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Foreword

The Trade Sub-Committee convened a half-day hearing to review the progress of
Australia’s free trade agreements (FT As) with Singapore, Thailand and the United
States. Such a review is timely because, although these agreements have been in
force for a short time — the Singapore agreement since July 2003 and the other two
since January 2005 — Australia has embarked on negotiations on several other free
trade agreements. The committee hoped the inquiry would identify issues arising
from the current agreements that could assist with negotiating and implementing
future FTAs.

In an attempt to identify issues common to the three FTAs, the morning’s sessions
were broken into themes: negotiations and consultations; the impact on trade and
on business and industry; and lessons learned. Discussion was wide-ranging and a
number of themes emerged, which are outlined in the report.

The main message to emerge from the hearing is that it is too early to assess the
impact of the agreements with Singapore, Thailand and the United States. The
effects of some changes under each FTA could take five to ten years to become
apparent. During the hearing it also became clear that assessing the impact of
FTAs is not straightforward. Australia’s trade performance, especially when
measured by increases in imports and decreases in exports, can be explained by
factors unrelated to the FT As. These include exchange rate variations and one-off
or temporary events, such as a cancelled wheat shipment.

Despite the difficulty of assessing the FTAs the roundtable participants, consisting
of government, business and industry, unions and trade experts, were largely
satisfied with the conduct of negotiations and the performance of the FTAs to
date. They also identified early benefits of the agreements, in particular increased
interest from Australian exporters in doing business with Singapore, Thailand the
United States. Although the timeframe might be longer than some had expected,
participants were generally confident that the agreements will result in tangible
benefits for Australian business, industry and consumers.
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One of the reasons for this confidence was that the FTAs were viewed as living
rather than fixed agreements, by virtue of provisions that enable aspects of each
agreement to be reviewed and improved upon over time. This point was made
several times during the hearing and the need to ensure such provisions exist in
future FTAs was felt to be one of the most important lessons of the agreements
with Singapore, Thailand and the United States.

The committee would like to thank the Department of Foreign Affairs and Trade
and the participants who contributed their time and expertise at the roundtable.
The roundtable format led to a constructive dialogue which the committee hopes
to replicate in future reviews of Australia’s FTAs. The committee would also like
to thank the secretariat of the Trade Sub-Committee for their assistance with the
hearing and preparation of this report.

The Hon Bruce Baird MP
Chair

Trade Sub-Committee
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Terms of reference

Pursuant to paragraph 1 (b) of its resolution of appointment, the Joint Standing
Committee on Foreign Affairs, Defence and Trade is empowered to consider and
report on the annual reports of government agencies, in accordance with a
schedule presented by the Speaker of the House of Representatives.

On 15 June 2005 the Trade Sub-Committee resolved to examine the 2003-2004
annual report of the Department of Foreign Affairs and Trade, focusing
specifically on Australia’s free trade agreements.
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DFAT
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Department of Foreign Affairs and Trade

Free trade agreement

Joint Standing Committee on Treaties

Rules of origin
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List of recommendations

2 Themes and Issues

Recommendation 1

That, where possible, trade figures identify the items that fall within the scope of
an FTA.
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Background to the inquiry

1.1 On 15 June 2005 the Joint Standing Committee on Foreign Affairs, Defence
and Trade (JSCFADT) resolved that the Trade Sub-Committee (the
committee) would examine the operation of the free trade agreements
with Singapore, Thailand and the United States, with particular reference
to:

m business experience of the free trade agreements, in particular
participation in negotiations and support from Australian agencies in-
country;

m government and business perspectives on what works well and what
could be improved in the operation of the agreements; and

m issues to consider for future free trade agreements.

1.2 Apart from the considerable value for the committee of obtaining current
information on each of the free trade agreements, the inquiry was
intended to assist the committee in its ongoing consideration of different
aspects of Australia’s current and future free trade agreements.!

Conduct of the inquiry

1.3 The inquiry was conducted in the form of a half-day roundtable, held on
19 August 2005. Participants were invited, and included representatives
from government, business and industry, trade unions and universities.
Proceedings were open to the public.

! The text of the agreements, and information on agreements under consideration, can be found on

DFAT’s Free Trade Agreeemnts website: www.fta.gov.au.


http://www.fta.gov.au/

1.4 The committee believed the roundtable format would allow it to hear a
range of views and would facilitate discussion amongst participants. The
committee was pleased with the outcome and intends to hold annual
roundtables on the free trade agreements.

1.5 The roundtable was held between 9am and 12pm and was structured as
follows:

m Session 1: Negotiations and Consultations - what went well, what
didn’t?

m Session 2: FTAs in Operation - the impact on trade and on business and
industry

m Session 3: Lessons for the future.

1.6 The roundtable was constructed around thematic topics, rather than
around individual agreements, because the committee was interested in
drawing out issues common to the three FTAs. A number of issues
emerged and they are discussed in the next chapter.

1.7 The transcript of proceedings is available on the committee’s website.2

2 www.aph.gov.au/house/committee/jfadt.



http://www.aph.gov.au/house/committee/jfadt
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Themes and issues

‘Too soon to tell’

21 The overall theme of the roundtable was that it is too early to assess the
performance of Australia’s free trade agreements. This applied even to the
Singapore-Australia Free Trade Agreement, or SAFTA, despite it being in
operation since 2003.

22 All participants agreed that the positive and negative effects of the free
trade agreements will take many years to fully materialise. DFAT said ‘we
would want to look at it over a five- or 10-year period, not over one or two
years.’!

False expectations

2.3 Another issue associated with reviewing the FT As emerged in the opening
session, ‘Negotiations and consultations: what worked, what didn’t?’.
Participants commented that unrealistic expectations are created during
the negotiation phase, which can mean actual outcomes look poor in
comparison.

24 Economic modelling, which suggested that Australian exporters and
consumers would see large and almost immediate benefits, was used for
the three FTAs to “sell” the idea of the agreements to business and the
public, according to some participants.

25 For example, the Minerals Council of Australia argued that:

When people see a big number like $24 billion — or an even larger
number in the case of the United States [FTA]—it is treated

1  DFAT, Transcript, p 20.
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2.7

2.8

29

sceptically by the public and by opposition groups. The
assumptions are generally complete free trade. ... It also creates a
mistaken impression for groups within Australia who are
interested in lowering barriers in the target country... who all of a
sudden see this big headline number and an assertion that the
benefits from this agreement in this sector are going to be this
figure... The assumption is that complete free trade will be
achieved by a certain date. It just never happens like that.?

On the other hand, others made the point that economic modelling is
essential during the negotiating process, and that high expectations could
aid the negotiations. Austrade suggested that heightened expectations in
the home country can help to put pressure on the negotiating partner to
deliver certain outcomes.

As negotiators of agreements you can have something that some
people say is more realistic, but you are actually negotiating
something with another country and you want them to be under
pressure to address a whole range of issues. There is a balance to
be had in there about domestic expectations but also about the
expectations in your negotiating partner’s country.®

The committee accepts the points made on both sides. It agrees broadly
with the following view articulated by DFAT:

What the headline figure of a $24billion increase in GDP in 2015
gave to people was a very rough outline of the sorts of benefits
that might flow from an agreement... I think it was an entirely
appropriate, proper and responsible thing for the government to
do, even though personally I have big problems with the actual
modelling itself. But that is another question—that is for the
econometricians to answer. 4

On the consultations themselves, participants were satisfied with their
level of engagement in the process. This did not mean they were entirely
satisfied with the agreement itself —the general view was ‘it would have
been good if we had done better in some areas” —but participants accepted
that “there is always politics involved and the reality of economics’.5

There was some concern that consultations with state and local
government were inadequate. The issue was raised in the context of the

g1 B~ w N

Minerals Council of Australia, Transcript, pp 4-5.
Austrade, Transcript, p. 46.

DFAT, Transcript, p 44.

Business Council of Australia, Transcript, p 46.



THEMES AND ISSUES

2.10
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Joint Standing Committee on Treaties (JSCOT) report on AUSFTA, which
reported:

a common complaint from State and Territory Governments that
consultation did not occur during the final weeks of
negotiations... and that discussion between the local and State
level governments was prevented by requests from DFAT that all
information provided by the Commonwealth Government be kept
confidential.®

DFAT responded that these levels of government were involved in
consultations through JSCOT and other mechanisms and DFAT was ‘not
aware of any particular criticisms that the states made about their lack of
consultation.””

Without hearing from state and local governments directly, the committee
is not in a position to assess whether consultation at these levels was
adequate. It wishes to emphasise, though, that the close relationships
between business and industry and state and local governments, means it
is important to ensure that these levels of government are involved in
consultations where appropriate.

Difficulties of assessing the impact of FTAs

212

213

During the second session, “The impact of FTAs on trade and business and
industry’, the committee heard that assessing the effects of free trade
agreements is made difficult by trade figures which do not indicate which
items fall within or outside FTAs. For example, Australia’s trade balance
with Singapore was negatively affected between 2003 and 2004 by a drop
in Australia’s petroleum exports, an item not affected by SAFTA.8

The corollary is that trade figures might be positively affected by non-FTA
items. This might be an indirect result of an FTA —what Austrade referred
to as the ‘head-turning effect’ —where an FTA might alert exporters to a
market even if the FTA offers no direct benefits in terms of lower tariffs.
As Austrade explained:

there are some issues about how you identify and associate
something with the FTA. There are some broader benefits. The
benefits that people often focus on are tariff reductions, which are
pretty clear. For ones involving head-turning effects, it is

6  JSCOT, Report 61: The Australia-United States Free Trade Agreement, p 40.
7 DFAT, Transcript, p 10.
8  Austrade, Transcript, p 21.
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sometimes more difficult to be able to say, ‘This is because of the
FTA.®

Despite these difficulties, the committee felt that ongoing assessment of
the impact of FTAs would be helped if trade figures for countries with
which Australia has an FTA could provide some indication of the exports
and imports that fall within the agreement and those that do not.

IRecommendation 1

That, where possible, trade figures identify the items that fall within the
scope of an FTA.

Winners and losers

215

2.16

217

As well as using trade figures, the impact of FTAs can be assessed in terms
of winners and losers from business and industry. The committee heard
that interest of Australian exporters in the FTA markets was growing,
which points to potential “‘winners” across a range of industries.

The committee did not hear much, however, about who are the potential
‘losers” as a result of the FTAs. Anecdotal evidence was given by the
Business Council of Australia about problems encountered as a result of
changes to government procurement. New tendering standards have seen
some Australian businesses fail in their bids for government contracts,
because they did not comply with the new standards.

... our members are aware of government procurement and how
they might take advantage of it in the US but, on the other side, are
not aware of what changes they might have to make to their own
procedures to make sure that they comply in the future.'

The ACTU also raised the issue of losers, but its concern extended to losers
in potential FTA partner countries, especially in China and ASEAN
countries, as a result of poor labour rights. The ACTU argued that a labour
clause should be included in future FTAs to ensure that these agreements
do not result in the exploitation of already vulnerable sections of the
population in those countries.

Particularly in ASEAN we will all be aware of Burma—
Myanmar —as a member of ASEAN. Issues of freedom of
association, the right to organise and the right to strike and, in the

9  Austrade, Transcript, p 20.

10 Business Council of Australia, Transcript, p 26.
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case of Burma specifically, the issue of forced labour are going to
be important issues for us to come to terms with around issues of

rules of origin.

218  The committee acknowledges DFAT’s point that it is not the job of any
single agency, including DFAT, to actively seek out those who might be
suffering as a result of the FTA.

From DFAT’s point of view, we are not in the business of going
out and asking people whether they are suffering. People
sometimes write to us and tell us that they feel there is some
competitive disadvantage.!?

219  The committee therefore urges those affected to make their concerns
known to the relevant government agencies.

Living agreements

2.20 In the final session of the roundtable, ‘Lessons learned’, the notion of FTAs
as ‘living agreements” was introduced. Mr Andrew Stoler, from the
Institute for International Business, Economics and Law, explained the
concept:

[T]hese are not static agreements, it is not what you see is what
you get and that is it. In all cases these agreements have a living
agreement element to them where they can be improved over
time... they are going to be very important aspects of the
agreements.®

221  Mr Stoler gave the following examples:

[T]here is a provision in the agreement with Singapore having to
do with recognition of certain Australian law schools as places
where Singaporeans can get law degrees. That is not a perfectly
operating provision but it is one which we can go back to and talk
to the Singaporeans about and expand over time. It is the same
with the quarantine provisions in the US agreement.*

222 The notion of living agreements also applies to Australia’s approach to
negotiating FT As. All participants commented that they are learning

11 ACTU, Transcript, p 42.

12 DFAT, Transcript, p 19.

13 Mr Andrew Stoler, Transcript, p 4.
14 Mr Andrew Stoler, Transcript, p 42.



through each FTA what they can do better. Certainly this was the view of
business and industry. The Business Council of Australia said:

I think it is true to say that we are both learning — DFAT are still
learning and business is definitely still learning —when it comes to
free trade agreements... business needs to learn how to step up to
the block and provide better information to DFAT in order to get
better outcomes overall.

The National Farmers” Federation agreed:

I also think we have learnt a lot and that, going forward, we will
get better at working with government in identifying both our
offensive and defensive interests so that we can be much clearer in
articulating arguments for why we want what we want and why it
is important that we get what we want.*

15 Business Council of Australia, Transcript, p 6.
16 National Farmers” Federation, Transcript, p 41.
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Outcomes

223  The roundtable was stimulating and worthwhile. Given the ‘living’
nature of these and any future FTAs Australia will sign, the committee
believes it should hold another roundtable review in 2006.

224  The main outcomes of the hearing were:

It is too soon to make objective judgements about the lasting impact of
the three FTAs.

This is partly because they are ‘living agreements” and will evolve,
possibly improving, over time.

Future agreements should be improvements on the current FTAs partly
as a result of business, industry, unions and other stakeholders
becoming better at feeding information to DFAT before and during
negotiations.

Assessing the performance of the FTAs would be assisted if trade
figures indicated which items fall under the scope of a FTA.

Despite not making as many gains as they wished, Australian business,
industry and unions were largely satisfied with the extent of
consultation, their involvement in the negotiations and the outcomes
overall.

Senator Alan Ferguson

Chair

7 November 2005
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