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INTRODUCTION



While this minority report does not dissent from all the findings and recommendations of my committee colleagues I nevertheless do not believe the majority report addresses many major concerns that are impacting on regional and rural industry and society .



It tends to devalue the worth of those farmers or manufacturers who are not "export orientated" and assumes national export "income" is the only measure of the success of the trade liberalisation agenda. In emphasising the benefits of export-oriented production it minimises the socio-economic costs from market downturns (viz Asian collapse) or market distortions (dumping and other unfair trade practices).



In its conclusions (paragraph 8.2) the majority report says trade liberalisation is a process constructed inherently on give and take.



Most producers I have come in contact with see us giving far more than we have taken.



By any judgement our markets are far more open than our competitors. 



In the conclusion to the majority report (8.6) it is stated the Committee undertook the inquiry with two issues in mind, namely:



•	which primary industry businesses are capturing the benefits of trade reform and how;  and



•	what approaches need to be implemented to ensure other agri-businesses also seize     the potential benefits of trade reform? 



Those were fair issues to have in mind based on the terms of reference, but I believe those terms were disingenuous given the down-side of trade liberalisation for many efficient Australian farmers, small businesses and reliant communities.





I certainly entered this inquiry with one additional issue in mind, namely:



•	What steps need to be taken to protect Australian industries from unfair trade practices?



The report correctly recognises that:



•	globalisation and liberalisation of trade are occurring outside our control and we must seize the opportunity to maximise the benefits and minimise the costs.



•	despite liberalisation an overwhelming number of trade barriers continue to impede market access



•	the goal of achieving absolute 'free trade' is unrealistic and ignores the legitimate impediments to free trade such as environment, national sovereignty and food security.



•	the concept of a level playing field is unrealistic and neglects unique factors such as culture, politics, geographic, levels of technological development etc.



Having recognised these factors the report proceeds to argue one-sidedly that they can be reduced to a simple economic "truth", ie free trade is a good thing, protectionism is necessarily bad.



However it is economically "rational" to protect an industry from an unfair trade practice of another nation (such as dumping).  This minority report will detail two case studies to illustrate that point.



I have no special or superior insight into the mechanics of the world economy. But neither do very many efficient primary producers who also question their long-term gains from a trade liberalisation program that is inherently unfair. They are simply told "trust us" by faceless bureaucrats or distant politicians.  



I do know Australia is largely setting the pace in trade liberalisation, adhering to the rules but still outmanoeuvred on many fronts by economies of scale on the one hand and protectionist economies on the other.



Trade liberalisation is an extension of the economic rationalist theory. But this theory is designed to aid big business at the expense of small business. The same impact from "free trade" is being seen in the farm sector as it is in other sectors. Smaller farmers, like smaller business are victims of "competitive" forces with big business benefiting from economies of scale at the expense of small business and relatively small farmers.





�It is salient to mark the words of Dr Jonathan Sher and Katrina Rowe Sher in their research paper on rural development � :



           "...the day is fast approaching when Australia will confront the bitterly ironic dual reality of record profits/export earnings from the primary sector and record numbers of traditional primary producers (and of the businesses dependent upon them) battling just to survive".



TWO INDUSTRIES BATTLING TO SURVIVE



AUSTRALIAN LOADER MANUFACTURERS



This organisation, which makes front-end loaders and other attachments for new and second-hand tractors, made a submission to have tariff protection restored to the 5% level.



The companies supporting this submission include Burder Engineering Wangaratta (Vic.), Challenge Implements Orange, Nell Equipment Goulburn, Quick Fit Loaders Bomaderry, (NSW) and McCormack Industries, Oakey (Qld.),.



They say :



            "Without an increase in protection from multinational overseas companies the Australian industry will cease to exist and farming communities throughout Australia will lose a much needed service to their production of vital agricultural export commodities". �



These highly efficient domestic manufacturers are faced with competition from among others, US manufacturers who are grouped with major tractor makers who in turn are linked directly to the auto industry. Their competitors enjoy an economy of scale including access to cheaper, stronger quality steel from local mini-mills, and concentrate only on the new tractor buyer.



At the moment these Australian manufacturers research and develop innovative Australia-specific implements based on input from primary producers operating in our unique local conditions. 



This research and innovation is at risk. Farmers with older tractors (ie. 'family farmers') won't be able to access loading equipment without purchasing a new tractor.  Trade liberalisation of this kind eliminates local innovative industry and disadvantages the consumer in the long run.



�Despite these overwhelming odds, the Australian Loader Manufacturers seek only the restoration of the very modest support they had until recently.  As they say: 



               " We are not asking for the full auto protection but simply a return to the 5% level".



Such support would enable them to maintain their market share for new tractor attachments, while retaining their small competitive edge in the essential used tractor market. New and big is not necessarily beneficial to the producer . 



The reality is that with tariff elimination, 2600 units will be produced by 5 local manufacturers and 13 new multinational suppliers. As the Combined Australian Loader Manufacturers point out:

              

              "The small Australian market cannot support this number of loader manufacturing   and it is only a matter of time before a substantial number of companies are forced to close their doors.  Unfortunately there will be no Australian companies left to fight off multinational companies as they do not have the time, the money, the resources, to fight a prolonged marketing battle" . �



Despite this, the DPIE Submission to this inquiry states that " it will also be important that development of Australian industries ensures that individual industries can compete against imports". �



This bland generalisation ignores the social and economic benefits of an efficient rural-based manufacturer who supplies an essential mix of equipment for new and non-current tractors specific to the needs of the local market. 



PORK INDUSTRY 



The problems facing the Pork Industry in Australia are a classic example of the impact of trade liberalisation on an efficient industry that has undergone major restructuring in recent years.



I fully agree with the submission from the Pork Council of Australia � :



             "..the industry needs time to adjust to the new world trade environment".



             and 



            " The costs of trade liberalisation for the Australian pork industry would outweigh any benefits that may have been delivered to date.......pig meat imports, combined with increases in feedgrain prices saw over 1000 producers (ie 25%) leave the industry in 1995".



There are definite distortions in the "free market" in that the pork industry does not have access to grain at parity prices.      

     

As well there is a very uneven playing field in terms of quarantine inspection services. Our competitors treat such charges as a Government-funded Community Service obligation while we treat them as a recoverable cost.



It is current WTO policy that inspection charges are included among Government services. It strikes me as economically irrational to impose a cost recovery regime on our own industries which are already burdened by federal, state, local government and other charges and imposts such as wage levels that impact heavily on their competitiveness.



We should either ask the World Trade Organisation to rule on the legitimacy of such "support" or we should immediately re-introduce such government-funded services.



The Pork Council sums up the frustration of the industry when it says: �



            "Reciprocal market access conditions should be negotiated with countries seeking access to Australia.  For example Denmark is seeking unimpeded access to the Australian market, but Australian firms wishing to export to Denmark would face quotas and tariffs of up to $3,000 per tonne".



The pork industry is justifiably alarmed at news that AQIS has started the risk analysis for importation of pig meat from the USA and European Union. The Pork Council has quite reasonably asked for a temporary quota on pork imports to allow industry time to adjust.



AN EXAMPLE:



Two years ago the Bramley piggery at Gloucester was selling bacon pigs at $2.20/$2.30 kg. Now it's selling at $1.70, way below the $2.00 kg. cost of production.   It is losing $2000 a week.  As imports have risen from 2000 to 11,000 tonnes per annum since 1994, prices have fallen from $ 2.60 kg in January 1997 to $1.70 kg in March 1998. 



And while the Government is apparently telling pig producers they've had 25 years 'to get their act together', the number of piggeries in Australia has fallen from 40,000 in the 1970s to 3,200 today.



While ever Canadian producers receive subsidies between 11% and 16%, while ever other countries maintain tariff barriers, Australia should maintain a quota on such imports, and immediately seek the local industry's protection under the WTO Safeguard provisions.



I reject paragraph 3.14 of the majority report that "by focussing on the domestic market at the expense of export opportunities over a long period of time, the pigmeat industry has lagged behind in restructuring to improve its international competitiveness".



The downsizing of the industry detailed above suggests the industry has in fact vastly restructured.  That it hasn't developed export markets is more a result of the formidable barriers that have existed, and continue to exist, through quota, tariff and non-tariff barriers in potential export markets .



As in other industries "economies of scale " tend to dominate with foreign corporate piggeries responsible for subsidised imports while the local family piggery, with generations of expertise and investment is at grave risk.  Piggeries of 100 sows are regarded as "uneconomic".

 

In Young Shire piggeries generate $18 million in revenue, employ 100 people, consume 40,000 tonnes of feed including 30,000 tonnes of local grain.



According to Mr Peter Austin �:



         "It would be a tragedy for the rural economy if this sort of decentralised activity were to disappear, its place taken by the massive integrated production complexes either already in place or in the pipeline for foreign-owned corporations".



The Apple and Pear Growers Association, in its submission to the inquiry points out that :



          "When AQIS took the decision in 1991 to allow imports of Canadian pork, the analysis related to the economic and social impact of the decision was at best perfunctory ".�



A report commissioned by the Queensland Government and released on June 1st, and not considered by this inquiry concluded:

 

             "..import volumes seem to play a major role in determining variability in the saleyard price for baconers and retail prices for pork - contributing 30% and 40% respectively.  This result supports industry claims of an effect of imports in depressing prices".�



Australian pig producers are internationally competitive but there are inefficiencies post farm gate because abattoirs, boning rooms, and meat processing plants in Australia are well behind international benchmarks. This problem is not fixed by eliminating pig producers. 

QUARANTINE ISSUES



In its conclusion, the majority report reiterates its support for the establishment of a Biosecurity Council reporting to a Minister for Biosecurity.



While such a move is superficially attractive, no additional Ministry or bureaucracy is going to be of any use unless Australia is able to convince the WTO that our quarantine standards are not non-tariff barriers, but are crucial to our well deserved and long-protected marketing 

advantage based on "fresh, clean and green", a status that should long be envied into the future as it has in the past by our trading competitors.



The Committee was told by a representative of the Supermarket to Asia Council that Australia's 'clean-green' image was not important in Asia but the results of a 1995 survey done for the government showed that the cleanliness of the Australian environment is a point of difference between Australian and competitor food products in Asia which should be built on by Australian firms.�



There appears to be a culture that "we can't unilaterally support our quarantine standards in the face of challenges from competitors through the WTO". I don't believe our Departments, Minister or in fact AQIS are positive or aggressive enough in supporting our quarantine standards.



We appear to be sacrificing our quarantine standards on the altar of free trade by acceding to "manageable" rather than "nil" risk. I have no argument with insisting on "scientifically based" justification for our quarantine standards, but I note the recent debate over New Zealand exports of apples to this country and the apparent preparedness of AQIS to accept a New Zealand scientific analysis of "fireblight" affected plants taken from Melbourne and Adelaide Botanic Gardens until some Members of this Committee pointed out that a more independent assessment was surely needed.



I am concerned the concerted and dogged attempts by trading competitors including New Zealand (on apples) and Canada (on salmon) will inevitably wear down our resolve to stand up for our quarantine standards. The interim WTO ruling on Canada's protest over our salmon import restrictions supports my concerns. 



I reject statements such as that in paragraphs 5.51 and 5.52 of the majority report that :



            "It is no longer appropriate for Australia to operate under a quarantine policy of nil risk" simply because "Australia is currently exporting five times more product than it imports and therefore net gains from multilateral adherence to the SPS Agreement can be expected to result in Australia's favour".    



This suggests a blind focus on 'net gains' instead of the huge potential cost through relaxed quarantine standards.



We must not be intimidated by statements such as that from the US Ambassador Ms Genta Hawkins Holmes : 



	"the US, Canada, New Zealand, Thailand and the EU believed Australia used quarantine issues as protectionist trade barriers and warned the tactic could harm Australia's push for bigger export markets".  �



We should not be defensive about the fact Australia is unique in being an island continent. We should defend that unique status . As the DPIE acknowledges: �



	"We are already seeing the introduction of non-tariff measures under the guise of food safety concerns as a means of diluting tariff liberalisation under the round".



This statement rightly applies to our competitors, not to us. Australia has more than met its undertakings under world trade liberalisation, and we must jealously guard our quarantine standards.



LABOUR COSTS



The majority report notes that "labour costs (in Australia) constitute a significant proportion of total production costs ...and ...these costs have a significant impact on competitiveness".

To what level must we drive down wage levels to become "competitive" ?



The Committee was told that exports from sectors of the flower industry have declined in recent years due to competition from other countries, principally South Africa, where costs are cheaper . But are we expected to lower wages to compete with South African or South American, or Asian wage rates?



Brazil enjoys a huge labour cost advantage in orange production.  Pickers there receive between $434 and $725 per month and only 10% of farmers need to irrigate. It's not only impossible to compete against such wage rates, but it is impossible to sustain any sort of case of dumping against Brazil when the truth of the matter is that Brazil is simply a very low-cost producer.



ECONOMIES OF SCALE 



Latest wisdom has it that the "level playing field" will never be level.



While Australia can compete in those areas of comparative advantage and natural market share (wheat, beef and when we reform our marketing, wool) other products remain at severe disadvantage.



The United States cranks up its Export Enhancement Program at will to protect its interests (the recent subsidised barley into Algeria, Cyprus and Norway) while the EU provides subsidies when it suits their purposes.



In the wake of the Asian crisis America introduced export credit program guarantees at a far greater level and for a far greater period than Australia would ever be able to afford, thus not only retaining but no doubt enhancing its market share.



The NSW Farmers Association says the decision by the US to reimplement the EEP "make a nonsense of his ( Agriculture secretary Dan Glickman) commitment to make agriculture a high priority in the next round of trade negotiations".  �



With a selfish contempt for the free trade agenda the US re-activated EEP for the domestic poultry industry to help local producers make up sales they had lost to the EU.



Meantime, Australia is too small to employ any similar tactics, and too large to enjoy the protection provided its trading competitors to the north. 

MARKET ACCESS AND TRADE IMPEDIMENTS WITHIN AUSTRALIA



There can be no argument that the current Government through the Minister for Trade has done an excellent job in negotiating increased market access for a diverse range of Australian products.



However, market access is driven by two (2) concepts:



(a)	The Government's role: access through bi-lateral and multi-lateral agreement



(b)	The Commercial role: availability / price / quantity / quality / delivery / marketing.



There is no point proceeding at a bureaucratic level to allow market access without encouraging the production base to take up that opportunity.



Issues of price, quality, quantity and the entire supply chain stretching from farm to market are every bit as important as market access.



Only in recent times and in large measure through the Inland Marketing Corporation debate emanating from NSW, have the Government and their bureaucracies recognised the need to inquire and/or re-design all aspects relating to the supply chain.



However, the necessary understanding of the methodology needed to bring about the change in supply chain culture (both domestic and export) is at best retarded.  The majority report suggests a model that is 'top down' bureaucratically driven.  It continues to give the leadership of the process of change back to the group who have historically been running the change agenda and who, in large measure, on the evidence provided to this Committee, must bear responsibility for much of the existing impediments to our international trade performance.



What is required are new models owned and driven by industry and networks using 'bottom up' strategies and facilitated by Government.



Strategies such as the Supermarket to Asia and newly flagged Sea and Air Freight Export Councils don't really tackle the need for producers, especially smaller ones, to take advantage of export opportunities.



While the committee's support for groups based on Export Clubs is commendable there needs to be far more "ownership" of the downstream value adding to exports and control of as much as possible of the returns from paddock to plate.



I fully endorse the words of Max Bourke, Macquarie Food and Fibre in his letter to the committee : �



	"The core issue is not a Supermarket to Asia, but how we directly or indirectly,       develop the scale of operation required to match it with the California, South Africa, Brazil or Israeli fruit and vegetable industries.  Australia can match the production standards, quality and range of produce to be an important player in feeding a sophisticated Asian market.  What individual growers cannot do (without the emergence of smart marketing middlemen with completely different skills to farmers) is seriously compete with the continuous supply of volume production that the above listed countries produce". 



ASIAN CRISIS IMPACT 



This committee's hearings and inspections were begun before the Asian crisis and to a great extent the evidence collected pre-dates this crisis. Recommendation 18 calls on the Department of Foreign Affairs and Trade to review the likelihood of key Asian trading partners adopting a more protectionist stance.



I have no problem with that recommendation, but in simply asking the department to "respond quickly" to minimise any adverse impacts on Australian exports, the report underlines how powerless we really are to unilaterally effect change if these countries adopt a more protectionist agenda.  



I reject any suggestion the Asian crisis will be a passing phase and recovery is in sight. I fear a far more protectionist sentiment emerging in Asia and a possible trend to form an exclusive trading bloc, particularly given the loss of face and resentment within Asia to its treatment by foreign investors in recent years.



Leading economics writer Max Walsh � says:



	" All the evidence now coming out of Asia serves to reinforce my belief there are massive structural problems which need to be addressed before Asia returns to the time of roaring tigers".



Quite apart from the less-endowed nations, Japan is in serious crisis, while Hong Kong is facing negative growth for the first time in 13 years.  The slump seems far deeper than many forecast, and while Japan and perhaps Korea and even China may not "shut up shop" to imports there are obvious signs the under-developed economies of Asia could either renege on the protection reduction regime of the Bogor Agreement, or fail to anywhere near meet those objectives because of their economic plight. 



The March current account deficit blow-out only heightens my concerns.



�CONCLUSION 



We have to look outside the political/bureaucratic circle for solutions to guarantee cultural change.  "Bottom up" processes that have ownership of the communities of interest are the only way to drive the commercial imperatives required in the "culture of change" from an inward domestic focus to a global vision.



This process is not difficult.



I believe the community is ahead of the political process in its desire for change - but change that benefits the producer and his support community.  The "change" must be based on a "fair-go" principle, and while the so-called level playing field is not attainable in most of our overseas markets, it is possible here if we adopt a tougher stance on dumping or subsidised imports.



The United States and EU protect their standards of living by protecting access to certain markets.  We should do the same in domestically efficient rural industry as we have been prepared to do in textiles, clothing and car industries.



It is absurd that a small country like Australia should be taking the lead on much of the trade agenda. If Denmark applies a 30% tariff, then we should argue our right to impose a similar tariff until they agree to settle the issue through bilateral talks.



The change in "culture" in marketing and trade should not exclusively be an "export" culture but a total culture involving both export and domestic production. Otherwise the very industries that may develop a strong export culture may not be there because their domestic market has been eliminated by unfair competition from imported products.
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