Friends of the Earth Brisbane Submission to the Senate Enquiry on the GATS and AUSFTA

Overview

Write brief sum of all topics that will be addressed.

Firstly thank-you for extending the call for public submissions. The original call for submissions was made over the Australian Christmas and summer holiday period in late November  with the deadline being in  mid-January. Therefore we would like to thank-you the Senate Inquiry for extending the deadline. We feel that it is very important to allow public participation in negotiations of the US-Australia Free Trade Agreement as such an agreement will have direct consequences on the Australian public.

Friends of the Earth Brisbane believes that the GATS and AUSFTA agreements represent a fundamentally negative policy direction, and even if executed “successfully” within the stated aims will have deleterious effects on the Australian nation. We therefore recommend that these policy directions are not pursued; to whit, that we do not conclude an FTA with the US and we withdraw from GATS by whatever means expedient.

The reason that we make this recommendation rests on our understanding that these policies embody an economic theory, that of neo-liberalism. This belief is confirmed in statements by key officials in DFAT, for instance, who have stated explicitly that both the Government and, by and large, the public service, are committed to and operate comfortably under this theory.

Friends of the Earth Brisbane repudiates this theory and calls on the Political Parties and civil service to abandon it and the policy directions it underpins, including the GATS and the AUSFTA. Our basis for doing so rests on four things:

1. Criticisms of the claims made by the theory,

2. Analysis of the Politics of Trade Liberalisation

3. The low likelihood of a successful implementation of the theory, and the likelihood instead of disequitable liberalisation in the favourable interests of the most economically powerful entities,

4. A prediction of likely outcomes from a successful implementation of the theory as, in this case, Free Trade agreements,

5. Observation of actual political and economic events, specifically the shambolic outcomes of the disputes (under FTA’s, the WTO and the IMF/World Bank adjustment programs) between nations and corporations who perceive their interests to be compromised by otherwise legitimate expressions of the public good.

1. Criticisms of the Theory

In order to meaningfully critique a theory, one must not test its internal consistency so much as its relationship to one’s broader perception of reality. It is thus salient to present those views of global economic and political reality held by the Trade, Environment and Sustainability collective of Friends of the Earth Brisbane that bear on the current discussion. It is because we hold these opinions, in apparent contradiction to the main political parties and DFAT, that we disagree with the policy of Free Trade and Free Trade Agreements, such as GATS and the AUSFTA.

We hold 

1. That citizens have a prior right to control over productive capacity, which may only be suspended on condition of informed and explicit consent.

2. That, to be effective, regulatory systems need to be of a similar scale and extent to that which is being regulated.

3. That development, specifically industrial development, has never historically occurred in the absence of active governmental or social institutions, but has in fact happened in the absence of Foreign Direct Investment and even greatly aggregated capital.

4. That the current global environmental impact of economic activity (both resource consumption and pollution) is highly disequitable and wholly unsustainable.

5. That ecological, social and labour inputs, including passive and ambient inputs (eg uncontaminated land or air) into production are not equivalent to other inputs or “factors of production” and that a management system that fails to reflect this will fail to achieve our aspirations in their regard.

6. That considered globally, factor inefficiency is and has been irrelevant as a cause of global poverty for at least the last 50 years. Similarly, it is not a failure or shortfall of production that results in economic depressions. In general, it is the absence of a social mechanism able to ensure the equitable distribution of wealth that is responsible for both these things. In specific, in the context of a modern economy, economic depression and consequent personal hardship are the result of a lack of purchasing power, created in part by a debt-based money supply. In nations where such skills still exist, hardship results from the lack of agrarian reform and other colonialist economic structures (for instance, legal control of seed supply by non-local entities under TRIPS) that deny people access to the means of self-sufficiency.

This is evidenced, among so many other things, by massive hunger in the context of a global oversupply of food, and, in the first world, by worsening wealth gaps and a failure to realise social leisure in the context of massive material overproduction achieved by a scant quarter of the working population. 

It is further our opinion that this situation – the global overproduction of goods and the absence of mechanisms to distribute them – is largely the result of the pursuit of factor efficiency through the means of economic colonialism in part carried out under a doctrine of free trade, most notably in the period of 1860 to 1914, and from the 1970’s to the present.

7. That the doctrine of comparitive advantage, which argues that nations of disequal economic power will both benefit from mutual and equitable access to each other’s markets, by virtue of increased factor efficiency is irrelevant for the following reasons:

The theory assumes no cross-border capital mobility, which is now manifestly false, except where it is prevented by regulation,

The reality of current trade agreements is that disequal economic power precludes the negotiation of mutual and equitable market access,

As in point 6 above, increased factor efficiency is irrelevant to the provision of human wellbeing: the main problem is the absence of an inclusive mechanism of distribution.

8. That global markets are subject to intense competition characterised by an oversupply of goods and a shortage of purchasing power.

9. That a free trade policy, far from being a “regulation of international trade”, consists of 

the re-organisation of economic institutions to integrate local markets and economic opportunities into a global market, referred to as “harmonisation”, thus exposing previously stable local economies to global market forces, and

a series of strictures limiting the regulation of economic activity or political intervention in the markets so liberalised

10. That neo-liberal or neo-classical economics is based on a politically specific assumption, that of economic actors as “autonomous, rational, calculating and selfish”, and, in doing so, it “eliminates economic power from the [theoretical] system”. (Johnston et al Engineering and Society). In other words, that neo-liberalism is a mask for a certain view of people and how they ought to behave, and the reality that they do not do so, especially with regards to forming aggregates, such as the corporation, and therefore wielding economic power.

This in turn obscures the view that the policy of free trade is, in the words of the Columbia History of the World,  “most likely to benefit the nation with a long industrial and commercial lead over other nations”.

11. That the GDP is a spurious indicator of the wellbeing delivered by the economy to the people, owing to the widely criticised flaws of ignoring key eco-social costs and benefits and counting negative economic activity as positive. Furthermore, even slightly modified indicators, for instance the Australia Institute’s Genuine Progress Indicator, show a clear decline in economic wellbeing from the mid 1970’s until now, which apparently coincides with the abandonment of Keynsian policies by governments around the world, in favour of neo-liberal policies.

In support of these views, we would refer the committee to Ian Inkster’s Technology in History, Michael Rowbothom’s Grip of Death, Barry Jones’ Sleepers, Wake!, Aileen Kwa’s Power Politics in the WTO, Johnston’s et al Engineering and Society, The Columbia History of the World and the latest Friends of the Earth Brisbane’s newsletter articles on the liberalisation of food irradiation and the WTO protests in Sydney last November.

In the context of this understanding, we would make the following comments about the likely economic, regional, social, cultural, environmental and policy impacts of the AUSFTA and services liberalisation under the GATS.

2. Analysis of the Politics of Trade Liberalisation

The first effect of the process of FTA or services liberalisation is to expose Australia to a negotiation and governance process characterised by extreme disequity in negotiating and enforcement power, and the highly ideologically specific nature of arbitration. Other submissions will document this and refer to case studies and evidence (for example, the AFTINET submission), and by and large we concur with these. Being a mostly liberalised economy in any case, we have nothing to bargain with. Enforcement in the WTO is by suspension of reciprocal trade agreements, meaning that we have nothing to bite with either.

It is perhaps sufficient to refer to the words of the DFAT negotiator, who stated “the country who has most used the WTO Dispute Settlement Process has been Australia, and the country they have most used it against is the US”. Why, then, does it make any sense at all to enter into an FTA, or to continue on with the GATS? There is simply no evidence of reciprocity.

Alternatively, we might quote David Hartridge, former Director of the WTO Services Division: “without enormous pressure generated by the American financial services sector, particularly companies like American Express and Citicorp, there would be no services agreement and therefore perhaps no Uruaguay Round and no WTO”. Or the European Commission’s Website on Services, which says GATS is “not just something that exists between governments, but it is first and foremost an instrument for the benefit of business”.

This is reflected in the appointment of individuals to the Dispute Resolution Panels: they are experts in international trade, rather than labour, environment or human rights. A study of WTO and FTA (for example, NAFTA) jurisprudence reveals a schematic bias towards corporate welfare: discrimination is limited to products, not processes, justification for policy is by proof of science rather than on the basis of caution or values, the onus of proof lies on the non-corporate actor rather than on the proponent. Again, we refer the enquiry to the many other submissions that deal with these issues at length. 

We note that Tasmania currently enforces a ban on the field release of Genetically Modified Organisms, by way of a quarantine restriction. This would be impossible under WTO or NAFTA regulations, since it is based on a policy of caution, rather than being backed by uncontroversial science, and would be challenged as a disguised barrier to trade. Quarantine laws and the status of GMO’s are both topics of concern for the US Trade negotiators).

It is also clear in the manner in which the WTO conducts its business. The process of negotiating agreements is basically by a caucus of countries, invited by the Chair to the “Green Room” and other by-invitation meetings, such as the mini-Ministerials.  These groups are composed of those countries deemed most likely to form a pre-consensus, which is difficult to block when introduced to the full meeting.

Testimony from a delegate to the WTO, presented in Aileen Kwa’s Power Politics in the WTO, states “Power is best exercised in a situation of uncertainty and unpredictability. And that is why the rules are so vague”. Another states “as for the institution itself, we have the Director-General whose only interest is his personal agenda. He slavishly lends himself to the interests of the powerful countries, and is not interested in the developing world, which he treats with disdain and contempt. This is clear from the threats he has directed at various representatives of small countries”. An African delegate describes the process of consensus: “You could see that once they thought the had agreement on the final day in the Committee of the Whole, they arranged the order of the speakers to make is seem as though there was a consensus on the ‘new issues’. They arranged speakers, and speakers were given the floor literally to set the consensus. Although India had raised its flag, first, 6-7 speakers who were in favour of consensus were given the floor one after another. And when a country had spoken, somebody would clap. A number of countries had intended to speak up against the status quo (on ‘new issues’), but eventually when they saw how the groundswell was organised, they either backed off, or toned down . . . That is common, anyway, to arrange a certain viewpoint to appear that it is the dominant viewpoint”.

Testimony from a Southeast Asian delegate states “Many developing countries think that consensus is good, because we can singularly say no. But in reality, this is used against developing countries. Only the US or the EU can say no. No singe developing country, or even a small group, can say no.” Or in the words of a Carribean delegate, “It requires superhuman conviction of one of the members to oppose what the major countries want”. Or simply, “35% of our exports go to the US. Of textiles, 60% goes to the US, so we just have to keep our mouths shut”.

Finally, we note the actual substance of the agreements is uncertain, and subject to definition at some later stage. The outstanding example of this is Section 1.3 of the GATS, but in our view this is merely indicative of the manner in which the negotiations are taking place. Australia is in effect signing documents with spaces in them, to be written in at a later stage. How this constitutes responsible policy is beyond us.

The overall effect of entering into such negotiations will be Trade agreements and decisions that reflect the interests of the economically powerful actors. Australia, the working class, the environment, the consumer, the small business and the small farm do not fit into this category. This will entail the loss or compromise of the prior right for citizens to exercise democratic control over their economy.

In this context, we must ask, are the GATS and AUSFTA treaties merely a mask for economic colonialism, or are they going to lead to a genuine, mutual and equitable liberalised global economy? We will consider each of these scenarios under the following headings.

3. Scenario of Disequitable Liberalisation

On the basis of theory, political analysis and evidence, Friends of the Earth Brisbane consider that disequitable liberalisation is the most likely scenario to eventuate from the GATS agreements and the AUSFTA. In this we basically concur with AFTINET’s position, among others, which holds that:

· An FTA with the US, negotiated from an extremely weak bargaining position, is not likely to provide economic benefits,

· The main objectives of the US negotiation position is public policy (PBS, FIRB, media content rules, labeling of GMO’s etc) which are seen as barriers to profit for US corporations,

· The likelihood is that the US will achieve some or all of these, whilst internal politics of the US will prevent Australia from gaining access to agricultural and industrial markets upon which the dubious claims to economic “benefit” depend.

On the topic of the strategic value of a bilateral trade agreement with the US, we observe that to strategise, one must have choices. The intensification of economic dependency upon the US is hardly likely to increase our options, and is therefore strategically non-sensical – it amounts to becoming an adjunct to US foreign policy.

Our prediction of the results of this depends on the understanding that it is economic operators who are concerned with economic mobility and redistribution, as opposed to those rooted in a specific geographic market, that are best placed to benefit from trade liberalisation. In practice, this is large corporations with aggressive marketing and bargaining tactics, and the global transport and finance industry. 

We predict that in this case, the most lucrative markets and opportunities in Australia will be dominated by offshore or transnational corporations, to the detriment of small local operators. A free trade agreement, either under the WTO as in GATS, or a bilateral agreement, amounts to a defacto policy of promoting the corporatisation of the economy by foreign operators, at the expense of our local industry and our right to regulate. We predict that policy based on social or environmental concerns, or on a non-neo-liberal view of economy (for example, that job security and quality of work are more important than industrial efficiency) that interferes with access to these markets will be challenged and removed under threat of sanction. We predict that non-lucrative markets will be left to government or to local operators, thus instituting a kind of economic apartheid. We predict that this will result in a loss of revenue and of money stock across our national border, which will deepen the divide between the corporate and non-corporate economy. 

The negative consequences of the corporatisation of lucrative sectors of the economy would be as follows:

· To further increase the factor efficiency, measured financially, of those sectors so corporatised, serving to further impair the equitable distribution of wealth, for instance by a net reduction in employment and local ownership,

· To create greater imbalances in economic power, expressed through greater squeezes on those producers (for instance, small dairy farmers) who are external to the corporations, the latter traditionally occupying strategic positions in the supply chain

· To increase the scope for disequity in wages for those people who in the long term manage to retain their jobs, owing to the vast extent of corporate bureaucracies and hierarchies,

· To increase the amount of collective time Australians spent in workplaces whose culture, structure and politics were defined by an offshore elite,

· Conversely, to decrease the diversity of people and views represented in key workplaces, with negative effects on the quality of health care, media and education particularly, 

· To structure the Australian economy and what it produces not in the social or material interests of the Australian people, but as a resource feeder and captive consumer market for more powerful nations, 

· In the case of our service industries, for example education, research and innovation among others, to shift service provision from a focus on the development of the local and national constituency requiring engagement and active leadership, to a focus on the most lucrative markets, here and overseas under a regime of subservience, 

· To shift the revenue base for government towards monies collected as part of the provision of economic infrastructure, and thus to further recast the role of the government as facilitators for economic transactions across borders, rather than as representatives of the people, and, as a consequence,

· To promote the formation of policy that considers the Australian people and landscape as economic resources to be made available to corporations in accordance with their economic imperatives.

Friends of the Earth Brisbane regards these outcomes as deleterious to the aims of social justice and environmental sustainability. However, they are only a part of our overall critique of Free Trade agreements. It is unlikely, but conceivable, that Australia could negotiate favourable outcomes in the GATS and AUSFTA, in which case most of the above problems would be mitigated or not apply. It is further unlikely, but conceivable, that a liberalised Australian economy could retain ownership of key and lucrative industries and operate successfully in global markets. Friends of the Earth Brisbane considers this scenario unsatisfactory for the reasons laid down in the following section. Whilst many of the predictions under the current  scenario of disequitable liberalisation would not apply in the case of genuine open economies, many or all of the criticisms raised in the next section would also be relevant to this one.

4. Scenario of Effective Global or Bilateral Liberalisation

Friends of the Earth Brisbane regards economic liberalism as a poor and undesirable mode of economic governance, or lack thereof.

Neo-liberalism appears to make two claims:

1. That removing “barriers” to formal economic activity in global or otherwise expanded markets will stimulate economic growth as measured by the GDP.

2. That this represents a genuine improvement in economic wellbeing and therefore will provide broad social benefits and effective management of eco-social commons.

Claim one is probably true. However, we disagree with the conclusion in point 2 for the following reasons:

· In an unsustainable world economy, increased production is actually a disbenefit,

· The marketing of commodities in world markets is a highly transport-intense activity entailing an extreme level of carbon dioxide emissions,

· The exposure of local production and management to global market forces creates “distortions”, for instance the growing of tulips in hunger-torn countryside in India, or the export of water from Canada to the US in the case of Canada v Sun Belt Corporation, due to the fact that “market forces” have no long term investment or relationship with any of the localities they affect,

· That agriculture especially is more sustainable when practiced on a small scale with high labour intensities and low capital intensities,

· The exposure of local and material economic activity to unstable fluctuations, especially due to speculation as per the Asian Financial Crisis,

· As noted above, the prevalent economic problem is not the shortage of wealth but the absence of a means of distributing it, in other words a shortage of jobs. This shortage is largely caused by the mechanisms that promote growth in production, to whit economies of scale and the corporatisation of production. We do not see the production of yet more things at ever increasing levels of factor efficiency, as a sustainable solution to this problem,

· Global commodity markets are in general oversupplied, which leads to a breakdown in solidarity between nations as they compete for markets and exchange, ultimately creating a race for the bottom rather than genuine co-operation,

· In the context of fiscal and monetary policy, the ongoing transition from a soundly national economy to a pervasively global economy changes the nature of the economic nation from that of a cohesive economic system to that of an unitary economic actor. The role of money therefore ceases to be that of an effective means of exchange, supplied to the economy on the basis of analysis. It changes to representing an aggregate claim on wealth or a balance of payments in a competitive environment. This entails the increased threat of balance of payments problems interfering with the function of the domestic economy, and a loss of scope for policy to address this issue,

· Goods and services are provided by actors without social commitment to their markets, and consequently resources are allocated on the basis of a profit motive rather than a public service motive. This leads to tiered systems of supply that provides different levels of quality for different prices, thus instituting a class system. Goods are distributed on the basis of purchasing power rather than need.

· Citizens with long term common interests and equal political rights are denied agency, in favour of consumers with individual financial interests and unequal bargaining power, thus creating commons problems and systematic marginalisation of people,

· “Triple bottom line” accounting notwithstanding, economic feedback is given far more impact on behaviour than political, social or environmental feedback,

· The “level playing field” upon which individual actors have equivalent opportunities is a myth, because agglomerates of economic power exist and would form in any case under pressure of competition, unless subject to regulation,

· These agglomerates, currently embodied in the legal form of the corporation, are characterised by high wage disequity, the creation of industrial castes isolated from one another, the concentration of decision-making power in an alienated elite with interests disjoint from any or all of its constituents, the abstraction of loyalties from the community and towards the organisation, a tendency towards opportunism and a culture of socio-political conformity rather than robust difference and initiative, and finally,

· The reduction of the political economy from a field of human endeavour subject to social aspirations and limitations into a competition to capture wealth with the incidental effect of producing and distributing goods and services.

Friends of the Earth Brisbane considers these characteristics odious to the aims of social justice and environmental sustainabilty. We see them as clear and predictable outcomes of the project of neo-liberalism through the mechanism of Free Trade Negotiations. We recommend that they are not held as policy objectives in the pursuit of Free Trade Agreements or elsewhere.

5. Case Study: Privatisation of Water in Bolivia

Other submissions, including the AFTINET and Alliance to Expose GATS submission, will detail at length the examples of failures of market liberalisations and privatisations. Rather than repeat this approach, we have included here a discussion of only one such example, that of the privatisation of water in Bolivia under pressure from the IMF/World Bank, who also operate under the neo-liberal paradigm.

US Trade Representative Robert Zoellick’s letter to the US Senate dated 13 November 2002  seeks “enhanced access for US services firms to telecommunications and any other appropriate services sectors” (Zoellick, 2002, p.5) Under an FTA agreement, essential services such as health, education and water could be treated as economic goods and traded like any other commodity. This in turn will reduce the governments ability to ensure equitable access to essential services. International trade aggreements such as NAFTA and GATTS, have the legislative and judicial authority to challenge the laws and policies of member countries. Hence the ownership of what is supposedly a public good and human right, in this case, water, falls under international trade rules. For example, in 1991 the Canadian government banned bulk water exports, however the Canadian government is now being sued for $220 million by  Sun Belt Water Inc. of Santa Barbara, California  because the ban on bulk water exports contravenes NAFTA agreements(Barlow, 2001:36). In Bolivia The private water concessionaire led by US giant Betchel had an absolute monopoly over water supplies and as a result all water required a permit to access. Accessing community wells and even the collection of rain water required a permit (Barlow, 2001:19) Within weeks, the company doubled and tripled local water rates. Families earning less than $60 per month had water bills as high as $20. A third of their income was spent on paying for water ! Faced with water bills they simply could not afford, the people responded with a series of protests, shutting the city down for a week and refusing to pay. Betchel is now sueing South America’s poorest state (Bolivia) for $25 million for the loss of profits that the company would have recouped had water remained privatised.  The company filed the case with the International Center for the Settlement of Investment Disputes (ICSID), a tribunal that holds its meetings in secret and is administered by the World Bank. As a result, the people of Bolivia, including the media are not allowed to participate or even witness the proceeding of the lawsuit. According to Jim Shultz of the Bolivia-based Democracy Center: “this secrecy is just a preview of what communities in the U.S. can expect under the proposed FTAA (Free Trade Area of the Americas, an extension of NAFTA). Local governments from Alaska to Chile will be dragged before secret panels as multinational corporations, like Bechtel, seek to undo local environmental, health, worker and consumer protections, branded as barriers to free trade" (Earthjustice, 2003). The secrecy that Shultz speaks of is also a previw of what Australia can expect under the proposed US-Australia FTA. Australia recently experienced one of the most severe droughts in decades. If water is privatised and controlled by water corporations, how will Australia be able to ensure that water is treated sustainably and not just provided for those who can pay. Water belongs to the earth and all species and should not be treated as a comodity. Distribution and managemnet of water is best protected in public hands. Once water is treated as an economic good who will buy water for the environment? Thus we support AFTINET’s statement that despite US corporations wanting to invest in essential services like health, education and water,  “Australian people and their governments have made the democratic decision that public regulation and often public provision of these services is required to ensure that there is equitable access to high quality essential services. Decisions about these issues are a matter of social policy and should not be signed away in a trade agreement”. Furthermore, “It is unacceptable for the US to abolish the power of the Foreign Investment Review Board to review foreign investment in the national interest, and to remove any limit on foreign investment media, telecommunications, airlines and banking. It is unacceptable for the US to have the right for corporations to challenge laws and sue governments”.

6. Recommendations

Friends of the Earth Brisbane therefore recommends that the government abandon this policy direction, does not conclude the AUSFTA, renegs on GATS and other agreements in the WTO. We recommend that global trade negotiations start afresh, with the aim of establishing global equity and sustainability based on principles of international solidarity, self-governance, economic sovereignty, food security, precaution, and subsidiarity.
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