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ExecutiveSummary

AUSTA believestheAustralianUnitedStatesFreeTradeAgreement(AUSFTA) to be
themost importanttradeagre~meiitnegotiatedby Australiasincethecompletionofthe
AustraliaNewZealandCloserEconomicRelationsTradeAgreement(ANZCERTA)and
theadoptionoftheAgreementsoftheUruguayRound(1986—94).TheresultofAUSFTA
is “deepeconomicintegration”ascharacterizedby theWorld Bank.’ Agreementsthat
achievesuchintegrationhavebeendubbed“WTO plus” agreements.TheAgreement
liberalisestheAustralianeconomy,facilitatingits integrationwith theglobal economy.
This is theroleof atradeliberalisationagreement.

Cuffing-edge integration

TheAUSFTA deliverscutting-edgeintegration.TheAgreementcoversnot only tradein
goodsbut in investmentandservices.Thesetwo areasareofincreasingimportance.In
theearlyI 990sinvestmentbeganto rivals armslengthtradein value.2Tradein goods—

with theexceptionofkeysectorssuchasagricultureandtextile clothingandfootwear—

is nowoverwhelminglyfree.3

TheWorld Bankfinds “servicesandinvestmentto be thetwo mostimportantareas
beyondmerchandisetradewheretherearegainsforwideningthescopeof integration.”4

TradeandinvestmenttrendsbetweenAustraliaandtheUS showthatinvestmentis now
asimportantastradein value.5Investmentalsocarriestechnologytransferthat doesn’t
comeequallywith goods.6Theservicessectoris thefastestgrowingsectorin advanced
economies.Eighty percentoftheUSeconomyis in services.7Internationaltradein
servicesis nowa majorglobalactivity. TheWorld Bankfinds thatbilateralagreements

UN World InvestmentReport,1996,AnnexTables3,4 (pp.239-248).
2 UNCTAD (UnitedNationsConferenceon TradeandDevelopment)(2003)World InvestmentReport,

UNCTAD, New York.
World TradeOrganization,InternationalTradeStatistics,www.wto.orn

.

World Bank (2000)TradeBlocs,WorldBank, Washington,p.89.
~ AustralianBureauof Statistics.
6 UNCTAD (2003) “TransferofTechnologyfor SuccessfhlIntegrationintotheGlobalEconomy”,New
York: UnitedNations,UNCTAD/JTE/IPC/2003/6.
7 World FactBook, CentralIntelligenceAgency,www.cianov
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canbea moreeffectiverouteto servicesliberalisation.8In thecaseofinvestmentno
multilateral routeis currentlyavailable.

In both servicesandinvestment,AUSETA providesvital coverage,cuttingthecostof
doing business,reducingeconomicdistortionandpromotingeconomicprosperity.

LiberalisingAustralia

AUSFTA will makeAustraliamorecompetitive.It initiatestheprocessofreducing
Australia’stariffs to zero.It greatlyfreescontrolson investment.TheHoward
Governmenthasuntil recentlybeenreluctantto embracetherhetoricandphilosophyof
tradeliberalisation.It hasneverindicatedhow it would reachtheAPECBogorgoalof
zerotariff andinvestmentbarriersby 2010,norsetout its ambitionsfor globalreduction
of industrialtradebarriersin theDohaRoundin theWTO.

AUSFTA will provideimpetu~foiTtheGovernmentto removeresidualbarriersto trade
and investment.It will encouragetheadoptionof concretetargetsfor full liberalisationby
Australiain APECandWTO, andthenfurtherthemin thoseforums.

TheGovernmentwill shortlyneedto extendtheinvestmenttreatmentofferedto theUS
to its othermajorinvestmentpartners,EuropeandJapan.It will bejust amatteroftime
beforethesestandardsareextended.TheAUSTA businessgrouphasarguedconsistently
thatthesebenefitsshouldextendedon aMostFavouredNation(MFN) basis.

An agreementfor the future not thepast

Informationtechnologyhasgeneratedlargeproductivitygainsin productionand
distributionof goodsandservicesandin organisation.9TheOECDfinds theeconomies
to havebenefitedmostfrom thesegainsto be theUnitedStates,CanadaandAustralia.’0

Suchproductivitygainsarethesourceof growthin developedeconomies.Improvements
in IT will continueto comefrom theUS,the leaderin theseindustriesfor theforeseeable
future.Technologyimprovementswill alsocomemorevia servicesandinvestmentthan
throughtradein goods.”

Thedebateonthepolitical setbackofnot receivingfull agriculturalaccesshasdiverted
attentionfrom thebroadimportanceoftheAgreement.TheAgreementis aboutmuch
morethanagriculturalaccessandindustrialtariffcuts.

~ World Bank,op. cit.
UnitedNationsConferenceon TradeandDevelopmentUNCTAD(2003)E-Commerceand

DevelopmentReport2003,Interneteditionpreparedby theUNCTAD Secretariat,pages4land45,
availableatwww.unctad.org/en/docs/ecdr2003ch2en.pdf

.

10 Organizationfor EconomicCo-operationandDevelopment(OECD)(2003),“ICT andEconomic
Growth:Evidencefrom OECD Countries,IndustriesandFirms”, DSTIIIINDIICCP (2003)2/FINAL, Paris,
OECD,22 April.
‘~ UNCTAD (2003)“Transferof Technologyfor SuccessfiulIntegrationinto theGlobalEconomy”,New
York: UnitedNations,UNCTAD/ITE/IPC/2003/6.
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While Australiamayremainaminorinnovatorin IT in global terms,it mustcontinueto
bea majoradaptor.In thissensetheAgreementlooks to thefutureandthesectorsmost
likely to deliverfuturegrowth.It links Australiawith theworld’s leadingeconomyin IT
loweringbarriers,protectinginvestmentandservicelinks, andenhancingprospectsfor
technologytransfer. It is very importantfor Australiaasamiddlesizedeconomyto
maintainthemostcompetitivestandardsin theworldeconomy.

Important traditional gains

AUSFTAprovidesimportantgainsin key traditionalareasaswell. Thetradeagreement
providesduty-freeaccessfrom dayone forover 97 percentofAustralia’smanufacturing
exportsto theUS, worth $5.84 billion lastyear.’2AccessforAustralia’sagricultural
sectoris alsoimproved,mostnotably in beefanddairy. More than66 percentof
agriculturaltariffs go to zerofrom day oneoftheAgreement.StephenMartyn. Chief
ExecutiveoftheAustralianMeat IhdustryCouncilhaspointedout thatthesegainsare
betterthanwhat couldhavebeenexpectedin thesametime framefrom WTO
negotiations.’3Agricultureis still largely excludedfrom commitmentsin theWTO, and
progresson liberalizationhasall butstalled.

Pharmaceutical benefits

TheFTA deliverson afairer,moretransparentprocessfor thepricingofmedicines,and
thepotentialto attractup to $1 billion in researchinvestment.In asubmissionto the
Inter-Departmentalenquiryinto thefutureofthePBS,theMedical OncologyGroup,
essentiallyagroupofAustralia’sleadingcancerspecialists,saidthat“thereareanumber
of issuesrelatingto thedrugevaluationandsubsidysystemin Australiaandits capacity
to meetthechallengesassociatedwith continuingto provideaffordableaccesstonew
high-costmedicines.”TheGrouprecognizedthefollowing areasof concern:

• “Lack ofopennessandtransparencyin thedeliberationsofthePBAC;
• Scopeof cost-effectivenessevaluationsemployed;
• Limited opportunitiesfor stakeholdersotherthanthePI3AC andsponsoring

companiesto havesomeinput into thedecisionmakingprocess;and
• Lackof an appealsmechanism.

12 AustralianBureauof Statistics.

‘~ SteveMartyn (2003)“The USFreeTradeAgreementA GoodDealfor TheRedMeatSector?”,paper
presentedattheAustralianAPECStudyCentre/AUSTABusinessGroup“US FreeTradeAgreement— The
NewOpportunitiesandImpacts”Conference,]and2 March2004,RydgesHotel Canberra,paperavailable
at www.a~ec.orn.au/docs/fta04Martvn.pdf

.

14 Quotedby SteveHaynesin “The Triumph is in theText”, paperpresentedattheAustralianAPEC
StudyCentre/AUSTABusinessGroup“US FreeTradeAgreement— TheNewOpportunitiesandImpacts”
Conference,1 and2 March2004,RydgesHotel Canberra,paperavailableat
http://www.avec.oru.au/docs/fta04Havnespdf
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AUSFTA substantiallyaddressesall theseproblems.TheAUSFTA makesno changesto
themethodsusedto setprices.Changes,whichareprocessrelated,will enhancethe
enviromnentfor investmentin medicinesin Australia.

Facilitating economicintegration in APEC

SincetheadoptionoftheAPEC Bogordeclarationin 1994, therehasbeenalot oftalk
but little actionabouttradeliberalizationamongtheAPECeconomies.Therehasbeen
little domesticpolicy actionto bring thisabout. And whetherornot commitmentsto
liberalizeshouldbe bindinghasbeenan issuein APEC sincethefailure attheOsaka
APECSummit to formalizethem.

USTRRobertZoellickhasarguedthathigh quality bilateralagreementscanstrengthen
thefoundationsofgrowthin einer~ingmarkets.He arguesthat onebenefitofthis is
“competitiveliberalization,”wherenegotiationofan FTA with onecountrywill
encourageothersto do more. NegotiationbytheUS of agreementswith Singapore,Chile
andAustralia,andby Australiawith Singapore,ThailandandtheUS hascertainlyhad
thateffect. Mostleadingeconomiesin EastAsiawhich,up until now, havebeen
reluctantto committo legallybindingcommitmentsto tradeliberalizationarenow
willing to do so.

TheagreementsbetweentheUnited States,Australia,Chile, SingaporeandThailand
haveachievedliberalizationandsetnewstandardsfor legalprotectionofeconomic
freedom.This is amajorcontributionto effortsto promoteglobal prosperity.

AUSFTA itself is an exemplaryagreementfor liberalizationin APEC.Commitmentsare
binding in law andthecoverageoftheagreementis comprehensive.

DealingAustralia into the bilateral trade liberalization game

With theUS negotiatingdealswith Singapore.ThailandandtheAmericas,Australia’s
competitivepositionrelieson beinginvolved in thisbilateralactivity. Competitionfor
high quality accessto theUS economywill intensify in thecomingyears.If Australia
losestheopportunityto takeup AUSFTA, its relativepositionwill worsen.Eachcountry
thatsuccessfullynegotiatesahigh quality bilateralagreementwith theUS hassuperior
accessto theworld’s largesteconomy,andhasafootholdin theregionalandpluri-lateral
economicspheres.

An incompleteprocess

Economicefficiencyrelieson theremovalofunnecessaryimpedimentsthat distortthe
flows in themoveablefactorsof production:labourandcapital.AUSFTAsuccessfully
helpsliberalisefurther flows ofcapital.Movementoflabourappearsincreasingly
importantasasourceof receiptsto thesaleof services,technologytransferand increases



AUSFTA - JSCTAUSTA Submission page5 of6 pages

in total factorproductivity.Alan Wintersetal.15 find thatthereis reasonto expectgreater
gainsfrom tradeliberalizationin theservicessectorsthanin thegoodssector.By
restrictingtheflow ofprofessionalsandbusinesspeopleunnecessarily,we limit the
benefitsavailablethroughflowsofskills.

Forvariousreasons— includingtheglobalfocuson securityin responseto terrorism—

looseningruleson movementofprofessionalsandbusinesspeoplebetweenAustraliaand
theUSthroughAUSFTAwasimpractical.This doesnot lessenits importance.It has
beenon thebilateralagendafor sometime,andtheAUSFTAprovidesaplatformfor
concretecommitmentsto promotetheissuefurther.

Governmentmustmakeaconcertedeffortto removebarriersto themovementof
businesspeople.Liberalizationofany kind relieson governmentsmakingconcrete
commitments.Wintersetal. pointout thatthemovementofpersonnelis moredifficult
for governmentsto tacklepolitically becauseit involvesamuchbroaderrangeofborder-
relatedissuesthanthosecoverbdb’ thetradeportfolio. Commitmentsmustbemadeat a
high political levelandmustcarryahigh profile.

AUSFTA’s momentumshouldbeharnessedto formulatelegal commitmentsto reduce
barriersto movementsofpersonnel.If this doesnot occur,thefull potentialbenefits
flowing from theAUSFTAwill notberealized.Australiawill not beableto exportas
manyservicesasit otherwisemight. Australianworkerswill bedeniedexposureto the
fastestgrowingsectorsin theUS economy.

Relationswith Asia

TherewasaconcernWhile AUSFTA wasbeingnegotiatedthattheAgreementmight
harmAustralia’srelationswith Asia.This hasprovenunfounded.In themeantime
Australiahasconcludedtradeagreementswith SingaporeandThailand,aswell asmajor
resourcedealswith China.It hasalsoinitiated negotiationsinto an economicagreement
with China.SincethereleaseoftheAgreement,Japanhasexpressedconstructiveinterest
in AUSFTA’s investmentprovisions,whichwill mostlikely be extendedto Japanbefore
long.

Thereis bipartisanrecognitionin Australianpoliticsofthe importanceofmaintaining
strongeconomiclinks with Asia.Judgingby theiractions,ourAsianpartnersalso
recognizethatAustraliamustseekto enhancerelationswith all its economicpartners.

Impact on Australia’s multilateral tradeinterest

It hasbeencontendedthatpursuitofAUSFTAhasbeenattheexpenseof Australia’s
interestsin thenegotiationsin theDohaRoundoftheWTO. Thosenegotiationsare
effectively stalledbecauseof lackof internationalconsensusabouthowtheyshould

‘~ L. Alan Winters,TerrieL. Walmsley,ZhenKun Wang, andRomanGrynberg(2002)“Negotiatingthe
LiberalizationoftheTemporaryMovementofNaturalPersons”,DiscussionPaperin Economics,
Universityof Sussex,availableat www.sussex.ac.uklUnits/economics/dn/Wintersetal87.pdf
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proceed.Theywill not regainmomentumuntil administrationsin Washingtonand
Brusselsdecidethat theyarepreparedfor majordomesticreformin agriculturalpolicy
anddevelopingcountriesacceptthattheyshouldreducetradebarriers.Negotiationofa
bilateral freetradeagreementby Australiais immaterialto thosecircumstances.

Publicsupport

AUSTA commissionedNewspollto gaugepublic opiniontowardsAUSFTAtwiceover
the lastsix months. In NovembertheNewspollaskedits standardpolling grouphow
importantlytheyratedtheAgreementfor Australia’seconomicfuture. Seventypercent
of respondentsratedit importantorvery important. A nearlyidenticalquestionwas
posedin FebruaryaftertheAgreementwasconcludedandanearlyidenticalresultwas
obtained.

Conclusion

AUSFTA providesaframeworkforglobal economicintegrationin thetwenty-first
century.Its benefitsarediverseand dynamic.Someofits benefits,suchasthose
surroundinginvestment,arenotavailableelsewhere.It securesAustralia’spositionnear
thetechnologyfrontier, strengtheningtheAustralianeconomyandto enableit to prosper
in theglobal economyoverthenext50 years.


