, what you have here is basically a professional piece of work which went out three
years ago. It is in the public domain and people can go through it and criticise it et cetera—and
they have: it has been both praised and criticised, as it should be. It has been openly debated.
Now we have put out another piece of work which is going to be openly debated—and we have
heard a lot about that this morning—which it should be. Hopefully what we have put out is clear
and transparent so that people can repeat it and so on. I think you have to draw a distinction
between those people who are just taking a cheap shot because it does not suit their political
argument and those people who are going to give us serious input into it. If people disagree with
something, that is fine; but you have to ask them what they are disagreeing with and why.
The Productivity Commission also has different processes of taking public submissions and so
forth. Our stakeholder report was more informal. We have been in touch with Treasury, other
departments and with different people in the industries—beef, dairy and so on—in the case
studies. We have covered IP, the pharmaceuticals and so forth. We can move a little quicker
because we do not go to the same level of inviting submissions, considering them and so forth.
CHAIR—Is that the distinctive difference between your work and what Productivity
Commission would do—that they take public submissions and that you do not?
Dr Stoeckel—Yes. If I have this right, and I am not sure I do, the Productivity Commission do
not always have to take public submissions, but mostly they would. We are taking a wide range
of public views from a large number of stakeholders and are contacting them on this agreement,
but that is probably one point of difference.
CHAIR—Would the Productivity Commission refine or make its assumptions after the
process of public consultation and then go to work on its modelling?
Dr Stoeckel—Yes. As you know, they usually issue a draft report, consider comments on that
and then refine their study.
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CHAIR—When your report came out—I was overseas at the time so I have had to catch up
on this reading—a lot of the media expressed surprise at the figure you came up with compared
with the figure in your initial study, in which the market cleared on both sides. On the face of it,
it does look like a surprising conclusion. What explanation do you make about that?
Dr Stoeckel—Between the previous report and the current report?
CHAIR—Yes.
Dr Stoeckel—Maybe I could walk people through table 4 in the summary, where, in
anticipation of that very question, we considered why we had this difference. In the previous
study everyone quoted the four billion number, but that was from full liberalisation. People just
referred to that figure, although we conducted three different viewpoints. One was for full
liberalisation, another was for half liberalisation and another one was for quarter liberalisation.
But the widely quoted figure, as you can see in the first column—
CHAIR—This is table 4?
Dr Stoeckel—Yes, table 4 on page x of the summary. So that for merchandise trade. Also in
that report we considered five years of a phase-in. We said that across the board there would be
five years liberalisation. What we have achieved in terms of merchandise trade liberalisation is
that we do not have full liberalisation, particularly in sugar. It is not bad in dairy but it is not full
liberalisation. In other areas it has gone faster. We have gone to immediate liberalisation instead
of the five year phase-in. So there are pluses and minuses there. There is not a lot of difference.
Then we come to services trade liberalisation. In the previous report we considered cost
reductions based on the removal of barriers to services. In that study we highlighted where those
differences were. It turns out that a lot of the barriers to trade in services are often barriers to the
movement of people or barriers to investment. Different analyses—for example, the Productivity
Commission’s work—had gone through and assessed what some of these barriers were really
costing our industries here in Australia; for example, in air transport, maritime or insurance
services. Then we represented those cost reductions.
You can see that last time we did not consider investment liberalisation formally. We only
considered it implicitly through the consideration of liberalisation of services because often that
is what the barrier to services trade is—you are not allowed to invest in this industry. Also, we
did not quantify any dynamic effect. Two studies were done last time. One was a quantitative
analysis and the other was conducted by Alan Oxley, with all these general international trade
and dynamic effects and so on.
This time around we looked at the merchandise figures again. With regard to services, we
have only really looked at the barriers to the movement of people. That is the only real change
because we have considered any other barriers to investment formally as a barrier removal in the
change in the equity risk premium. So we have considered that formally. Also we have included
the dynamic productivity. They are the broad differences between then and now. The reason that
there is a bigger effect now is largely because of that investment liberalisation.
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CHAIR—I am conscious that I am taking up all the time in questioning. I have a long list of
questions because this is quite an important report, and it may be that we will have to decide to
have you back at some other time. I have a couple of final questions before I give the call to
other members of the committee. When I read your first study I thought, from my own analysis
of it—and I may be wrong about this—that one of the impacts of what you are saying is that the
bilateral trade deficit between Australia and the United States widened under the considerations
in that first study. What is the outcome in this study of our bilateral trade deficit with the United
States?
Dr Stoeckel—In terms of the bilateral trade deficit you need to look very quickly at chart
6.3—and maybe Tingsong can add something in a minute. In the middle panel of chart set 6.3
you can see what happens to our exports and our imports: both rise initially. Imports rise more
than exports and there is a slight worsening of our trade balance because there is a capital inflow.
You can see there in the middle right-hand panel the change in our current account as a
percentage of GDP. That deteriorates ever so slightly as a percent of GDP, 0.15 per cent, before it
starts to improve. That is reflecting the effect of the investment liberalisation.
If you go to chart 6.1, two pages earlier, you will see on the right-hand middle panel there that
exports actually worsen slightly compared with imports as a result of the investment bid alone. If
money flows into the country, we must have a deterioration on the current account deficit, and
that implies a deterioration on the balance of trade. What happens is that over time we have to
pay for all that. Exports rise faster than imports and we start to run a current account surplus
compared with what would otherwise be the case—compared with baseline—to pay and service
that extra foreign debt. So the foreign investment is beneficial to our country, and we have to
reward people—give them a tiny little share for servicing that—which is the difference between
chart 1 and chart 2 and the difference between GDP and GNP.
CHAIR—When I looked at your initial study I tried to divine from the point of view of jobs
and regional impacts, which were things that I do not think you modelled in the initial study, the
impact on jobs and which regions would benefit and which regions would not, if I can put it that
way. I thought it was likely that jobs may be lost in the automobile component parts sector
because of greater economies of scale and so forth and it may be that jobs would be gained, if
they were, in dairy and, I presume, sugar—in those elements of the rural industries that might
have made a breakthrough. I was not sure what the impact would be in the services sector,
although we have heard from Jane Drake-Brockman today. She thinks essentially it is benign.
What do you say about that analysis? Is it true that jobs may in fact be threatened in the
automotive sector but gained in other sectors to create the net outcome in jobs that you talk
about in your study?
Dr Stoeckel—I will ask Lee in a minute to give a bit of detail on the jobs by sectors. As a
general point—and we are using two frameworks here, which is not ideal; we are using two
models because neither captures completely the right thing, which is a bit uneasy—what happens
to jobs depends crucially on what happens to real wages. If there is no change in real wages,
most of the impacts are felt in terms of employment, but if there is a lot of change in real wage—
if you assume, in effect, full employment—there is no overall change in jobs; there is just a
change in the mix of jobs in some areas more than in others.
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We think the best representation of what might happen to employment is in chart 6.7 on page
79. Those results come from the G-cubed model, which, because it has time in it, has the
opportunity to reflect the fact that real wages are ‘sticky’. What we mean by that bit of jargon is
that real wages respond slowly to changes in demand. If demand for employment is running hot,
it is a little while before wages start to lift. Remember that the changes in chart 6.7 are the
changes from the baseline. So we are at full employment and initially you can see that tiny little
dip. It is infinitesimal and you can virtually ignore it, but there are adjustment costs in the Gcubed model which that is picking up. You can see that there is some pick-up in real wages but
also a very strong pick-up in employment, which reaches nearly 0.3 per cent by 2012. Thereafter
real wages start to pick up and increase to 1.4 per cent—look at the right-hand chart—above
what would otherwise be the case. The economy then moves back to full employment. So one
difference between the G-cubed model and the GTAP model is in the workings of the labour
market. I ask Lee to comment on the specific question about the sectoral effects.
Mr Davis—On table 7.2 we have reported sectoral outputs for the various sectors in the
Australian economy as identified in the GTAP model. There you can see the effects on labour in
terms of the number of people employed and the wage rate. In terms of the number of people
employed, some sectors expand and others contract. That is the very short answer. For example,
we estimate a very slight increase in employment in the automotive sector of 0.1 per cent. This is
from the GTAP model. We need to bear in mind that we have only looked at a subset of the
effects of the agreement—merchandised trade liberalisation, services trade liberalisation and
government procurement. We have not included the effects of investment and so forth.
CHAIR—Am I reading this table right? Under the heading ‘Labour’, looking three-quarters
of the way down the table, you have ‘Transport equipment other’, which contracts by 2.7 per
cent and ‘Machinery equipment other’, which contracts by 0.7 per cent. Is that what you are
saying is the contraction?
Mr Davis—That is the contraction in labour. The first column is a change in the output of that
sector, bearing in mind that that is only a subset of the effects of the agreement.
Mr Humphreys—And also remembering that GTAP, which is used here, has, by definition,
zero change in total labour force. So, if there are positives, there have to be negatives, because it
has to sum to zero.
Dr Stoeckel—It is at full employment.
CHAIR—This list balances itself out?
Dr Stoeckel—Yes.
Mr Humphreys—In the GTAP model, yes.
CHAIR—That is all I have for the moment. Thank you.
Senator BRANDIS—I know this is a terrible generalisation, but what I gleaned from this
morning’s discussion is that there seemed to be a degree of consensus among various points of
view that the effect of the FTA would not be very significant, if at all, in increasing the value of
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merchandise trade but that the largest area in which the effect would be felt would be in relation
to investment and capital flows. I wanted to remind you of a remark that Prof. Buckley made and
invite you to comment on it. Prof. Buckley said that, as a general rule, most people agree that the
liberalisation of merchandise trade is, all things being equal, a good thing, but that it was not as
simple as that when one spoke of the liberalisation of capital flows or the liberalisation of
investment. I hope I have not put his observation wrongly. I invite you to comment on that.
Dr Stoeckel—Yes. I think he was partly also referring to, for example, the Asian crisis.
Senator BRANDIS—Yes, he did refer to the Asian crisis.
Dr Stoeckel—That is quite a good episode as it illustrates several points. The first is that the
‘Asian miracle’, as it was described before the crisis, was driven by capital flows and in fact
reducing that equity risk premium, so it is a classic example of where small reductions in that
equity risk premium can lead to very large changes in economic growth, and the cost of capital is
an important issue. The crisis itself was largely due to a lack of good governance procedures. It
was not that there was a lot of free capital coming in; it was about the procedures, the corruption
et cetera in those economies and their ability to handle those capital flows. Fundamentally, the
lack of good governance, both public and private, was a real problem. It illustrates this: when
suddenly foreign investors took fright, in some places there was something like a 500 basis point
change in the equity risk premium. With some countries we saw economic GDP growth plummet
40 per cent; there were numbers like that. For a modern developed country like Australia,
relaxing capital flows is an issue. You look at the costs and benefits but mostly there is no
advantage in restricting capital. It is another tax on things, and one that we can do without.
Senator BRANDIS—My point is a bit broader than this. Would it be generally true to say that
if we look for the big benefits to Australia of this agreement—the largest in terms of value—we
will find those benefits primarily in relation to capital flows and investment rather than in trade
and merchandise?
Dr Stoeckel—I think you will find them in capital flows and investment rather than in
merchandise in that all those other issues were of greater integration and globalisation of the
Australian economy.
Senator BRANDIS—Are you of the view that, just as a lot of people including all sensible
people think that the liberalisation of merchandise trade is a good thing, it is generally true that
the liberalisation of capital flows and the liberalisation of investments between economies is a
good thing?
Dr Stoeckel—Yes, I think it is a good thing. I think any associated problems with that stem
from other governments’ procedures and domestic arrangements. We should avail ourselves of
the best and least costly motorcars in the world or other imports and we should avail ourselves of
the least costly source of capital as well. That is to our advantage.
Senator BRANDIS—I know you have already touched on this but I want to tease it out from
you a little more. This morning Professor Garnaut in particular was saying that an econometric
study can only take you so far; what we need is a full economic study of the agreement. What do
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you understand that to mean, and what could a full economic study of the agreement tell us of
the benefits to Australia that an econometric study could not?
Dr Stoeckel—The full economic study would only include those additional parts that you
basically cannot quantify. Those are issues of strategic thinking in terms of how it changes our
position vis-a-vis another forum such as the Doha Round of trade talks and so forth.
Senator BRANDIS—So would a full economic study contextualise this in a way that the
econometric study, which merely takes the agreement as it is and makes certain assumptions,
cannot contextualise it?
Dr Stoeckel—Basically, we have gone through and looked at all parts of that agreement and
quantified every single thing that it is possible to quantify. As you heard this morning, we are
getting criticised for even trying to quantify things like investment and so forth. But I think it
behoves us to try and do that. Where we cannot quantify things, you are forced to then have a
qualitative discussion, and that leaves things fuzzy. You can argue one way or another way, and
that is the problem with that. That is the advantage of the quantification. It is not that this is the
be-all and end-all. You should look at these results, these numbers, and then start to line them up
with the evidence you are hearing—for example, this morning from the dairy industry, the beef
industry and other people. Think, ‘Gee, does this make sense with what they’re saying?’ That
will clarify it for you so you can think, ‘Yes, okay, this is starting to make sense,’ and it will help
you in your recommendation. Where you are asking, ‘Could this be important?’ and it is not
really, then move on to the important issues. The quantification helps you, I hope, to allocate
your time and line of questioning to distinguish the things that are important from those that are
not. In answer to your question, I think basically we have quantified everything that is of
material value in that agreement, as far as we can. The things that we have not and that you
would consider in a full economic study would be those things that I am not sure you would ever
resolve.
Senator BRANDIS—I think we all understand perfectly well that this agreement throws up
qualitative issues and issues of policy choices and even values choices. Do I understand you to
be telling me that insofar as the benefits of the agreement are susceptible to a quantitative
analysis—allowing for the fact that that is not the whole picture—an econometric study tells us
all that any study can tell us from a quantitative point of view?
Dr Stoeckel—It is just a valuable input. It is a point of reference to try and clarify your debate
and thinking about issues. The main thing is that the quantitative results are contestable, and they
will be contested. That is the value, so we can move on in the debate. I think we economists have
been a little remiss in that we have not been looking enough at, potentially, investment. Are we
really welcoming foreign investors here? What are the signals that we are sending to foreign
investors when we have all these arrangements and so forth, even for just rubber stamps? Are we
still sending the message, for example, that foreign investment may be very politically sensitive
in Australia? Are we sending the message, ‘Heavens above, if you invest here, maybe a
government-sponsored buy Australia campaign will be on your doorstep the next minute and
suddenly your product will not be welcome’? Who is going to invest in this country on that
basis? That has got to have a cost somewhere, some place. We have sort of worked our way
through what that might be. To do that well is an enormously difficult piece of work. We would
not want to die in the ditch on five, but we have gridded the range. We have gridded two basis
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points, which is virtually nothing, and potentially up to 20. I think that is an honest
representation of where that might be. My other colleagues might have a comment on this
quantification issue. John, do you?
Mr Humphreys—No, not really. On this investment thing, a lot of people this morning were
telling you that they thought that it may be lower than five. A lot of other economists will say
they think it might be higher than five. We are not going to be able to prove five, but you are
going to have to take a number. I would suggest to you that zero is a bigger stretch than five.
Senator BRANDIS—Dr Stoeckel has very eloquently made the point that zero is as much a
number that requires defending as any other number in a range from infinite negative to infinite
affirmative. I have a general point, though—and I invite you to tell me whether you think I am
on the right track. Allowing for the fact that, as you rightly say, this is contestable—the
assumptions and the methodology are contestable—the extent to which we can subject this
agreement to a quantitative assessment is by doing an econometric study such as you have done.
Once one goes beyond the econometric study, one is into the quantitative or value based issues.
Is that basically right?
Dr Stoeckel—That is correct. You are into those value based issues. We have to draw and
make assumptions about value based issues from time to time, and we do that as a nation, but it
is far more difficult. As economic scientists, we try to test the different hypotheses and sharpen
the debate.
Senator O’BRIEN—I have some questions that arise partly from what has gone on but also
from my very brief opportunity to look at your report. I am not in any way an expert in the area
of economics that you are operating in, but can you give us a succinct account of what you
described as ‘dynamic productivity’?
Dr Stoeckel—Dynamic productivity is that effect that arises as a result of additional
competition. There was confusion about this in the debate this morning. It arises in the following
way. I gave the example this morning of Japanese beef. The Japanese had a 70 per cent tariff. In
1991, as part of the Uruguay round, they lowered it to an implied rate of 38.5 per cent. They
nearly halved that tariff. Faced with a very large reduction in the tariff and a lot of import
pressure, with Australia and America starting to send a lot more beef into Japan as a result of that
drop in the tariff, the Japanese beef market became much more competitive. Faced with that
extra competition, producers in Japan were faced with one of three things: go out of business, try
and get a higher price for their product or cut their costs. What has happened in Japan since the
reduction in protection in 1991 is that there has been a slight increase in domestic Wagyu beef
production. Economic models we ran prior to that time indicated a reduction in Japanese beef
production. So what is going on? Why is this the case? The fact is that—and we have had
Japanese professors look at this issue as well—the Japanese beef industry has adjusted and
adapted. It has got bigger, it has cut costs and it has also managed to differentiate its product.
That is the productivity improvement that we are talking about.
Senator O’BRIEN—Is differentiating their product a productivity improvement or a
marketing improvement?
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Dr Stoeckel—It is that Japanese beef commands a greater price differential over an imported
product. Japanese beef is even better than before, so you should pay even more for your
Japanese beef compared to—
Senator O’BRIEN—Is that productivity?
Dr Stoeckel—That is not strictly productivity, but it is reflected in the same issue. It is the
cost reduction. What has also happened—and you see the same thing in Korea where they have
cut protection—is that the number of small beef farmers has contracted enormously, but the
number of large beef farmers has expanded and the costs have fallen enormously. You can take
the closer economic relations with New Zealand as a very good example. I was the director of
the Bureau of Agricultural Economics—now called ABARE—at the time. We had a whole
section doing research and analysis on this, and the dairy industry was a very inefficient, highly
protected industry. We undertook closer economic relations with New Zealand, and that was
basically free trade for the dairy industry, because New Zealand was the lowest cost, largest
dairy exporter at the time.
What has happened today—and you heard from Allan Burgess this morning—is that the dairy
industry has become very competitive. New Zealand dairy farmers come over to Australia to
practise dairy. Australia and New Zealand are now the two lowest cost, most efficient exporters
in the world, and they could not have got there without this productivity improvement. The
industry has cut its costs and has become enormously more efficient. There are plenty of other
examples. We observe this right around the world wherever protection is removed. John can tell
you a story about New Zealand sheepmeat—where they took away all protection, sheep numbers
went down but lamb production actually went up. Think about that. Think about the productivity
gain that you have got with falling sheep numbers but rising meat production over time. What
we are trying to do is capture that effect.
The mechanism is that as soon as there is some cost pressure, as soon as we reduce a tariff and
some cheaper imports can come in, there is additional cost pressure on domestic industry, and
the notion is that this is going to lead to dynamic productivity.
Senator O’BRIEN—What you mean by that is that those industries that will survive will
survive by becoming more productive, and that is the factor that you would describe as dynamic
productivity.
Dr Stoeckel—Correct.
Senator O’BRIEN—You also include market adaptation, even though that is not
productivity—
Dr Stoeckel—There would also be that, but we have not considered that formally. We have
considered the cost reduction that will result from additional competitive pressure on the
industry. Most people now accept that that exists. There are enough anecdotal stories around that
that exists, and it is standard fare now. For example, the World Bank, in their use of GTAP
models and so forth, also include a dynamic productivity effect. That is not untoward. The big
problem is that we are not 100 per cent sure of what the size of those numbers might be. Again,
when you are not sure, then you look at the research, put in your best estimate—the most
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probable thing that you think as professionals—and then you grid the range. You do sensitivity
analyses about that. And that is exactly what we have done in the study. Those numbers are also
reflected in chapter 8 and in chart No. 3 that I mentioned before.
Senator O’BRIEN—You said that you have quantified every single thing it is possible to
quantify—
Dr Stoeckel—Except those that I mentioned before—
Senator O’BRIEN—Yes. In relation to the impact of the beef changes on the model, have
you been able to quantify those?
Dr Stoeckel—Yes.
Senator O’BRIEN—How do you quantify the protection measures that the US have
retained—that is, the reaction to price variation protections that they have retained.
Dr Stoeckel—The safeguards?
Senator O’BRIEN—Yes, the safeguards.
Dr Stoeckel—With difficulty. Of course, it is very easy to take account of the removal of the
in-quota tariff—that small tariff they have.
Senator O’BRIEN—That is a clear 4.4 per cent—
Dr Stoeckel—Correct—
Senator O’BRIEN—on whatever we send—
Dr Stoeckel—Absolutely correct. For the over-quota tariff, the value of that depends on
whether or not we are going to trigger that quota. You could take a view in the world that
Australia’s dollar is going to go back up to US80c, that Japan is going to keep American product
out because of mad cow disease; therefore, there would be little chance we would trigger that
quota. That is not really best assessment on the world beef market. For example, we think that
over time America will, with just one case of mad cow, get access back into the Japanese market,
that the Australian dollar will reflect today’s rates—US71c is more indicative, we think, of more
long-term exchange rates.
Secondly, the United States market is growing quite strongly for beef. There has been a big
switch back to protein. Some people say, ‘This is the Atkins low carb, high protein diet,’ but the
facts are that they are starting to absorb a lot of product. We have had to take an 18-year view of
that market and, yes, we do trigger the quota in some years—2005-06, and we spell that out in
our report—and we can then value the expansion of the quota and also the reduction on the overquota tariff. Now, a safeguard comes in. How likely is it that we are really going to be putting in
volumes so great that it will trigger the safeguard? In our judgment, it is not very likely.
Senator O’BRIEN—So what are you saying about the US then?
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Dr Stoeckel—That it is unlikely that it will trigger—
Senator O’BRIEN—No, the US herd is the biggest factor in all this.
Dr Stoeckel—No, the US herd and US exports and US consumption—there are three factors
involved. We have been in touch with Meat and Livestock Australia and we are getting advice on
that. We do a lot of work for them and we have a specific global beef model that we can use and
run. That is what we have used basically to form our judgment about what it might be. But the
safeguards in our view do not really bind. We could get caught up in those safeguards, and the
scenario would be the Australian dollar back down at US50c. We are super competitive. The
Japanese market could have another mad cow scare and not be eating beef et cetera, which
would leave the US market as the most important market we have got access to. There could be
other circumstances here, maybe a drought where we had to sell stock and so forth. There could
be scenarios where it did matter but we think they are unlikely.
Senator O’BRIEN—It is very complex, apart from anything else. If the majority going to the
US remains as grinding beef, you still have to sell the rest of the animals somewhere else.
Dr Stoeckel—Correct.
Senator O’BRIEN—So that growth in the US market is constrained by the ability to sell the
rest of the beast to a market.
Dr Stoeckel—The chilled trade is growing enormously.
Senator O’BRIEN—It has recently and that is probably a factor of the size of the US and the
growth in the market for beef in the US. I am not sure of the sustainability of that. There are a
couple of other minor issues that arose. You suggest in your report that the majority of beef cattle
from the Northern Territory go to the US market. There is not actually a processing plant in the
Northern Territory and they export a hell of a lot to Egypt, the Philippines and Indonesia. Those
that are processed are processed probably in Townsville, I suspect. That is an MLA document, is
it?
Dr Stoeckel—No, it is northern Australia. A lot of our product from northern Australia ends
up in that lean ground beef market.
Senator O’BRIEN—It is either that or live export. Any processed in Townsville will go into
chilled product.
Dr Stoeckel—We do not have any processing facilities in the Northern Territory.
Senator O’BRIEN—In terms of your predictions, on page 86 you say that the processed rice
industry is estimated to extend output by 2.3 per cent. How does that come about given
substantial restrictions on the industry due to pressures on water?
Mr Davis—Firstly, this is processed rice. Where the water is used is not actually in the
processing of rice but the growing of rice so I will go back upstream to the paddy rice sector. We
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have that increasing its output by 1½ per cent primarily due to outstanding growth of the
processed rice industry. The first question I guess is: where is the water constrained?
Senator O’BRIEN—Most of the rice is grown in the MIA. There is one catchment and most
of the rice we would market is grown there. It is sold into a variety of markets and, whilst they
have improved productivity continuously, there is still a lot of pressure on them about the
amount of water that is used to produce the volume of production. I am wondering whether that
is an element of the equation which, understandably, has not been factored in.
Dr Stoeckel—The constraint on water is not reflected in this 20-year view. It is not captured
in that model. It could be. That is a refinement which would be good to do.
Senator O’BRIEN—As I say, I have not looked at this report in depth. I was thinking that
you might say you would take it from some other product, but most of the water in that
catchment goes to rice now. You cannot really get it into the catchment very easily. A number of
other crops in other catchments where water is used for irrigation purposes are supposed to be
beneficiaries of the agreement as well, so you would have to discount them. As I say, it is a very
brief look at a couple of small items in the agriculture sector, just to understand how you have
quantified, as you put it, every single thing that it is possible to quantify.
Dr Stoeckel—Yes.
Mr Davis—Water is an input to all the industries.
Senator O’BRIEN—Where and when you have it. It is subject to drought, catchment and
salinity problems.
Mr Davis—We made no account of, for example, the fact that Australia is in a drought today
and there could be water limitations. So you are right there.
Senator BRANDIS—That is the problem with all these models, isn’t it? The number of
variables that we cannot capture may render the entire projection a piece of elegant fiction.
Dr Stoeckel—No. You look at those and you learn. Another one, for example, is the fact that
land is held constant. There is no more land to be discovered or any land clearing. If you are
growing more wheat, then you are growing less barley. If you are grazing more cattle, you are
grazing fewer sheep. That tends to happen. You cannot grow more of everything, but, in reality,
effective land inputs can be a little flexible because we can put on fertiliser and, if the prices are
there, improve the pasture. That is a bit endogenous but, again, as you pick up a refinement like
that, you allow for it. You look at all these things, you have to consider the assumptions, what is
driving it, and you try to explain that answer and get a sense of perspective on it. How you
should look at 7.2 is in that sort of broad sense. Some of those big industries that are
expanding—I have not got my glasses on now and I cannot read them, but other manufacturers,
for example in leather products—are expanding considerably.
Mr Humphreys—Your fear about modelling is somewhat allayed by the sensitivity analysis
which shows that when you change these things around it does not really change the results too
much, especially with the merchandise trade, which is what we are looking at in chapter 7.
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Senator BRANDIS—That is a fair point, Mr Humphreys.
Senator FERRIS—Andrew, I think it is fair to say that there has been some criticism about
the cost of the sugar package and whether that should be factored into your analysis. Do you
have anything to say about the comments that have been made in relation to your study saying
that it did not take into account the cost of the sugar package?
Dr Stoeckel—As you know, the sugar package was announced subsequent to our finishing our
report. I have a couple of points. It is a separate decision. That decision to help the sugar industry
should be based on costs and benefits of that package to the sugar industry. The biggest mistake
that I have seen so far is that people say, ‘That’s a $440 million package’—or whatever—‘and
therefore that ought to come off this sum here.’ That is apples and oranges, because that is not
the economic cost. We are not adding the same thing. The budget transfer that might be involved
is $440 million. That also has a substantial benefit to the sugar industry and the recipients of that
money. You have to look at the net effect of what happens to Australia’s GDP, or GNP, from that
change and then consider it in line with these. Make sure your people are not adding apples and
oranges and making that mistake. That is the first point I would make about it.
Senator FERRIS—I understand you said in your evidence to the treaties committee yesterday
that your original analysis underestimated some gains from liberalisation in agricultural trade.
Could you expand on that for the committee?
Dr Stoeckel—Underestimated gains from agricultural—
Senator FERRIS—From the liberalisation of agricultural trade. I have this at second hand
because we were in Sydney yesterday.
Dr Stoeckel—I am sorry; I cannot quite—
Senator FERRIS—This is your original analysis.
Dr Stoeckel—The first one. We underestimated the gains from agricultural—
Mr Davis—On the first basis.
Dr Stoeckel—I do not know. It might have come in the context of issues of timing, because in
that analysis, across the board, we said that everything occurs over five years. In some
industries, in fact, we are getting immediate access. In others, it is phased in. As you know, in
beef, it is 18 years and, in dairy, it is phased in over a long period of time as well.
Senator FERRIS—Taking agriculture as meaning primary industries, I wonder if you mean
the removal of tariff peaks for light metals such as magnesium and titanium.
Dr Stoeckel—Lee might comment on that.
Mr Davis—I am sorry; I do not think I understand the question.
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Senator FERRIS—There has been some DFAT comment on your modelling that argues that
the free trade agreement could also yield significant benefits not captured by your modelling—
such as through frameworks on greater harmonisation of financial services, for example, but, in
particular and in the context of the question I asked you, the removal of tariff peaks for light
metals such as magnesium and titanium.
Mr Davis—We are getting into some technical details here about how the modelling was
done, so, if I am boring you, just wave your hands and I will stop. Essentially, we were given
some tariff schedules from the Department of Foreign Affairs and Trade. Say there were 10,000
tariff lines in the US tariff schedule—that has to be aggregated to the 50-odd sectors that you see
in table 7.2, so there is a degree of averaging going on. Light metals are an example: in chapter 3
we report that the tariff on light metals might be around two to three per cent. There are some
tariff peaks in that sector—say, 15 per cent on titanium, 10 or 15 per cent on aluminium and so
forth—but in the process of the averaging they get washed out and you are left with the two or
three per cent tariff that we have identified.
I think the same also happens with tuna. Canned tuna has a 35 per cent tariff on it but, in the
relevant sector, due to the aggregation of the tariffs, we do not see a 35 per cent tariff; we see a
three, four or five per cent tariff. To that extent, we cannot reflect all the tariff peaks in the tariff
liberalisation that was undertaken. I think that is maybe what people have been referring to.
Dr Stoeckel—When we aggregate, we can lose some detail, and then you can lose real
impact. But do not ask us to do a 10,000-sector GTAP model. It would be hell.
Senator FERRIS—I certainly would not ask you to do that. One of the things that struck me
this morning was the difference between the approaches of participants in that roundtable to the
opportunities and threats. I picked up consistently that you were talking about the opportunities,
as you often do. Could you tell me what you think the reaction would be in the Australian
economy if we were not to proceed with this trade agreement? For example, how would it play
out in the Australian economy if we were to walk away from those opportunities that you have
identified that I was exploring a bit this morning with the dairy industry?
Dr Stoeckel—I think it would be a lost opportunity, as our analysis indicates.
Senator FERRIS—But would it be damaging to us internationally?
Dr Stoeckel—I think we would be viewed as being a little silly, because it is an opportunity
which can grow. There are frameworks here for further liberalisation, particularly in the services
areas, which are very important. For example, with the closer economic relations with New
Zealand, the whole agreement was accelerated, it became deeper and it expanded in terms of
more things covered and so forth. It moves into these third-wave issues of competition and so
forth. There are all these decisions that we have made subsequently there. If we undertake this
American agreement, we will only be making further decisions based on whether it is in our
interest to do so. We have that choice. I think the most important thing about the agreement and
those frameworks is that it gives us the choice to move on and to make other changes in our own
interests, over time. That would be the wasted opportunity that I see.
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Senator FERRIS—One of the things I was thinking about when you were talking about the
CER agreement was the commentary at the time that suggested that the New Zealand economy,
as the small economy in the partnership, would be lost within the Australian economy. I
remember that being a concern in New Zealand as well as being commentary here, but it has not
occurred. It is interesting to speculate on what the Australian economy would look like without
the input from New Zealand, and also what the New Zealand economy would look like. So do
you see those concerns people have been raising about, for example, the PBS—where we would
be swallowed up by big brother, the United States, and be unable to argue on an equal basis—as
being fears which are well founded or unfounded?
Dr Stoeckel—I think those views are unfounded because I still think we have sovereignty
over issues; the decisions are still within our bailiwick to make or not. Largely, the changes and
additional transparency—Lee Davis may want to add something on that because he has looked at
it in great depth—are even of benefit there. Yes, I can see pressure coming on the scheme with
representations from American interests, but—
Senator FERRIS—No more than the budget does now.
Dr Stoeckel—No. You are exactly correct. It is a marginal increase. The point is: as long as
we maintain sovereignty about decisions in this country, then we can make decisions which are
in our interests.
Senator FERRIS—I noticed in the paper you have circulated here that Mr Davis can talk
about the PBS, and I was going to ask him if he would like to make some comments.
Mr Davis—Just to reiterate what Andy was saying, we are looking at the marginal impact of
this agreement on Australia. As was discussed in this morning’s roundtable discussion, the
incremental effects of the free trade agreement on the PBS do not appear to be large. Essentially,
companies who put forward a drug to be listed with the benefits advisory committee now get a
written response as to whether they were successful and why and, if not, why not. We believe
transparency is a good thing. Then a lot of conversation turned to an independent review panel
and how, apparently, American companies could apply to this review panel to get the price of
their listed drug reviewed. But that review panel is already in place; it is nothing at all to do with
this free trade agreement. The PBS implemented that review panel independently some time ago.
So what is the incremental impact of this agreement on the Australian economy? If you really
boil it down, it is probably the cost of another review panel which is independent, so you might
have two, four, six or eight people meeting once a month for a couple of hours. You can go
through and add up those administration costs but, in the scheme of something which is around
$4½ billion to $5 billion, it is really not much of an impact to quantify and it is probably not
worth it. That flows on to the question: will it increase the cost of the PBS? We do not believe
so. The Australian government is free to make its own decisions about which drugs are listed or
not listed in the same way that the government can decide now, with the review panel already in
place, what to pay for drugs or what not to pay. I guess we cannot say it much more clearly than
that. We do not believe there will be a large impact—or a marginal impact.
Senator FERRIS—So you do not agree with the previous witness, Dr Faunce, who said that
the new structure would institutionalise pressure and undermine our sovereignty?
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Mr Davis—I do not believe there are any grounds for that.
Senator BRANDIS—Following immediately from that very point, Mr Davis—and you might
wish to take this on notice and think about it and come back to us in writing—Dr Faunce
directed the committee’s attention to a provision of the treaty, article 21.2(c), which deals with
dispute settlement. It is an interesting provision because it applies:
... wherever a Party considers that:
…

…

…

(c)
a benefit the Party could reasonably have expected to accrue to it under Chapters Two (National Treatment and
Market Access for Goods), Three (Agriculture), Five (Rules of Origin), Ten (Cross-Border Trade in Services), Fifteen
(Government Procurement), or Seventeen (Intellectual Property Rights) is being nullified or impaired as a result of a
measure that is not inconsistent with this Agreement.

As I read that, one party can say to the other, ‘You have a domestic law which is not inconsistent
with this agreement, but nevertheless we say that its operation and effect derogates from the
rights we would have expected to derive from the operation of this agreement—albeit it is not
inconsistent with any term of the agreement,’ and that is a sufficient jurisdictional foundation to
then submit that to the dispute resolution mechanism. I wonder if you would like to reflect on
that answer about the PBS or indeed make any broader observations in light of the apparent
scope of 21.2(c).
Mr Davis—I am not familiar with it off the top of my head, so I will take it on notice.
Senator BRANDIS—Thank you.
CHAIR—Are you a lawyer, Mr Davis?
Mr Davis—No.
CHAIR—You are aware that Dr Faunce is a lecturer in law at the ANU and you are being
asked a legal question. Did you have access to legal advice when you formed your assumptions
about the PBS?
Mr Davis—No.
CHAIR—Okay.
Mr Davis—We simply looked at the incremental impact and consulted widely with the
Department of Health and Ageing about the PBS and so forth.
CHAIR—I guess I am just putting up a red flag. You are being asked to provide us with a
legal opinion about the meaning of the text.
Mr Davis—No, I am not a lawyer.
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Senator BRANDIS—I am not really asking him to opine on the meaning of the text. If you
look at 21.2—and the whole of article 21—it is not couched in particularly inaccessible lawyers’
language. I am sure it would be perfectly accessible to an intelligent non-lawyer. I wonder if you
might think about the way in which the dispute resolution mechanism may potentially operate—
especially having regard to the provision I have directed your attention to—and then come back
to us on whether that changes your views about the PBS.
CHAIR—The question is reframed. Thank you. I have a couple of questions. I do not propose
to represent anyone other than myself in this. Firstly, Dr Stoeckel, on this broader question of
bilateral versus multilateral negotiations, it has been argued by the government since this
agreement—I have not heard this argument echoed again—that the big advantage, allegedly, of a
bilateral negotiation is that you can achieve standards that you would not achieve multilaterally
and lever them into the round and energise the round. Is that true of this agreement?
Dr Stoeckel—You could. We have not thought about it in those terms.
CHAIR—Which ones would you point to?
Dr Stoeckel—We have set up a lot of arrangements in services, for example, in terms of
frameworks, which could be valuable in—
CHAIR—In services, though, in GATS, you opt in. You are not setting MFN standards, so
that is between us and whoever else.
Dr Stoeckel—Yes. But it is not an issue that we gave a lot of thought to. In terms of other
standards, there was very little there in geographic indicators and so forth. There is something on
Kentucky bourbon. These are very small issues. I do not think that is of material significance.
CHAIR—Do you agree, though, that it is far preferable to achieve breakthroughs at the
multilateral level than at the bilateral level?
Dr Stoeckel—Absolutely. Multilateral is by far the best, particularly for agriculture, because
the bilateral framework is really not and never was a suitable framework to get a handle on
subsidies. What hurts our cotton industry in Australia is of course the American subsidies. It is
not the American tariff barriers to our exports of cotton to America or whatever; it is the
American subsidies. But if we tried to negotiate the removal of those barriers bilaterally, and if
America wanted to do that, it also does it for the African, the Bangladeshi and every other
market in the world that produces cotton. The politics of trade reform has gone. America
basically will not move unless there is something else in return. America will not give these
multilateral benefits unless there are other multilateral concessions made in a multilateral
context.
So we are at this position where we are kind of stalled in the multilateral talks. Certainly
things are going very slowly. You have to remember that the agricultural negotiations started at
the end of 1999. At the beginning of 2000, agriculture was mandated. In fact, you could argue
that the agricultural negotiations—
CHAIR—It was part of the built-in agenda of—
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Dr Stoeckel—Yes, it was part of the built-in agenda. It started in 1996. We knew it then—so
you could mount the argument that we have really been at it since then. Multilateral is far better
and it certainly avoids the preferential aspects, which are beneficial to avoid.
CHAIR—Yes.
Dr Stoeckel—Preferential trade is not as good as open, multilateral, MFN, trade.
CHAIR—And this is a preferential deal?
Dr Stoeckel—Yes, this is preferential.
CHAIR—You talked about quantifying things—and quite a lot in this agreement can be
quantified—and then you talked about the qualitative elements of it, which you bracketed as the
subjective judgments that we all make.
Dr Stoeckel—Yes.
CHAIR—Included in those subjective judgments that we all make are what we might call
social impacts. Is that correct? For example, we might take a view that it is better to put a cap on
prices for pharmaceuticals to make pharmaceuticals within the reach of all consumers. That is a
market intervention for an equity outcome. But that is a social impact that you would not model.
That is a subjective judgment.
Dr Stoeckel—Yes. It would be hard to put a value judgment on equity outcomes, but it would
be possible to look at equity effects. You would need to line it up with one of these other detailed
income distribution models that are floating around. But, just the same as a tax change, we can
measure the equity effects. If we make changes to welfare payments, we can report on the equity
impacts. It would be possible to do that, but it is another layer of complexity and detail.
CHAIR—But your study has not done that?
Dr Stoeckel—We have not done that.
CHAIR—I will not go into all of those things. As far as non-market issues are concerned, the
celebrated Howell leather case kept Australia and the United States at each other’s throats for a
number of years, and we were found in error and we had to compensate the Americans after a
WTO process that went on and on. That case was about the export to South Africa of Australian
green leather, which was processed and sent via Mexico into Detroit for leather seats for cars.
When I look at the employment gains listed in your table 7.2, I see that one of the most
outstanding gains is leather products at six points.
Dr Stoeckel—Yes.
CHAIR—So employment goes up in leather products. I understood—and I might say that it
frustrated the hell out of me at the time—that the main pressure against the Howell leather
exports which ended up in the US car industry were not market factors at all but rather union
pressure and Detroit pressure on Washington about not using this leather but using domestically
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generated leather goods in the United States—that is, a non-market intervention which stymied
our trade efforts to the US. Are you able to model those sorts of problems that arise and are real
in the North American market?
Dr Stoeckel—Not political economy pressure group pressure. You could certainly capture the
incentive that Detroit union workers or whoever may have to keep out Australian leather or
whatever. We can certainly look at what they stand to gain. But, in terms of the behaviour of
lobby groups, you certainly need a more political economy type framework to handle that.
CHAIR—In the real world that is an issue that we would, no doubt—
Dr Stoeckel—There are a lot of incentives. Funnily enough, at this morning’s discussion there
was not a single comment about one of the problems of bilateral and preferential trade
arrangement, which is the inbuilt incentive to maybe behave badly in the future. We do not see
that in this case, but it was odd that not a single person who is critical of this issue raised that
point. For example, under NAFTA Mexico has access to the American sugar market and it has an
incentive to not have any further liberalisation on the global sugar market because Australia and
Brazil would win the lion’s share of that American market. As economists, we always look for
any perverse incentives. They do not arise under this agreement that we can see, largely because
we are equal low-cost sugar producers. There is nothing on sugar except for sugar products,
where there is a little bit. But in terms of beef and other products, we are amongst the most
efficient exporters in the world, so we do not see it arising in this case. But that is always one
area where people should be looking. It is just a comment that no-one raised that issue this
morning.
CHAIR—Do you ever get concerned about the way in which your work is misrepresented?
Let me give you an example. In a recent debate in the Senate, when the terms of this agreement
were known—it may have been in the tabling debate, when the government tabled this—a
government minister, citing your organisation, claimed a $10 billion gain. The context of his
remarks, which can be checked in Hansard, seemed to imply that this is immediate and that we
should all be grateful. Did you ever find that there would be—
Dr Stoeckel—No. In fact, even regarding the $4 billion figure that is widely quoted from the
first study, you will not find that number anywhere in our first report.
CHAIR—Why is that?
Dr Stoeckel—Because we reported numbers in US dollars so that we would have points of
comparison. We were comparing what Australia got and what America got, and when you
compare one to the other you use a common currency. These models are solved basically in US
dollars. I should add that there is a little section in the G-cubed model on the exchange rate. It
was our mistake. We should have taken figures from the model and quoted the Australian dollar
figures. The figures in our latest report are not dependent on the exchange rate. If the exchange
rate suddenly went to 50c tomorrow and then up to 80c, it is not going to halve the figures, or
whatever, and just change the results. Why? Because the G-cubed model is solved in domestic
currency units. Put it this way, in simple terms: GDP refers to the amount of real production in
an economy—the number of bags of wheat, tonnes of apples, cases of bananas or whatever we
produce—and, sure, we have to add all those things together, so we use a dollar value, but we go
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to great lengths, in terms of getting price deflators and so forth, to make sure we use a volume
based measure, and that does not change with the exchange rate.
CHAIR—In the popular debate, following your first model, someone extrapolated figures
from your study and came up with a figure which then became a headline and a constantly
repeated refrain, leaving in the popular debate the assumption that that is what you discovered.
Dr Stoeckel—Yes, but the actual figure in the first study was $US2 billion, but now we have
seen the problems that can arise. I take responsibility for that mistake, because we should have
reported figures in Australian dollars and then there would have been no confusion about that
and they could not blame people. People would start talking about the gains in terms of yen or
US dollars, and that does not play to a domestic audience and is not informative. We have
corrected that this time. The numbers in here are all in Australian dollars and the numbers in the
G-cubed model are not really dependent on the exchange rate.
CHAIR—I think you are very gentle; I think you can blame people who are in a position to
know better but do not choose to exercise their understanding. I appreciate your attendance. It
will probably be necessary for us to invite you back at some stage before we complete our
report, after we have had a chance to digest all the evidence and after I have had a chance to
properly read your report. I have not had a chance to do so; I was out of the country at the time.
Thank you very much for giving up a full day and participating in the roundtable discussion.
Dr Stoeckel—Before we close, I will ask my colleagues whether I have said anything on the
record that is inaccurate.
Mr Humphreys—I cannot tell you if you made a mistake, Andy; you pay me.
CHAIR—Hang on, Andy; are these your employees? Have you pinned on a performance
bonus?
Dr Stoeckel—I am just making sure. I may have said something on the record that was not
quite accurate or something.
Mr Humphreys—There is one clarification I would make if I am allowed a minute. It was
said this morning that if the allocative gains were negative then the dynamic gains would be
negative. That is not true. As Andy has explained, the dynamic gains come about through
increased competition. Even if there is trade diversion we are still going to have increased
competition. The dynamic gains exist even if the allocative gains are negative. As Andy has
already shown, the allocative gains are not negative—they misinterpreted those numbers
anyway—but I want to clarify that dynamic gains are a different kettle of fish altogether.
CHAIR—Okay. We have our own procedures to rigorously analyse this ourselves, and no
doubt we will invite you back. Thank you.
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[4.17 p.m.]
O’DEA, Mr John, Director (Medical Practice), Australian Medical Association
SHAW, Mr Bruce Victor, Senior Policy Adviser, Australian Medical Association
CHAIR—Welcome. The format, as you no doubt know, is that we invite you to address your
submission and to be available for questions from the committee. Over to you.
Mr Shaw—Thank you for the opportunity to give evidence further to our written submission
on the Australia-US free trade agreement. The scope of the FTA is widespread and its impact
will be felt in many sectors of our society. The main area of interest for the AMA in the FTA lies
in the possible impact on the Pharmaceutical Benefits Scheme, or PBS. We do have some
interest in other chapters that could impact on our health system, including intellectual property,
work force issues, investment and quarantine. The main focus of our submission and our
presentation today is on the PBS, but we are happy to field questions on those other areas.
The AMA oppose the inclusion of the PBS within the free trade agreement. Australians’ access
to health services in general and pharmaceuticals in particular is enviable. Our system provides a
clear pathway for all Australians to access the medications they need for preventative care,
disease treatment and modification, palliative care and maintenance of a lifestyle which would
be curtailed or indeed ended in the absence of such medication. The PBS allows a subsidy to
apply to pharmaceuticals, with expected copayments of $3.80 for health care card holders and
$23.70 for the rest of the population. Once thresholds are reached there may be no expected
copayment for the remainder of the year in which the threshold has been exceeded.
The level of subsidy to the citizens of Australia ranges from nil to very substantial for the
chemotherapy agents for cancer care. Access is also widened to Indigenous Australians in remote
locations through innovative schemes under section 100 arrangements. The most prescribed
items by volume on the PBS, which are lipid-lowering agents, cost in general to government $70
to $80 per month. An individual pays either the $3.80, $23.70, or zero if they have crossed the
safety net threshold. For this category alone, a $1 increase would cost $14 million per month to
government.
In a real sense, the PBS does not simply purchase pharmaceutical products on behalf of the
Australian community but health outcomes—what the products provide. Australian government
assurances that the draft FTA will not lead to overall increases in the prices of drugs on the PBS
is basic to our support for the agreement. The AMA remains concerned at suggestions—for
example, at a meeting on 9 March 2004 of the US Senate Finance Committee—that Australian
PBS prices for patented drugs would increase as the result of the FTA. There are concerns
around the listing of products onto the PBS and the conditions applied to those medications, for
example under ‘restricted benefits’ or ‘authority required’ provisions.
The best way of resolving many of the concerns of industry, the profession and the
Pharmaceutical Benefits Advisory Committee would be to ensure that the PBS is in no way
diminished by the treaty, and specifically: that the subsidy that Australians receive is maintained;
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that the best and fairest price is agreed to, such that the level of subsidy required is not escalated;
and that if the required subsidy per medication is increased, the PBS’s overall cost will continue
to escalate. We need to recognise that and we need to ensure that the PBS remains viable. The
reference pricing system whereby the Australian government negotiates the prices of drugs listed
on the PBS must be strengthened and maintained. It is possible that inclusion of the PBS within
the FTA could enhance the vital role of the PBS within the Australian health system, subject to a
number of conditions. The implementation of the FTA will be crucial to how the agreement
works in practice and how it will benefit the Australian community. Reducing access to and
affordability of medicines would not be acceptable to the AMA.
The AMA believes that transparency is fundamental to the quality use of medicines, or QUM,
in Australia, and thus supports greater transparency across the whole paradigm of PBS
processes. The AMA is concerned that the commercial-in-confidence secrecy surrounding
research data, including the identity of the comparator drugs used in evaluations of the cost
effectiveness of new medicines, is a major restraint on QUM. In order for the use of medicines to
be consistent with quality use of medicines practices, it is imperative that all the information
considered by PBAC be available to clinicians to ensure best patient management. Such
transparency across the whole PBS approval process is fundamental to AMA support for the
FTA. It would allow a clear understanding of PBS listings and restrictions.
The AMA believes that the independent review process of PBAC recommendations required
by the FTA must be truly independent and not dominated by any sectional interest, be that
industry, professions, consumers or government. Any such reviews should focus on the issues of
concern and not reopen the whole application; be undertaken by a specialised subcommittee
comprising experts relevant to the subject of the requested review; consider only information
originally provided to PBAC and relevant to the requested review; report back to PBAC, and not
directly to government; and be pragmatic and facilitate, not delay, the PBAC approval processes
for PBS listing of pharmaceuticals. This will be critical if the FTA is to genuinely enhance the
Australian PBS, as claimed.
The AMA acknowledges the importance of effective intellectual property laws to support and
encourage research and development of innovative medicines. The existing Australian patent
laws provide effective support for a viable innovative medicines industry in Australia. We must
also ensure that any changes to Australian patent laws do not delay availability of new
medicines, increase the cost of medicines in Australia or hinder innovative Australian research.
The AMA would be very concerned if the medicines working group, envisaged as part of the
FTA, were to assume any role in setting rules or making decisions relating to the PBS. This
would undermine Australian sovereignty. We note and endorse assurances that this group of
federal health officials from the US and Australia will be strictly a consultative forum.
The FTA chapter on cross-border trade in services includes provisions to encourage Australian
and US professional bodies to develop mutual recognition arrangements. We understand that this
will involve agreement between individual states in both the United States and Australia.
Accordingly, it is not likely to be a swift process. The AMA endorses the need for meaningful
consultation before any moves in this direction and looks forward to involvement in direct
consultations. As the peak body representing the medical profession in Australia, the AMA will
be vigilant on the progress of the FTA processes to ensure Australian patients’ rights are
protected. Thank you.
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CHAIR—Mr O’Dea, do you wish to add anything?
Mr O’Dea—Not at this point.
CHAIR—I will come right to the crunch question that is on my mind. We have to make a
recommendation to the Senate about this treaty. Our possible options are to recommend
acceptance, rejection or what we might regard as modifications, bearing in mind that we have
been advised that this is something that cannot easily be reopened. We should also bear in mind
that NAFTA was negotiated under the George Bush Senior administration, on the eve of a
presidential election, and adopted by the Clinton administration. Added to that agreement were
so-called side letters, which dealt with new issues. The agreement was adopted then by the
Congress. We are in a situation where we are coming up to an election. I am from the Labor
Party, and I want to act as a responsible, alternative government because we may have to live
with this; we cannot reopen it once it goes over the line. Those are the options twirling around
my head, so what do we do? You have said to us that your support for this agreement is
conditioned by a number of considerations about the Pharmaceutical Benefits Scheme. Would
you be comforted by an additional exchange of letters that explicitly dealt with the concerns you
have raised and which sought to acknowledge and put those concerns to rest?
Mr Shaw—Our position was that we did not want the PBS included in the first place. We
fought hard to ensure that it did not happen, but it did happen. I think our position now is that the
Australian negotiators have done a pretty fair job in keeping it away from grave danger. But
there are a few areas—the review process, changes in the patents area, and the working group—
where we are concerned and that need to be watched into the future to make sure it does not go
off the rails. So if some boundaries can be put around that up front, that would be good. We
would welcome that.
CHAIR—If I may persist with my question: would you be better comforted by the seeking of
additional, explicit acknowledgement of your concerns and the allaying of those concerns?
Mr Shaw—We were asked at the Joint Standing Committee on Treaties hearing on Monday
not exactly that question but a similar question: what would our position be if the negotiations
led to any of our conditions essentially being rejected? Our vice-president was doing most of the
speaking for us on that occasion. He said it would be likely that we would revert to our previous
position of opposition. So probably the answer to your question is yes, we would be comforted
by that. The essential point about the draft agreement is that it is 1,000 pages long but there is
very little detail in it. Most of the detail is to be worked out in the development stage over the
next months and perhaps years. As Mr O’Dea has said, we are very satisfied with the job the
Australian negotiators have done in protecting the PBS—to the extent that it is mentioned, which
is really just a few pages in the annexes. There is a need for further development to take place.
We are also satisfied with the consultation we have been involved in to date. But clearly a lot of
work will have to go into implementation—for example, of the review process for PBAC. A new
idea that we have put on the table is that the transparency so often referred to in the treaty, with
regard to the PBS, is mutual and should not just be transparency on the part of the PBAC in
providing whatever data the companies want, but the companies should also be expected to
provide much more information as well.
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CHAIR—That point was taken up this morning in another context. The argument was, as I
apprehend it, that transparency starts at the beginning of how prices are formed and not at the
end when you look at the final price. Is that your view?
Mr Shaw—Yes. Exactly.
CHAIR—The other thorny question in this discussion is: what is the nature of what has
happened in the text? If I can put it this way—there are some who might argue, in simple form,
that a good outcome in a negotiation is the trading of an illusion for a fact. In this agreement, we
have certain facts, including an outcome on a range of agricultural things—which may not be
perfect, but they are there—and on a series of other things. That is what we wanted—access to
agriculture. What the Americans wanted, among other things, quite clearly—and certainly the
lobby groups made no bones about it—was pharmaceutical access. These were the two
contending forces.
We got a bit of agricultural access. Have we traded an illusion that they have some sort of
manageable thing that they can sell to their congress to get them to tick this agreement and get it
through, which does us no real damage, or is it not an illusion, but a foot in the door? I know this
is a fine balance, but I suspect the PBS is a deal breaker in Australia. It is certainly a deal breaker
on the eve of an election in Australia, so we have to be very careful about how we treat the PBS
section. We had Dr Faunce here earlier and he is very strongly a ‘thin end of the wedge’ and
‘foot in the door’ advocate. He says that it is dangerous to invite this into your house because
effectively it is a siege machine which will wreck your house in the longer term and that it is
hard to prove now, but inevitably in the future it will happen. Does the AMA have a view about
this?
Mr Shaw—No, we do not.
CHAIR—Are you aware of the Faunce argument?
Mr Shaw—Absolutely; we have spoken to him. We do not share that concern, certainly not to
the extent that he has it. There is certainly a possibility that that could happen, because there is
so much that needs to be developed and there is so little detail about how it is going to work. It
could go that way. We are satisfied that the words of the treaty at the moment do not provide
that, but they could be used as the wedge, if you like, to achieve that, depending upon how it is
developed. We think that it gives us a foot in the door on the transparency issue as well. We think
it is actually a window of opportunity to achieve better things for the Australian health system, if
we can manage to work it that way.
Senator FERRIS—So you do not accept the ‘sovereignty under attack’ argument which Dr
Faunce was—
CHAIR—If you do not mind, Senator, I am still asking the questions. You will get your
chance, as you always have.
Senator FERRIS—Why is it, Chair, that I get my chance right at the end and have to put all
my questions on notice?
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CHAIR—Because I am the Chair, and I ask the questions first.
Senator FERRIS—A democratic Chair you are not.
CHAIR—That is offensive.
Senator FERRIS—You have dominated the last two days of hearings to the extent that very
few questions were able to be asked—
CHAIR—Are you reflecting on the Chair, Senator?
Senator FERRIS—No, I am not. I am making an observation.
CHAIR—If you were making an observation, would you please withdraw the remark and let
us get on with the business? Otherwise, we will have a side debate. If you want to tie this up in a
useless argument—
Senator FERRIS—I am just wondering how much longer you are going to ask questions
before we get the chance to do so, because you have dominated the questions all day today and
all day yesterday.
CHAIR—That is my privilege. Are you going to withdraw the reflection?
Senator FERRIS—It was not a reflection; it was a question.
CHAIR—Then you have withdrawn it?
Senator FERRIS—No, I have not; it was a question, and you did not answer it.
CHAIR—If you want to be stupid, that is up to you.
Senator BOSWELL—You should withdraw that, Chair. That is a reflection on one of the—
CHAIR—I withdraw. Can we go back to my question? As I recall, Mr Shaw, your answer of a
moment ago, before I was diverted—I am trying to get the words back in my head, but I think
they are there now—was that you saw an advantage at one end in transparency. But you referred
to the existing words in the agreement, if they were misinterpreted, creating the potential for
disadvantage along the argument of—
Mr Shaw—Not if they were misinterpreted; if they were developed along a certain line.
CHAIR—Okay. Doesn’t that raise the reasonable question of how we can put the issue
beyond doubt, or how we can get more comfort that it cannot be developed along the line that Dr
Faunce has argued to us?
Mr Shaw—We are thinking on our feet. I have not heard your suggestion of a further
exchange of letters. That would seem to be a—
FTA

Wednesday, 5 May 2004

Senate—Select

FTA 121

CHAIR—I am not making a suggestion; it is an option I am raising.
Mr Shaw—An option. Yes, that would seem to address it. If the government were prepared to
take on board the conditions that our organisation and others have put forward as—
Senator BOSWELL—We would be here till doomsday if we—
CHAIR—Order! Order, Senator! Please answer the question, Mr Shaw.
Senator BOSWELL—I consider your argument, Chair, a quite transparent delay and attempt
to obfuscate.
CHAIR—Senator Boswell, would you please cease interjecting and allow the witnesses to
answer. It has been a long day; some of us have been here all day and we would rather—
Senator FERRIS—We spent all day yesterday listening patiently.
Mr Shaw—We have been assured by the government negotiators, in their briefings with us,
that the prices of the PBS will not rise; there is nothing in the agreement to say that. So, that
would be one further condition we would be more relaxed about if that was spelt out. We are
talking about overall rises; clearly, with the drugs coming on, the prices will need to be
negotiated. We have been assured that the review process will be just that. It will not be an
appeal process to pare back decisions and it will not be able to reopen that whole kit and
caboodle. It would be good if that could be defined—how that is going to work. We have set out
the structure, if you like, of how we think it would be able to work in the most effective way, one
that would be of benefit to both Australian society and the drug companies. The other issue is
transparency. It is not rocket science; it is not particularly complicated.
CHAIR—That is right. Thank you. Senator Ferris, you have indicated that you wanted to ask
a question. Let me concede the call to you, as I have always done whenever you have wanted to
ask a question.
Senator FERRIS—Thank you, Chair. I have tried to cooperate both yesterday and today by
putting large numbers of questions on notice, which nobody else has done, to try to stick to this
timetable.
CHAIR—Senator Harris has done it.
Senator FERRIS—That is simply the point that I was trying to make.
CHAIR—You are not the only one who has put questions on notice. You have the call; you
may ask the witnesses a question.
Senator FERRIS—I simply wanted to clarify the question, as you were asking it
contextually, about Dr Faunce’s comment. He suggested that the free trade agreement in some
way reflected on Australia’s sovereignty in opening up the Pharmaceutical Benefits Scheme
either through institutionalised pressure or by using the appeals mechanism, and that it would
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undermine our sovereignty. I wanted to confirm that that was not a view that the AMA
subscribed to.
Mr Shaw—No. We have said in our submission that, depending upon how the proposed joint
medicines working group operated, that could be a breach of sovereignty, but we have been
assured it is simply going to be a consultative forum.
Senator FERRIS—You do not see it as being a form of institutionalised pressure, which was
also suggested by earlier witnesses?
Mr Shaw—That is another question. It could well become that. Consultative forums can
legitimately seek to exert influence, yes.
Senator FERRIS—As a lobby group to government you could probably confess to being part
of one yourselves.
Mr Shaw—Yes, we can understand that!
Senator FERRIS—Thanks. That was the only point I wanted to raise. Thank you, Chair.
Senator O’BRIEN—Mr Shaw, I noted that you indicated that you had looked at the terms of
the agreement as published and you had made your assessment on the basis of those terms.
Mr Shaw—Yes, plus consultations with both DFAT and the health department.
Senator O’BRIEN—My understanding is that the provisions of chapter 21— particularly
section B, ‘Dispute settlement proceedings’—apply to matters relating to the PBS in the
agreement. Is that also your understanding?
Mr Shaw—Yes.
Senator O’BRIEN—Dr Faunce drew our attention to a provision that you heard referred to
earlier, in article 21.2. It allows parties to the agreement to instigate the dispute settlement
procedure and to refer matters to a panel, wherever a party considers that:
(c) a benefit the Party could reasonably have expected to accrue to it under—

chapter 17, ‘Intellectual property rights’, for example—
is being nullified or impaired as a result of a measure that is not inconsistent with this Agreement.

Is it your understanding that—even though there are provisions relating to the PBS which do not
apparently fall foul of the agreement—that means that, if the United States considered it was not
receiving a benefit it could reasonably have expected to have accrued, it could refer the matter to
a panel?
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Mr Shaw—One of the benefits of the agreement claimed by both parties—the American
negotiators and the Australian negotiators—with regard to the PBS is that it will speed up the
approval processes. In other words, new medications will be able to be listed on the PBS much
more quickly than they are at the moment. We remain a little bit dubious about that, for exactly
those sorts of reasons. We have had discussions with Medicines Australia about that and they are
not in a position to make any undertakings about the actions of their members or, more to the
point, the actions of the parent companies of their members where they are American companies.
They might decide to take everything to that appeal process. If that happened, it clearly would
not speed up the PBS approval process.
Senator O’BRIEN—So the question of whether we have a myriad of matters going before
this dispute panel in relation to the PBS comes down to the bona fides of the drug companies—is
that what you are saying?
Mr Shaw—Partly; commonsense, really.
Senator O’BRIEN—Would it be the United States government who would have to take these
matters up?
Mr Shaw—Yes; the agreement uses the term ‘parties’.
Senator O’BRIEN—So if the drug companies have the ear of the United States government
they might be able to get these matters referred. There would not be much transparency in
proceedings before the panel, would there?
Mr Shaw—That is one of the things that we would like to see clarified. We would want that
to be as transparent as the PBAC.
Senator O’BRIEN—Article 21.8.1 says:
The Parties shall establish by the date of entry into force of this Agreement model rules of procedure, which shall
ensure—

and subsection (f) says:
The protection of confidential information.

Do you envisage that drug companies would make available in that process that which they do
not want to make available now?
Mr Shaw—We have had discussions with Medicines Australia and those discussions have
included the definition of ‘confidential’. They understand our position and I think they accept, at
least to some degree, our position that there should be a rather more flexible definition than there
is at the moment of what they can put a confidential stamp on.
Senator O’BRIEN—What does that really mean?
Mr Shaw—It possibly means very little, but we are engaged in consultations.
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Senator O’BRIEN—I am looking for what concrete matters you can hold out for this
committee to allay concerns which exist about the future of the Pharmaceutical Benefits Scheme
if it is subjected to intense pressure under the processes which are not available now but which
become available under this agreement.
Mr Shaw—Our position is that we share those concerns but we have been assured by the
negotiators that that is unlikely to happen.
Mr O’Dea—It still remains the case that the only way to get a drug listed on the PBS is to
have a positive recommendation from the PBAC committee. That is a pretty strong protection,
so, whatever the review group does, ultimately it has to feed back through PBAC. There may be
a delay but we are hoping we can turn that to an advantage in some ways and make the whole
process more transparent.
Senator O’BRIEN—The agreement talks about rewarding innovative solutions. Might those
who would be considering any such appeal interpret that as giving impetus to a process which
improves the chances of new medicines being approved for the PBS? Is that a possible
conclusion in the process which a panel might take?
Mr Shaw—I can answer that this way: that gets back to the nature of the transparency that we
are seeking. One of the reasons that PBAC recommends, and the government accepts,
restrictions on a lot of the new drugs is that the drug companies place conditions upon the listing
of their new medications in terms of the prices that they are prepared to accept and that are
negotiated under the reference pricing system. That is part of the information that is business-inconfidence at the moment. So that makes it very complex and complicated for our members to
prescribe appropriate medications for their patients and the Australian community. They need to
go through so many hoops and hurdles to find out what restrictions there are on the drugs and
then to get the approval. Sometimes they need to get it in writing from the HIC before they can
get approval to prescribe certain new medications. We are assured by the PBAC that that is
largely because of the conditions imposed by the drug companies. So that is some of the
transparency we would seek to have imposed.
Senator O’BRIEN—Dr Faunce drew our attention to a paper entitled A backdoor to higher
medicine prices? which he and Dr Lokuge prepared. I guess you are aware of that?
Mr Shaw—Yes.
Senator O’BRIEN—He also drew our attention to another paper which Professor Drahos, Dr
Faunce, Mr Goddard and Professor Henry were involved in talking about the impact of the delay
of an average of three years in the introduction of generic competitors to existing medications. It
suggested that the average ongoing cost to the PBS of a three-year delay would be over $300
million per year. He is suggesting that that sort of cost will be incurred by the PBS under the
proposed FTA. What do you say to that?
Mr Shaw—Again, it is possible. One of the half-a-dozen legislative changes that will be
required as a result of the FTA is a change to the Therapeutic Goods Act in regard to a generic
manufacturer wanting to get onto market the day that a drug goes off patent. Under the terms of
the treaty, they will need to notify the patent holder of their wish to go through with that. The
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patent holder can then respond to that and delay it. That is certainly a possibility, and that is one
of the areas we seek some commonsense in. The delays you are referring exist at the moment.
They may well be exacerbated by the treaty, but we would hope that they would be alleviated.
Senator O’BRIEN—Has the government assured you that they will not occur?
Mr Shaw—No. The government is not in a position to do that.
Mr O’Dea—Some of the delays in getting onto the PBS will lead to actual savings in the
PBS, but no-one would welcome that because it does not—
Senator O’BRIEN—But not in terms of generic medicines in competition?
Mr O’Dea—No, I was going to go on to say that delays in introducing generics would not
lead to savings; it would be the opposite. It is very hard to balance this. A lot of those things can
happen now. Making it specific or very apparent may have very little effect. Some of those
actions by the companies are available now.
Senator O’BRIEN—Are there any reasons that this committee should not have regard to
those papers which Dr Faunce gave to us in his submission?
Mr Shaw—No.
Mr O’Dea—I do not share his views, but I think you are entitled to read them.
Senator O’BRIEN—I understand that the papers reflect an accurate position of the
consequences of certain things happening. Your suggestion as to whether there will be a threeyear delay for the introduction of generic drugs is something we should look into further, as I
understand it.
Mr O’Dea—If there is a three-year delay, that would be a matter of very great concern. I have
not seen anything in any of the papers I have seen which would indicate that there could be.
Senator O’BRIEN—On the other hand, the government does not assure you that there cannot
be under the agreement.
Mr O’Dea—They have given general assurances that they see only minor increases in cost to
the PBS. I agree with Bruce: I do not see how they can actually give us that assurance. It is not
really sensible.
Mr Shaw—The other thing to bear in mind is that it is our understanding that Australia has
the highest price for generic products in the industrialised world compared to patented
medicines.
CHAIR—Is that right?
Senator O’BRIEN—Why is that?
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Mr Shaw—Interesting question. Depending on who you speak to, you get different answers.
We would think that it is market forces. I guess we are a small market.
Mr O’Dea—It is also partly to do with the fact that we probably do a better deal on the price
of the nongeneric drugs. So our ratio would be different.
Mr Shaw—Yes. The average price of generics is about half the price of patented drugs
whereas in other industrialised countries it is a lot less than that.
CHAIR—How much more expensive are we for generics? You are saying that we have the
highest price for generic drugs.
Mr Shaw—The percentage figure for the United States is more like 10 per cent but it starts
from a higher level. Because of our PBS, we pay less for prescription drugs.
Senator O’BRIEN—The paper shows that Prozac came down from 55-and-a-bit dollars to
35½ dollars between 1994 and 1999. Does that mean that the generic competitors’ price is half
the 1999 price of $35?
Mr Shaw—I do not know the details of that, but in general, yes.
Senator O’BRIEN—In general, that is what you mean.
Mr O’Dea—It is about half, yes.
Senator O’BRIEN—It is about half of the reduced price after the impact of the generics on
the price of the original drug.
Mr O’Dea—It is very significant dollars. You would not want to see delays there. Again, I
cannot see the sorts of delays that Dr Faunce sees myself.
Senator O’BRIEN—What delays can you see? Or don’t you think there will be any change?
Mr O’Dea—I do not think there will be much change, but all of a sudden the non-generic
drug companies could become more litigious and start legal actions, even spurious ones. They
could but I cannot see why they would as a result of this. It is a requirement to notify them of an
intention to produce. They probably know it is happening now.
Senator O’BRIEN—There seems to be an obvious reason to delay—that is, historically they
suffer a big price drop once the generics go on the market.
Mr O’Dea—Yes, but many of these companies are producing generics as well.
Senator O’BRIEN—Subject to that, then.
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Mr Shaw—Most of the patent drug companies also produce the generics. The only one that I
am aware of that gets right out of the manufacture of a product once it goes off patent is Merck
Sharp and Dohme.
Mr O’Dea—There is an existing incentive for them to slow down the introduction of a
generic. There still will be after the free trade agreement. That is all.
Senator O’BRIEN—But is there anything in the agreement which will enhance their ability
to do that? That is the question which seems to arise from the submissions that we have so far
and it is the suggestion from Dr Faunce.
Mr O’Dea—I cannot see it but—
Senator O’BRIEN—Do you want to consider that on notice and come back to us with a
specific answer to that question?
Mr O’Dea—Yes, sure.
Mr Shaw—We will have a look at that, but I think the answer will be that there is no detail as
to how that will work in the treaty itself. That is one of the many hundreds of things that will be
developed over the next months and years. From our perspective, it is one of the things that we
will need to be vigilant on to protect the rights of not only our members but also the Australian
community in terms of patients’ access to medications.
Mr O’Dea—We will take up your invitation and get back to you with a more considered
position.
Senator O’BRIEN—Thank you for that. I do want to understand your position that this is, as
the chair says, probably a deal breaker if it is not going in the right direction.
Mr Shaw—Yes. What is your timetable on this, by the way? It would be good if we could see
the transcript of this hearing before we respond.
Senator O’BRIEN—You will certainly have that opportunity.
CHAIR—What our timetable is is a very good question, Mr Shaw! We are not compelled to
report to a certain deadline. We can take as much time as we need, but we are mindful of all this
speculation about an election. We would like to complete our inquiry and get our report down
prior to that.
Mr Shaw—There is no use-by date on the treaty, by the way. If it is not ratified this year it is
not ratified this year. We can come back next year or the year after.
CHAIR—We understand that.
Senator O’BRIEN—Who told you that?
Mr Shaw—We asked at one of the consultation meetings with DFAT.
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Senator O’BRIEN—DFAT told you?
Mr Shaw—Yes.
CHAIR—Thank you, Mr O’Dea and Mr Shaw.
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[4.54 p.m.]
CORISH, Mr Peter, President, National Farmers Federation
FARGHER, Mr Ben, Senior Policy Manager, Trade, National Farmers Federation
CHAIR—Welcome. You know the drill. You have made a submission, and we appreciate that;
please address us on it and we will ask you some questions.
Mr Corish—I would like to make some introductory remarks and I will keep them brief. The
National Farmers Federation, or NFF, as the peak national body representing the views of
Australian farmers welcomes the opportunity to discuss this important trade agreement here
today. NFF has outlined its views in a submission which you have. I also understand you heard
from one of our member organisations, Australian Dairy Farmers Ltd, earlier today. NFF has
been actively working on this agreement for 18 months. We actively engaged because the United
States is an important market for Australian agricultural exporters and certainly significant
market barriers do exist. As a result of this situation, NFF supported the negotiation of a US FTA
conditional on agriculture being at the heart of both the negotiations and the final agreement.
Aside from the outcome on agricultural market access, NFF was also concerned about several
other issues. Firstly, we were concerned to ensure our science based quarantine system was not
compromised as part of the agreement. Secondly, we were concerned to ensure that agreements
reached in chapters outside agriculture did not negatively impact on Australian farmers—for
example, data protection and environment issues. Thirdly, we were concerned to ensure that an
outcome for agriculture in the World Trade Organisation talks remained the Australian
government’s No. 1 priority.
In summary, the proposed FTA offers important market access gains for several agricultural
industries. However, the NFF is disappointed with the negotiated outcome in a number of areas.
On the positive side, two-thirds of all agricultural tariffs will be eliminated immediately. This
includes tariffs on lamb and horticulture products. It must be noted, however, that many of these
tariffs were already low. Nonetheless, free trade into the US for these products is welcome, and
industries can invest with confidence and grow what is a large potential market.
Australian dairy farmers were disappointed that the agreement does not result in free trade in
dairy products over time. However, the agreement is seen by the dairy industry as very positive,
as it will, from the date of implementation, triple Australian quota access to the US, with access
growing at five per cent per year thereafter. As I am sure you would have heard this morning, the
dairy industry estimates a benefit there of $A56 million in year 1—in fact, a farmgate increase in
profit of 5c to 7c per kilogram fat equivalent for all milk. Through the removal of tariffs on
wheat products such as flour, cereal products and wheat gluten, there are potential benefits for
the Australian grains processing industry. NFF is advised that the US FTA outcome for
horticulture is viewed as positive, on balance, and is certainly supported by Horticulture
Australia Ltd.
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Despite these benefits, NFF is disappointed with the outcome of the US FTA negotiations for a
number of reasons. While an additional 70,000 tonnes quota access will be granted for
Australian beef, this will accrue over an 18-year transition period and a permanent safeguard
will apply thereafter. NFF is concerned that the existence of a permanent safeguard on beef sets
a bad precedent in other bilateral negotiations. Australia’s sugar access remains unchanged under
the deal, and no increase in access was achieved. Australian sugar producers were justifiably
angry and certainly frustrated by the outcome. The fact that the US FTA is not comprehensive in
nature—that is, does not cover all agricultural products—was certainly one of the most
disappointing aspects of the negotiated outcome.
Given these outcomes, our position is as follows. NFF is disappointed with aspects of the US
FTA, and NFF expectations were clearly not met in a range of areas, particularly with regard to
the outcome on sugar and beef. However, on balance, as the market access benefits for several
agricultural industries are significant and (a) NFF does not believe the US FTA undermines
Australia’s quarantine system, (b) NFF does not believe negotiated outcomes in chapters outside
agriculture negatively impact on Australian farmers and (c) NFF has seen no evidence at this
time that the US FTA undermines Australia’s ability to gain a favourable outcome in the WTO
negotiations, NFF supports the US FTA and believes all political parties should support the
agreement through the Australian parliamentary system.
CHAIR—Thank you, Mr Corish. Does your colleague wish to add to your statement?
Mr Fargher—No, thank you.
Senator FERRIS—Mr Corish, one of the areas that we have heard a lot of comment on in the
last two days is whether the free trade agreement’s proposed declarations on quarantine would
change the current arrangements by which Australia has an internationally accepted high
standard of quarantine. Earlier today we heard disturbing evidence that suggested there would be
an institutionalised pressure put upon our current science based arrangements so that they would
ultimately be compromised. Of course, if there were any downgrading of quarantine, farmers
would be the principal beneficiaries, shall we say. I wonder if you are sufficiently reassured by
the text of the agreement to tell this committee that you do not have concerns about the
institutionalisation of pressure on our arrangements or about any change in the text which would
undermine our image as one of the world’s leaders in quarantine. One of our previous witnesses
said that we would be trading away a scientifically based system for a politically based system.
Mr Corish—As I indicated in my opening comments, we have been particularly concerned to
see that Australia’s science based quarantine system was not impeded or compromised by a trade
agreement with the United States. It is obvious that it is extremely important for the maintenance
of Australia’s competitive edge in so many markets that we have that very strict quarantine
regime and strongly support its continuation. As a result of that, we were particularly careful to
note what was contained in the text and to investigate it to the best of our ability. I must say that
we have not seen any evidence of Australia’s science based quarantine system being threatened
or compromised by the US FTA. My colleague Mr Fargher, who services our quarantine task
force, may wish to add something from a more technical point of view.
Senator FERRIS—Before he does, I would like to clarify one point. I believe that you were
in Washington during the final trade negotiations. A number of witnesses yesterday and today
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have referred to material from lobby groups such as the NFF, the American Farm Bureau and
some Californian lobby groups which was circulating in the media and suggested that in some
way the door would be able to be opened to a range of products coming into Australia under
lower quarantine standards. It seemed to me that these lobby groups were doing no more than
simply doing what you do—that is, pushing a particular cause that you happen to believe in as
policy. In the general discussions that were taking place in Washington in the closing stages of
the agreement, were you in any way apprehensive about material you may have seen that in any
way suggested a compromising of our science based standards? I am sorry to labour this point,
but it has been laboured by a number of previous witnesses and to me it is one of the crucial and
critical aspects of the FTA.
Mr Corish—Certainly the American Farm Bureau made some comments that one of their
reasons for conditional support of the trade agreement between our two countries was an
opening up of the quarantine issues between Australia and the United States. We were
particularly mindful of those comments. In fact, we had discussions with the American Farm
Bureau while we were in Washington. We made our position abundantly clear to them and
certainly to the Australian government negotiators. Again, that added to our interest in what the
text said and to our repeated message to the negotiators and the government representatives who
were there that Australia’s quarantine system was not, in any shape or form, part of the
negotiations. As I said, Mr Fargher had some discussions with various representatives while we
were in Washington and has certainly been closer to investigating the text since we have been
back, so I might ask him to add to that.
Mr Fargher—I will be brief. It was a real concern to us because we were so aware that US
farm groups assert that Australia uses quarantine as a non-tariff trade barrier—something we
reject; we support our science based system. We sought assurance from the Australian
government that there would be no quarantine for market access trade-off in the FTA. We
received that assurance verbally when we met on several occasions with the government
negotiating team over the course of last year. We again advocated that position when we were in
Washington. Since we have come back from Washington, we have viewed the text, we have
given that text to our members and they have indicated to us, despite some concerns, that there is
no formal problem with the text. We are aware that two new working groups, two new
committees, have been formed under the arrangements but we see no power in the text that
would enable those committees to somehow undermine our import risk assessment or quarantine
process, so at this time we are comfortable with the arrangements as negotiated.
Senator BOSWELL—We have been presented with evidence that a lot of people are opposed
to the FTA because, as those new groups have been put there, there must be some sinister reason
for that. They say if there were not a reason—if there were not some opening up or no reducing
of science based assessments of imports—then they must be there for another reason so, ipso
facto, we are now going to reduce our quarantine standards on imports. You would reject that?
Mr Corish—We would certainly reject that approach.
Senator BOSWELL—I know you reject the approach but what I am asking you is if you
would reject that assumption.
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Mr Corish—We certainly reject that assumption. We understand that those committees have
been set up to streamline existing processes to make them more effective and efficient. We
certainly support that; we do not have a problem with that. We are also aware that it has been
suggested that a US trade representative be part of one of those committees. We do not have a
problem with that but we would assume—I think quite rightly—that an Australian trade official
would also be part of that particular committee as well. Ben might wish to add to that.
Mr Fargher—No, I have nothing to add.
CHAIR—I can put this issue to rest to some extent. I do not have any authority to speak on
behalf of the Labor Party but I am pretty sure I am absolutely right about this: the Labor Party
would vote against any legislation, were it to come into the parliament, that proposed in any way
to weaken our quarantine laws which have the basis of science based assessment. I cannot
imagine anyone being stupid enough to propose such legislation, but if they did we would vote it
down.
Senator FERRIS—The CIE analysis of the agreement, which we comprehensively
questioned Dr Stoeckel about today, showed that there are significant rises in employment in the
medium term as a result of the agreement and in some areas a significant rise in wages. I am
wondering if the NFF has had a look at the impact on regional Australia of the way in which the
agreement would work across sectors. For example, the wine sector and perhaps horticulture are
ones that spring to mind.
Mr Fargher—We have not done our own internal regional modelling. What we have done is
consult with our members about the benefit to their industry of the free trade agreement.
Obviously, given the importance of those commodities in specific regions and their employment
importance to those specific regions, if there is a benefit to the commodity then we would see
benefit flowing through to regional Australia and therefore the economy as a whole. We have not
modelled the specific regional benefits. We just know how important agriculture is to the
Australian economy, particularly in some regions.
Senator FERRIS—I saw some comments from the NFF regarding a concern they had about
the safeguard measures in the free trade agreement in relation to horticulture, but I notice that the
umbrella group Horticulture Australia subsequently said that the benefits significantly outweigh
the disappointments. Does the NFF now accept that?
Mr Corish—Horticulture Australia representatives were with us in Washington as the
negotiations continued. They are certainly very comfortable that those safeguard provisions are
outweighed very much by the positives in the agreement as far as it concerns them. We can only
take their advice on notice and we certainly are accepting of the comments they have made to us
in that regard.
Senator FERRIS—The National Farmers Federation were one of the early supporters of the
Cairns Group. Do you have a view on how you see this agreement impacting on the future of the
Cairns Group? Earlier this morning there was again some criticism by one of the witnesses, who
suggested that this agreement in some way may undermine the Cairns Group. That evidence, I
might say, was not supported by Alan Oxley, who has also been here today. But as an early
initiator of the Cairns Group I just wonder whether the NFF has a view on that.
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Mr Corish—Our commitment to the Cairns Group and the multilateral trading system is as
strong as ever. One of the concerns we had about this FTA with the United States was that it may
impact on our credibility in leading the Cairns Group and also in being a very strong supporter
of trade reform through the WTO process. As I said in my opening comments, we have not seen
any evidence of a negative reaction to either the reputation or the credibility of the Cairns Group
or to Australia’s general credibility and reputation in the WTO process. I say that because, since
the conclusion of the FTA negotiations, there has been a Cairns Group ministerial meeting also
attended by a number of Cairns Group farm leaders in Costa Rica. Certainly no negative
comments were made to any of our farm leaders there nor, as we understand it, to the ministerial
group about our negotiated agreement between Australia and the United States.
Senator FERRIS—I understand that some of the Cairns Group members are, in fact,
initiating talks with a view to having an agreement with the United States anyway.
Mr Corish—Certainly it was indicated to our representatives at that meeting that a number of
members of the Cairns Group were looking at trying to commence negotiations of some sort of
bilateral arrangement between their own country and the United States.
CHAIR—Chile has already concluded one.
Mr Corish—Chile already has one; that is correct.
Senator FERRIS—Despite some early ‘disappointments’—to use a word from your first
press release—in relation to this agreement, it now seems that the National Farmers Federation
believes that the benefits of any agreement outweigh any early concerns that it had about it.
What do you think would be the reaction of your members if the parliament were to decide not
to ratify this agreement and to surrender the opportunity to strike a free trade agreement? How
do you think regional and rural Australia and perhaps the NFF commodity members would react
to that?
Mr Corish—We consulted widely with our state member organisations and our commodity
organisations before putting together our position on the FTA passing through the Australian
parliament. While there certainly has been and continues to be disappointment in a number of
areas, the view is that the positives outweigh the negatives. Our council and our executive—our
board, in other words—are certainly supportive of our position of hopefully seeing the trade
agreement pass through the Australian parliamentary system in a positive way.
Senator O’BRIEN—Can you remind me of when you picked up the phone and told the
Prime Minister that he had your support for the free trade agreement?
Mr Corish—I had several discussions with the Prime Minister and the trade minister in the
last couple of days of the negotiations. We made both very aware of our concerns about the trade
agreement being not comprehensive in nature and some of the other shortfalls that we saw. We
did not indicate our support to the Prime Minister. We made him aware of our position on the
positives for agriculture in the trade agreement as it was being negotiated. We also made him
very aware of the negatives. The decision was made by the representatives of the government
that were in attendance. We did not indicate support at that stage.
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Senator O’BRIEN—Can you confirm that you told him that all the commodity groups from
NFF were in the cart, except the beef sector and obviously sugar, and asked for another 30,000
tonnes and a phase-in of 15, and not 18, years?
Mr Corish—We did have a base negotiating position along those lines. We suggested that if
that could be achieved we could be openly supportive of the trade agreement. But the position
we made abundantly clear at the conclusion of the negotiations was that we would not oppose
the agreement, on the basis of the positives for a number of our commodity members.
Senator O’BRIEN—At the end of the negotiations, sugar had been off the table for about a
week?
Mr Corish—Certainly it was indicated very early in the negotiations that sugar would be
extremely difficult. We had it relayed to us by the negotiators that it was going to be difficult to
get an outcome in any shape or form on sugar. But I am aware that attempts were made to have
sugar back on the agenda in the concluding part of the negotiations.
Senator O’BRIEN—In the last couple of days?
Mr Corish—As I understand it.
Senator O’BRIEN—But it was off the agenda for some time? It had been completely rejected
before that, I take it?
Mr Corish—It was certainly not off the agenda as such. It was always on the Australian
negotiators’ agenda and always on the minister’s agenda, as we understood it. It had certainly
been indicated by some of the commodity representatives in the United States that it was off the
agenda and that it would be difficult to get an outcome on sugar. In regard to the Australian
negotiators’ position it was not off the agenda.
Senator O’BRIEN—When you asked for another 30,000 tonnes and 15, not 18, years for
beef did you ask for anything for sugar?
Mr Corish—We asked that sugar be included in the deal—that improved access by increasing
the quota on sugar be part of that deal as well.
Senator O’BRIEN—Did the Prime Minister make a call to President Bush in the last couple
of days and ask for the extra beef option that you put?
Mr Corish—As I understand from my discussions with the Prime Minister, he did make a call
to President Bush and he tried to improve the deal for beef and certainly tried to improve the
deal for sugar.
Senator O’BRIEN—What did he ask for in relation to sugar? Did he ask for something
specific?
Mr Corish—We did not have a specific position on sugar at that stage.
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Senator O’BRIEN—You had a specific position on beef but nothing specific on sugar?
Mr Corish—Our sugar industry position was seeking up to 200,000 tonnes.
Mr Fargher—Something like that.
Senator O’BRIEN—Was that the position at the end, in the middle, at the beginning?
Mr Corish—That was the position right at the end.
Senator O’BRIEN—Did the Prime Minister put that to President Bush?
Mr Corish—Certainly, as we understand it.
Senator O’BRIEN—Is it true that the final negotiations with the US were undertaken by
Ambassador Thawley, Dr Calvert and Mr Vaile, and that the trade negotiators were not directly
involved?
Mr Corish—We were not in the room as part of the negotiations. Our communication was
with the agricultural negotiators and with chief negotiator Steve Deady. We had regular briefings
from the minister as well. I am aware that Dr Calvert, Ambassador Thawley, the minister and the
chief negotiator, Steve Deady, were involved in the negotiations. I am not sure who else may
have been in the room at various times. My understanding is that if the negotiators were looking
at agriculture then the agriculture ‘expertise’ was in the room as well.
Senator O’BRIEN—There were some questions asked of you in relation to the quarantine
issue, which I might say we have been quite correctly defending in terms of our science based
regime. It seems to me there is a shift away from the bipartisan conservative approach that has
been in place for nearly a century. What approach did your organisation take to the quarantine
regime that applies in the United States?
Mr Fargher—Could I seek some clarification on that.
Senator O’BRIEN—Have you got a view on the approach of the United States to their own
quarantine regime?
Mr Fargher—We were aware that some lobby groups in the United States, and as such
accepted by the USTR, have issues about exporting to Australia and we are aware that there are
issues Australia has about exporting to the United States. I specifically refer to some
horticultural products. We did not get involved in specific commodity discussion around any of
those matters. What we got involved with was advocating to government that there be no
undermining of our science based system, because we knew the US farm lobby had concerns
about it. We rejected them and we make sure every time we spoke to the government that we
asked questions to ensure that our system was not being undermined. That is what we sought to
do; not get involved in any specific IRA requests.
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Senator O’BRIEN—Yesterday I believe your organisation referred to the NFF quarantine
task force and some uncertainty about the FTA’s impact on our quarantine system. Which of
your member organisations are concerned about it, and what is the nature of their concern?
Mr Fargher—A lot of our member organisations have asked questions right from the start
because, as I said, we knew that the US farm lobby and therefore the US government were going
to apply pressure in that area—a pressure that we thought was unjustified. So at various times
throughout the last 12 months when we have met with Steve Deady and the other negotiators we
have asked questions pushing the government, I must say, to make sure that that did not happen.
So they were always our concerns, and there are obviously some sectors of Australian
agriculture that are more import sensitive than others, and perhaps they have asked more
questions in meetings than others. I cannot recall exactly what questions were asked but I would
refer to the pork and chicken meat industries in this regard. It is justifiable that they ask those
questions and we ask those questions too.
Senator O’BRIEN—Is it possible for the Australian government to sign up to the principle of
a science based system but then allow judgments to be made about the extent of the risk and the
management of the risk in the context of trade pressures?
Mr Fargher—I understand that Australia operates its conservative quarantine system based
on an appropriate level of protection. It does that based on scientific advice under its import risk
assessment process. That is how the government comes to its decision. We believe, based on the
evidence and after consulting with our members, that that is still how it will come to decisions
after this agreement is formal. We have seen no evidence to the contrary, and our members have
not raised any formal evidence to the contrary.
Senator O’BRIEN—What about where there is considerable weight given to a qualitative
assessment—as distinct from a quantitative assessment—of risk, a process that in itself is based
on subjective judgments? Is that a question of judgments being made about the extent of a risk
and the management of a risk being based not on science but on subjective judgment?
Mr Fargher—I am not entirely sure that I understand your question. All I know is that the
Australian government makes its assessment of risk and the measures it will put in place to
mitigate against that risk. We do not have a zero-risk policy in this country; we have a low-risk
policy based on an appropriate level of protection, because we are an island nation, and we make
decisions based on what the science says under the WTO’s rules which WTO member countries
have signed up to. That is what we support because, as a nation, we are trying to export around
the world and we do not want other countries using quarantine as a trade tariff barrier; therefore,
we have to be subject to those rules as well. As I said, we do not see any evidence that this
agreement undermines that process.
Senator O’BRIEN—I just wondered whether you are aware of the debate about the use of a
qualitative, as against quantitative, risk assessment process that arose from the Senate Rural and
Regional Affairs and Transport Legislation Committee’s report into the importation of New
Zealand apples. The Senate committee recommended the use of a quantitative assessment
method and the minister responded by saying that it was not always possible and they would
continue to use, in appropriate circumstances, a qualitative risk assessment—in other words,
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instead of scientifically assessing the level of risk, making a judgment about what the level of
risk was and using that as the basis of the assessment. Has the NFF not looked at that issue?
Mr Fargher—No. You will have to excuse me; I am not aware of that issue. I must say that
because these issues are based on science and quickly get into the scientific argument, which
becomes complicated, the way we manage that situation is by employing an independent
scientific adviser. When Biosecurity Australia puts out their import risk assessments on issues
we have our independent scientific adviser look at Biosecurity Australia’s science and see if they
can find holes in the science, basically, to be crude. That is how we manage the process. But I
am not aware of the other issue you raised. I am sorry about that.
Senator O’BRIEN—Let us look at the example from the pork import risk assessment which
is being considered by the Senate Rural and Regional Affairs and Transport Committee at the
moment. A number of matters have been the subject of a qualitative risk assessment. There has
been an attribution of a risk factor, and then in the process the various risk factors are multiplied
together to give an overall risk. In other words, what Biosecurity Australia has done is multiplied
fractions by fractions by fractions. We all know that when you do that you get a continually
reducing fraction the more you multiply a fraction by a fraction. Your commodity group has
produced a CSIRO scientist to contest that, but it is suggested that there is a lot of political
pressure on Biosecurity Australia about that import risk assessment. I can draw your attention to
US table grapes or New Zealand apples or Philippine bananas as issues where your commodity
groups would suggest there have been political pressures brought to bear for a reassessment of
import risk. In that context, we have a committee which is to review progress on and, as
appropriate, resolve, through mutual consent, sanitary and phytosanitary matters that may arise
between the parties’ agencies with responsibilities for such matters. In other words, it is a
committee driven by the two governments to oversee the process of import risk assessment,
which sounds very similar to the committee the Prime Minister set up in relation to our trade
issues with the Philippines. In the view of NFF, is it desirable to have a political committee
overseeing the trade relationships between the two countries with regard to biosecurity issues?
Mr Fargher—In answering your question, there are two parts. Firstly, you raised the issues of
the pork IRA and fractions on fractions. Of course, it becomes complicated quickly for us when
you start talking about fractions, CSIRO modelling, post-weaning multisystemic wasting
syndrome, vectors, different viruses, different viruses in different countries, generic IRAs,
country-specific IRAs. The way we get around that is by employing a technical adviser. Our
technical adviser has looked at that issue based on the science. He is a virologist and he has
provided advice to our quarantine animal health task force based on that. So we are looking at
the science on that issue. With regard to the committee structure, we are aware that committees
have been formed. We have looked at that. We do not see the power for the committees to
undermine our scientific import risk assessment process and our members are not telling us that
they see that either. Therefore, that has given us comfort and that is what Mr Corish has
articulated today.
Senator O’BRIEN—The issue I raised about the quarantine is one which is contemporaneous
with a number of your commodity groups. If you look at the banana import risk assessment,
where a draft position of blocking the importation of Philippine bananas was completely turned
on its head without any new science coming forward to support the change, you must start to
wonder about the practical application of the ‘science only’ principle that the government
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continues to chant. What weight has the NFF given to the context of the change in the import
risk assessment for bananas and the establishment of a like political forum between Australia and
the Philippines and the proposal to introduce this similar forum via the US free trade agreement?
Have you given any weight to that at all?
Mr Fargher—I should say, for a start, that the banana growers are not members of NFF. So
when you referred to our commodity—
Senator O’BRIEN—So you have not considered that?
Mr Fargher—members, they are not members. But of course, being part of Australian
agriculture and part of the system that is quarantine, all commodities therefore become important
when you look at systemic issues. When we are talking about the free trade agreement, we were
concerned that it was an issue, and that is why we raised it both verbally and formally many
times last year, including with the Minister for Trade and the Prime Minister, and we received
both verbal and written assurances from both. We have asked our members whether they are
concerned that these new committees undermined our import risk assessment or science based
system. At this time they have indicated to us that they do not. That is the information that we
pass on today.
Senator O’BRIEN—What happens if they are inadequately informed, the agreement is put
into affect and it has that impact? Doesn’t the NFF have some responsibility to look at these
matters with a view to the future and to lead on the issue?
Mr Corish—I think most definitely that we do. We do have a quarantine task force in which
all our member organisations who have an interest in that area participate. Certainly the people
who participate in that particular task force have a strong interest in that area. I think all we can
do is take your suggestion on notice and say that if there is evidence of that type of position
developing we would certainly have a strong interest in it. All I can do is repeat what Mr Fargher
said: from the information we have available we have not seen evidence of that at this stage.
Senator O’BRIEN—What is your understanding of the direct role of senior trade officials in
these quarantine working groups set up under the free trade agreement in the context of striking
a balance between the science, the risk and minimising the impact of protocols on trade access?
Mr Fargher—We understand, from both reading the text and talking to government officials,
that a trade representative would be able to sit on the committee. I must say that I do not know
whether that is mandated or whether that person comes on and off the committee. Because it is a
bilateral trading relationship, we are comfortable that if there is a trade official sitting on a
committee that will not undermine our import risk assessment process. There will obviously be
an Australian trade official, because we do have issues when we are exporting into the United
States as well. So we are aware of the existence of a trade official. It was a public issue. Again,
our members have talked about it and they have not, at this stage, told us that the existence of
that trade official would undermine our system.
Senator O’BRIEN—Is the US administration using quarantine in a way that it unfairly
accuses us of doing—that is, using quarantine as a trade barrier?
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Mr Corish—Certainly we have had that view expressed to us in our discussions with various
representatives of the US administration, as well as US farm lobby groups, over the last 18
months. That would be involved, no doubt.
Senator O’BRIEN—What of recent US legislation to do with security measures and the
impact that has had on importation of food products into the United States? Are those effectively
trade barriers?
Mr Fargher—We have not actively engaged in it. We are aware of the US Bioterrorism Act,
of course, and we have encouraged our members to consult with the government about that act
in case it impacts on their industries.
Senator O’BRIEN—But it does impact on all packaged food products exported to the United
States, does it not?
Mr Fargher—I am not aware of the specifics of the Bioterrorism Act. When the Bioterrorism
Act issues came up we asked the government to prepare a briefing paper. We distributed that to
our members and encouraged our members to engage on the issue.
Senator O’BRIEN—That legislation would not be caught by the free trade agreement, would
it?
Mr Fargher—I cannot answer that. I would have to take the question on notice.
Senator O’BRIEN—Would you also take on notice the issue of the terrorist legislation and
the impact on food exports to the United States, which, I might add, has been picked up by
Mexico. So we now have a problem exporting food to Mexico. You have been critical of the
safeguard provisions of this agreement. Are you critical of the government for signing up to the
safeguards?
Mr Corish—We were certainly disappointed that those safeguard provisions were agreed to
as part of the negotiated outcome. Obviously, having a safeguard in there does not, at the end of
the day, lead to unimpeded access to a particular market.
Senator O’BRIEN—What are the implications of accepting safeguards—for example, for
multilateral trade negotiations? Does the fact that we have now accepted them have implications
for the multilateral position we might take?
Mr Corish—Certainly we have had concerns that safeguards being in place at the end of a
transition time would potentially undermine our credibility in the WTO. Again, we have the
Cairns Group meeting in Costa Rica that I referred to to go on. We have not seen evidence of
that so far.
Senator O’BRIEN—Talking about that, we are told that the US, the EU and the Group of
20—but not Australia—are meeting this week about the Doha Round. Are you aware of that?
Mr Fargher—No. We are aware that two formal agriculture negotiations have occurred in
Geneva since the breakdown of talks in Cancun. Obviously the G20 have had meetings with
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several other ‘G’ groups, including the Cairns Group, and are meeting with the major players as
well. I am not aware of a specific meeting occurring this week.
Senator O’BRIEN—It was suggested to us today that that should ring alarm bells for us
because it heralded an approach from the US and the EU to agriculture on a developing versus
developed nation basis, which I think you would agree would be a disaster for Australia.
Mr Corish—We would certainly not be happy with that type of outcome.
Senator O’BRIEN—I think that is a very polite way of putting the state that Australian farms
would be in if that were to be the case. If the G20 effectively were to divide the Cairns Group
into the developing and the developed world, that would be a real concern, wouldn’t it?
Mr Corish—One of the outcomes of the Cairns Group meeting in Costa Rica was agreement
by the Cairns Group members on an increased role in providing a bridge between the G20 and
the US and the European Union. We are certainly supportive of that approach. We believe the
Cairns Group does and should have a strong ongoing role in the WTO processes around the
Doha Round. We are fully supportive of the Cairns Group position at this stage.
Senator O’BRIEN—I do not think our support of the Cairns Group position is the issue, is it?
Mr Fargher—We are certainly very aware of the proposals to somehow exempt developing
countries from reform that emerged before Cancun last year. We do not think it is in the interests
of Australian farmers or indeed of the developing countries to be exempted from reform. We are
certainly making that point strongly to the department and to the government.
Senator O’BRIEN—Absolutely. But if there is a separate set of negotiations that have hived
them off then hasn’t our role in negotiations on multilateral agricultural reform been
significantly weakened?
Mr Fargher—I am not aware of the negotiations this week. Nothing has been agreed. We are
aware that WTO member countries are looking for a framework agreement by the end of July,
before progress is likely to slow with the US presidential elections. We have been engaging with
the department and the government, including in Geneva, about how those negotiations are
going. They are tough; they are particularly tough on market access and on developing country
issues. We see our job as keeping the pressure on. But, yes, there is a real concern about where
the WTO Doha Round is up to on agriculture. We have stated for 25 years that we see real
benefit in that forum for Australia farmers. It is absolutely critical. It is our main priority. It was
our main priority before these FTA negotiations started, and it remains so.
CHAIR—There is a bit of Realpolitik in this. We both know that Bob Zoellick is not seeking
reappointment as USTR, so he is in his last term; that Pascal Lamy is on his way out and is
going to be replaced as well; and that what both those quite significant figures in terms of world
agricultural trade reform—if it is possible—want to do as they move, stage left, to the exit door
is to leave behind some legacy of achievement. What they are up to in Costa Rica is trying to
work that out with the developing countries because this, after all, is a development around.
Surely to God we are concerned about that; we cannot take a benign view of that, because it
knits us out of the pattern.
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Mr Corish—We would not disagree with your comments, but on the other hand we have been
involved in discussions with the government WTO negotiators in recent months to try and
ensure that the framework that Mr Fargher referred to that will be put in place most probably by
the end of July does better reflect the Australian position and the Cairns Group position than the
current proposals in fact do. We will continue to push the Cairns Group and the Australian
government extremely hard not to agree to anything that is not up to scratch, that is inferior in
any shape or form, particularly in the area of market access, where we see the real weakness
going forward. Hopefully, the fact that Zoellick and Lamy are on the way out and are looking for
an outcome might prompt them to perhaps be a little more positive with regard to achieving an
outcome.
CHAIR—I spent most of last week with some ACP countries who are more concerned about
preferential access to the European market, and in fact are used by the Europeans as a cat’s paw
against us in the round. If they could do a deal here to set themselves up, we would then be in
the situation of trying to veto some sort of deal that benefited developing countries—and we
would be subject to world ridicule in trying to do it. This is manipulation of the main offenders
trying to co-opt the main victims to injure us. If it works, it is a terrible outcome for us.
Mr Corish—Could I suggest that that is why the bridging role that the Cains Group can
hopefully play in pulling the G20-whatever group closer to the Cairns Group position becomes
extremely important, if not absolutely vital.
Senator O’BRIEN—The current FTA document at 3.1.1 says:
The Parties shall work together in the WTO agriculture negotiations to reach an agreement that ... develops disciplines that
eliminate restrictions on an entity’s right to export ...

A US trade negotiator this year in an 8 February document specifically mentioned this section of
the agreement as a key point under the heading ‘New Opportunities for US Farmers’, and the
FTA web site of the American Farm Bureau tells us that Australia has agreed to work with the
US to eliminate unfair competitive trade practices of state trading enterprises. They are all
directed at the single desk arrangements, aren’t they?
Mr Corish—Certainly the single desk arrangements, particularly for wheat, were obviously
on the table as part of the negotiations. We understand, as in fact the text reflects, that there was
an agreement to further discussions in regard to that under the WTO process rules.
Senator O’BRIEN—The US are saying they made progress on that issue. Have they?
Mr Corish—We are not aware of them making progress in that regard. We can only rely on
what is in the text and the feedback that we have had.
Senator O’BRIEN—Have we committed to develop disciplines at a WTO level that eliminate
restrictions on an entity’s right to export, if that means limitations on or removal of single desk
arrangements?
Mr Corish—I can only say that this again is a complex area and we cannot actively reflect on
what discussions may have gone on in that particular area. Our understanding is that there has
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been an agreement between the US government and the Australian government to have further
discussions under the WTO rules.
Senator O’BRIEN—And that is part of the free trade agreement?
Mr Corish—As we understand it.
Senator O’BRIEN—So the free trade agreement does have some impact on the future of
single desk arrangements?
Mr Corish—I can only repeat that my understanding is that it leads to further discussions in
that area and, most importantly, under the WTO rules. Certainly even the staunchest supporters
of our single desk marketing arrangements in this country have always said that they are
prepared to have the issues dealt with under the auspices of the WTO.
Senator O’BRIEN—So it is all right if they go under the WTO arrangements but not the
FTA?
Mr Corish—We cannot comment on that. The NFF does not have a position on single desk
marketing arrangements. Our policy simply is that we support industries having the right to
negotiate their own individual commodity arrangements.
Senator O’BRIEN—I thought you were saying that your constituent members were happy
with that matter being an issue in the context of WTO negotiations.
Mr Fargher—Without articulating a policy—because, as Mr Corish said, we do not have one
on the single desk—I might say that we are aware that one of our arguments in the context of the
negotiations was that the single desk matter was not a bilateral issue, given that we do not trade
bilaterally in grain. Therefore, in that regard, it is an issue in the multilateral forum, which in the
text, as you said, is where it is.
Senator O’BRIEN—Have we agreed to work with the US to eliminate unfair competitive
trade practices of state trading enterprises?
Mr Fargher—I am not aware of what we have agreed to. All I know is that the industries
affected made the point that the single desk arrangements were not an issue in the bilateral
forum; they were an issue in the multilateral forum, and that is where they appear in the text.
That, I assume, gives them some comfort.
Senator O’BRIEN—It certainly does, from what they say. Is it fair to say that, to the extent
that we have committed to work with the US to deal with single desk arrangements at a WTO
level, they have been compromised by the way the FTA has been put together?
Mr Corish—Our understanding is that that is not the case. I am aware that Trade Minister
Vaile had discussions with leaders of those industries that would be directly affected in that
regard—obviously the wheat industry is the prime one. We cannot comment any further than that
at this stage.
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Senator O’BRIEN—Going back to the question of the quarantine committee that we have set
up, why is there a need to introduce a new committee between us and the United States when we
have perfectly good and WTO complying quarantine arrangements in place?
Mr Fargher—Certainly from the National Farmers point of view we were not advocating for
a new committee. The question for us is: does the formation of a new committee undermine our
import risk assessment process? We are aware, because we asked the government about it
because our members were concerned about it, that the Australian government and the United
States government had moved to try and gain a better understanding of each other’s systems
before the free trade agreement negotiations took place. We outline that in our submission. If
those arrangements were somehow formalised in the context of a free trade agreement, our
members have not indicated to us that they are overly concerned by that or that they see that as a
breaking down of our science based system.
Senator O’BRIEN—And you, as officers of the NFF, do not have concerns?
Mr Fargher—We raised the concerns last year about the undermining of the system, but we
in the NFF secretariat see nothing in the text of the FTA that somehow gives those committees
the powers to undermine our import risk assessment process.
Senator BOSWELL—I would like to put onto the Hansard that I have listened to quite a lot
of people in these Senate committees referring to bananas and pork and apples. I have not heard
any witnesses say—and I want to put this on the record—that there was political pressure, as
asserted by my colleague. So I want to correct that. If he could actually point out to me where a
witness said there was political pressure put on Biosecurity Australia to come up with a certain
response, I would be very keen to know where that was. The other thing I want to put on the
record—because farmers do pick up these Hansards and read them—
CHAIR—More importantly, so do other countries.
Senator BOSWELL—Yes. The other thing that I want to clearly state is that, if the single
desk arrangements were to be removed, it could not be done by a stroke of the pen by a
government. It would have to have parliamentary assent, and the Prime Minister has given an
assurance that the single desk policy is not up for trade or grabs and that the single desk
arrangements will stay. I know that the National Party would not support any removal of the
single desk arrangements unless it were the wish of a plebiscite of the farmers.
Having put that on the record, I also emphasise that we in Australia have the right to impose
safeguards in Australia. We have never used them but we have the right to do it. Quite
frequently, we have been asked to use them but we have resisted. But would you like to see those
safeguards go in Australia?
Mr Corish—That is a good question. It is a good question because it raises the issue of the
whole WTO process. My view would be that, if we did see real reform and real progress through
the WTO process in general and a real outcome out of the Doha Round, we would not, I would
suggest, have any concerns about those safeguards being removed. But that in reality is not the
case at the moment, and the degree of success is yet to be measured in the Doha Round.
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Senator BOSWELL—So at the moment you would like to leave those there as a safeguard
on the safeguards, so to speak?
Mr Corish—As you pointed out, our understanding very much is that those safeguards are
not enacted at the moment. We do not see any reason why they should be enacted.
Senator BOSWELL—But they are there. It was asserted yesterday by some of the witnesses
that the US received a better deal on agriculture under the FTA than Australia because the US
will get all their agriculture products duty free from day one whereas Australia will get 66 per
cent of the agriculture tariffs going to zero from day one. The rest of the tariffs decrease and
come off over another four or five years. How would you meet the argument?
Mr Corish—That is not my understanding.
Mr Fargher—All I would say is that our average level of tariffs were already very low and
the United States farmers can already export product to Australia. Therefore, there were not a lot
of bargaining chips in that for us because we have reformed our industry to the benefit of our
industry. Back the other way, that is not the case. Some of their market access barriers were very
high. We pushed for their removal. We did get some change—not as much change as we wanted.
That is the disappointment that Mr Corish alluded to.
Senator BOSWELL—Can you comment on the idea that the US offered a better deal to
Chile, El Salvador, Guatemala, Honduras and Nicaragua under the CA FTA?
Senator O’BRIEN—On sugar they did.
Senator BOSWELL—On sugar they did, yes, but I do not think that the sugar farmers are too
disappointed at the moment.
Senator O’BRIEN—Can I quote you on that?
Senator BOSWELL—Absolutely you can quote me. I have said it myself a thousand times.
CHAIR—At this hour of the night, when we are half an hour over already, can we cut out the
byplay and get on with the questions? If none of us want to go home, Hansard do.
Senator BOSWELL—Could you comment on that—and what we could get out of the deal
with respect to the difference with those South American countries?
Mr Corish—We always saw the Chile agreement as somewhat of a minimal benchmark as to
what we wanted out of a trade agreement with the United States, and certainly the Central
American agreement, while being different in many ways—particularly in the area of sugar—
achieved better access to the US market than we did. That very much adds to our overall
disappointment with the lack of significantly improved access in many areas. There is no doubt
about that.
Senator BOSWELL—You guys have always been at the forefront of the free trade agreement
and the liberalisation of agriculture. Are you concerned that this free trade agreement is going to
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act as an impediment on further Doha rounds? Senator O’Brien was very concerned with it.
What is your view at the moment?
Mr Corish—We supported the negotiations on the basis of a comprehensive outcome for
agriculture, and that was certainly not achieved. The issue of the impact of our credibility in the
WTO process, particularly the Doha Round, was certainly one of the things that caused us great
concern—potentially. But I must say, to be totally fair, we have not seen any evidence of that
concern being borne out. In fact, the position taken by our fellow Cairns Group members, which
I suggest is probably the best barometer in that regard, has been positive, in fact, not negative.
Senator BOSWELL—It has been argued that the sugar industry is worse off under the FTA
because it is harder for us to push for more open markets when Australia has compromised with
the US on sugar. Would you say that it will be harder to get access for sugar because of the
compromise we made with the Americans?
Mr Corish—Senator, I would suggest that probably the sugar industry is one of the more
corrupt agricultural industries, with regard to impeded trade and impeded access, of any
agricultural industry in the world. The improved access that the Australian sugar industry would
achieve under the free trade agreement would be likely to be minimal. I do not believe it would
have any impact at all with regard to the sugar industry’s credibility or the sugar industry’s
ability to negotiate better access through the WTO process or perhaps even in another bilateral
arrangement.
Senator BOSWELL—Have you formulated the increases in sales on various commodities
that you represent—for instance, wine and beef? Have you formulated a table of who does better
and who does worse?
Mr Corish—One of the points that prompted us to support the passage of the FTA through the
Australian parliament was that no agricultural industry in this country was worse off as a result
of the agreement. Our individual commodity members have certainly participated in formulating
the numbers that you are asking about with regard to the net benefits—
Senator BOSWELL—Who is the big winner? Who gets the gold cup?
Mr Corish—Our view is that dairy as an industry and horticulture are significant
beneficiaries of the free trade agreement with the United States. To a lesser degree, sheepmeat
and wool are certainly beneficiaries and, although the result was way less than we had hoped
would be achieved and certainly way less than the beef industry had hoped would be achieved,
the beef industry is better off as a result of the agreement.
Senator BOSWELL—This is what I cannot understand about the beef industry. If the 4.4c
per pound—I presume it is per pound—is removed and access is increased, bearing in mind that
the quota has only ever been hit once or twice, how can the beef industry not get any wins out of
it? I would have thought that it is a big win for the beef industry.
Mr Corish—I will ask Mr Fargher to add to my comments here. Certainly the removal of that
in-quota tariff is a benefit to the beef industry; there is no doubt about that.
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Senator BOSWELL—Wouldn’t that transfer 4c a pound to the growers?
Mr Corish—Certainly we would hope that in the end it would add to the competitiveness of
the marketers of Australian beef. There are net gains there for the Australian beef industry; there
is no doubt about that. But, to be fair to our beef industry, they were led to believe that there
would be much greater opportunities in regard to improved access under the free trade
agreement than were achieved.
Senator BOSWELL—How can you have a greater opportunity if you cannot hit the target?
You could say that we will have one billion tonnes but, if we cannot ever get to 370,000 tonnes, I
cannot see that you can—
Mr Corish—I would say that the chances of hitting that target in the next few years are much
more likely than they have been in the past. But I will ask Ben to add to that because he has been
closer—
Senator BOSWELL—What increases are we getting every year? What percentage increases
are we getting?
Mr Corish—It varies. There is a formula there with specific amounts in each particular year.
Senator O’BRIEN—Fifteen thousand in the second year, 5,000 in the third and then some
after six or seven years, I think.
Mr Fargher—Following on from Mr Corish’s point in regard to your question, Senator, on
why the beef industry is disappointed if we do not hit quota: we have hit the quota, though
obviously the drought has affected our productive capacity in that regard. Meat and Livestock
Australia’s modelling will show that in the next five years we will hit the quota. Given our
productive capacity and the fact that out of every 100 hamburgers sold in the United States
Australian beef accounts for only four, it is not as if we are ever going to flood the American
beef industry with product. Given the fact that our beef is complementary in nature and not
competitive and given the fact that there is a permanent safeguard on our beef exports, then that
is why our beef industry members are telling us that they are so disappointed in some aspects of
the deal.
Senator BOSWELL—As I pointed out, we have got safeguards here and we have always had
them, and I would imagine that, as part of the World Trade Organisation, they would have had
them over there too. If the USA were part of the World Trade Organisation, there would be
safeguards already there, wouldn’t there?
Mr Fargher—In regard to this agreement, they believe that the safeguards will bite and
therefore impact on trade.
Senator BOSWELL—They will bite if applied?
Mr Fargher—Yes. Their modelling suggested, I think, that they would have hit six times out
of the last 10 years.
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CHAIR—Was the NFF consulted when the Prime Minister and the President agreed to set the
deadline for the conclusion of these talks at the end of last year? They set the deadline early in
the year that the talks would conclude at the end of the year. Were you consulted on that?
Mr Corish—We were certainly involved in discussions with the Prime Minister and Minister
Vaile in regard to that issue. They received comments back from us in that regard.
CHAIR—What did you advise?
Mr Corish—Our advice was that we did not have a problem with the time frame as long as it
ended up with a comprehensive deal that gave us virtually unimpeded access to the US market.
CHAIR—Secondly, would this agreement be enhanced if there were a provision, perhaps by
an exchange of letters between the governments now, that, in any new bilateral deals that the US
enter into in agriculture which concede to other countries better conditions than there are in the
Australia-US free trade agreement, they will automatically also be conceded to Australia?
Mr Corish—Senator, I think the obvious answer to that is that certainly the agreement would
be very much enhanced if that exchange of letters took place.
CHAIR—Thank you very much. It has been a long day for all of us, but thank you for your
attention.
Committee adjourned at 6.05 p.m.

FTA

