[image: image1.wmf]
April 11, 2003
The Secretary
Senate Foreign Affairs, Defence and Trade References Committee
Suite S1.57

Parliament House

Canberra ACT 2600
Dear Secretary 

Re Submission to the Senate Enquiry on the U.S. Free Trade Agreement
The Australian Dairy Corporation on behalf of the Australian Dairy Industry respectfully makes the following submission. The submission supports a comprehensive free trade agreement with the United States of America.
If the Enquiry seeks additional information please contact me on;

· Landline: 03-9694 3715

· Mobile: 0417 546 942

· E-mail address: rob@adc.aust.com.

Yours sincerely,
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Robert Pettit

Manager – Americas and Caribbean

International Trade Development Group
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Free Trade Agreement: Response to Senate Foreign Affairs, Defence and Trade References Committee Request for Submissions

Dairy Industry Perspective

The Australian Dairy Industry (ADI) strongly supports a comprehensive Free Trade Agreement with the United States that includes the elimination of all barriers to trade in dairy products. 

Elimination of dairy trade barriers will provide an opportunity for the ADI to substantially boost exports to the U.S. ADI analysis indicates, however, that the impact on U.S. wholesale dairy prices of duty-free access for Australian product is likely to be small because of relatively limited export availability and commitments in other, valuable export markets. For every litre of milk exported from Australia in 2002 to over 120 countries in aggregate the U.S. industry produced 13 litres.

The greatest benefits from trade liberalisation will be achieved, eventually, through multilateral agreement. The Dairy Industry fully supports the Government’s efforts, as the leader of the Cairns Group of agricultural free trading nations, to prise open markets globally on a fair and transparent trading basis.

A properly constructed FTA that implements free trade on a bilateral basis will complement Australia’s WTO agenda by acting as a blue print for the liberalization of global trade in agriculture.

A comprehensive FTA will facilitate the integration of the Australian and U.S. economies and enhances the capacity of Australian companies to be globally competitive. It will also enhance Australia’s capacity to attract investment in milk production and dairy processing for export markets.

The Dairy Industry seeks a commitment from the Federal Government to consult with industry organisations during, before and after each FTA negotiating session. This will assist in achieving the most commercially advantageous outcome for the Australian economy.

Proposed outline of an Agreement

The basis for a comprehensive agreement is laid out in Article XXIV of GATT 1994. Clause 8(b) states that “A free trade area shall be understood to mean a group of two or more customs territories in which the duties and other restrictive regulations of commerce (..) are eliminated on substantially all trade in products originating in such territories”. 

The ADI understands this clause to mean the elimination of all barriers to trade in dairy products with the United States. 

The detailed schedule for elimination of barriers to dairy products should embody the following;

· A schedule for the eventual elimination of all tariff barriers and the reduction of non-tariff impediments to trade that are consistent with WTO provisions in, for example the SPS and TBT agreements.

· Progressive cuts to all tariffs with more rapid progress from the outset on cuts to very high tariffs which are the result of the tariffication process in the Uruguay Round

· Standstill, from the outset of negotiations, on all measures that would impede bilateral dairy trade

· Defined and limited provisions for resort to safeguards – based only on evidence of actual and substantial damage caused by imports from the other party. Safeguards to be in the form of a pause in the tariff cutting schedule and not on ‘claw back’ of higher tariff rates

The benefits of reform

Australia’s experience of market reform demonstrates the beneficial impact of openness to international market influences and investment. Since dairy market opening under the free trade agreement with New Zealand and the introduction of the Kerin reform plan in 1986 the Australian industry has reinvented itself; from a largely inwardly focused industry to that of a major competitor on the international market. 

The industry has major growth prospects based on world’s best practices at the farm and factory levels, use of leading edge technology, extensive capital investment over the last decade and employment of skilled labour.

The dairy industry is a major regional employer particularly in Southeast Australia, is Australia’s largest processed food exporter with an export income of A$3.25 billion in 2001-02 and is the world’s third largest exporter.

Milk processing is also a major value adding industry with demand for services and inputs providing a strong boost to regional economic activity.

Dairy trade and barriers to access

Bilateral dairy trade was valued at A$136 million in 2001 and has ranged between A$38 million and A$136 million over the period 1995 to 2001
. 

The U.S. was Australia's seventh largest value market in 2001. In volume terms the United States was lower down on the list (fifteenth), reflecting the proportion of valued added dairy products in the trade. 

The ability of the Australian dairy sector to grow demand for dairy products, however, is hampered by the operation of U.S. tariff rate quota (TRQ) systems. Since 2001 there has also been the threat of legislative action to tax and/or restrict existing market access rights.

The U.S. as the table below outlines operates an extensive, country specific TRQ system, supported by very high out-of-quota tariff rates. Approximately 60 per cent of dairy exports from Australia were regulated by TRQ’s in the seven year period 1995 to 2001. 

As a result access for Australian origin dairy products ranges between a tiny and a very small percentage of U.S. domestic production. The magnitude and opportunity for increased trade is highlighted by the market access commitments agreed under the Uruguay Round Agreement on Agriculture (URAA). For example the URAA provided additional annual access for 3,000 tonnes of Australian origin cheese by the end of the six year implementing period to 2000. U.S. cheese production in this period rose by 670,000 tonnes.
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Product

Access Arrangements

Tonnes

U.S. domestic production - 2001

Australia's % share

Skim milk powder

Country specific TRQ

600

          

 

641,290

                                          

 

0.09%

Cheddar

Country specific TRQ

3,450

       

 

1,485,017

                                       

 

0.23%

Non-cheddar

Country specific TRQ

3,550

       

 

2,202,289

                                       

 

0.16%

Total cheese

Country specific TRQ

7,000

       

 

3,687,306

                                       

 

0.19%

Butter

Any country' access

6,977

       

 

555,480

                                          

 

1.3%

Whole milk powder

Any country' access

3,321

       

 

18,737

                                            

 

17.7%




Notes to table: The ‘Any country’ portion of a TRQ is open to supply from any source including those holding country specific quota. Whole milk powder production in 2001 was at its lowest level for over 50 years. Production was down by 62.9 per cent from the 2000 level.

The benefits to the Australian Dairy Industry of bilateral trade liberalisation

Free access to the U.S. market offers significant growth opportunities for dairy products through new product development and marketing. The U.S. market is the most sophisticated in the world. Increased access provides the opportunities for servicing this market with value added dairy products.

The value of exports to the U.S. in 2001 of A$135 million, however, was only 27 per cent of that to Australia’s leading destination, Japan. The U.S. has the potential to rival Japan as an export destination in the medium term. Reasons are the huge size of the U.S. dairy market, the small share of imports in total supply (historically less than three per cent on a milkfat, milk equivalent basis) and the competitiveness and ability of the ADI to deliver value added dairy products.

Using 2001 trade values as a benchmark a four fold increase in Australian exports to the U.S. (to approximate the Japan level) offers a major commercial opportunity and a new source of competitive supply for the U.S. industry. However, to put this opportunity into perspective a four-fold increase would approximate one per cent of the value of U.S. farmgate milk production in 2001
.

The impact on the U.S. wholesale market would be small particularly if substantive multilateral reform of dairy trade occurs in the (Doha) Development Round negotiation. The implementation of the Agreement over a period of years would further dampen the impact on the U.S. dairy industry.

Modelling of the impact of substantive reform of dairy trade by ABARE indicates that if either the United States own proposal for multilateral agricultural reform (or the Cains Group proposals) were implemented, world prices for dairy products would rise much closer to prevailing U.S. wholesale prices. The consequent adjustment challenges (financial and market) to the U.S. industry of bilateral trade liberalisation then become much smaller. 

The United States since implementation of the Uruguay Round Agreement on Agriculture has substantially grown unsubsidised exports of dairy products and will continue to do so if the multilateral agricultural reform process continues in the Doha Development Round.

Export competition

The ADI requests that the Australian government seek a commitment from the U.S. that any WTO-consistent export subsidies will not be used in the free trade area or in third markets where Australian dairy processors and exporters have an established commercial interest.

Investment

Possibly of greater economic benefit than access to the ADI in the longer-term is “head turning” investment. Bilateral (and multilateral) liberalisation of trade will result in a reassessment and readjustment of dairy investment patterns as producers and processors seek the most optimal locations to achieve the most favourable returns.

The ADI has a long history of welcoming foreign investment, a crucial component of industry growth and prosperity. The ADI urges the Government to agree on measures to facilitate further investment in both directions for the benefit of both the Australian and United States dairy industries.

Timelines

Timelines for implementation are very important in securing a commercially advantageous outcome. The ADI notes the NAFTA phase-in period for agricultural products of five years to 15 years was shortened to between four years and 12 years in the Chile FTA. 

A further substantive shortening of the phase-in period is sought in the FTA, given that implementation will be completed against the background of global agricultural market reforms. Implementation should be progressive to create the opportunity for tangible commercial gains for dairy from day one of the Agreement coming into existence.

Rules of Origin

The ADI favours a simple and transparent system covering rules of origin. A complex Rules of Origin approach can add unnecessarily to the logistics of export – both in time delays and administrative costs. Given that most dairy products are produced in one single process, we do not believe that complex origin rules are necessary or justified,

Standards (technical barriers to trade)
ADI to facilitate trade and reduce unnecessary administrative costs given Australia’s very high level of food safety seeks;

· A mutual recognition of standards

· Harmonization of standards as a parallel effort extending beyond the FTA implementation time frame

In some cases, cross- recognition has proved the most effective approach and is an appropriate mechanism for this bilateral agreement.

Specifically for dairy this means resolving any sanitary and phytosanitary issues, such as dairy inspection and grading at both plant and farm sanitation conditions that could inhibit access to consumers in both markets. This can be achieved through an equivalence agreement rather than physical inspection of manufacturing premises such as undertaken by the U.S. Food and Drug Administration on a regular basis, noting;

· Australia has a long standing MOU (dating from 1982) with the U.S. covering milk powders but no other dairy products.

Technical issues to trade

Technical barriers to trade that can stymie commercial opportunities. Regulations relating to labelling, residues, food processing regulations need to addressed in the FTA. The ADI recognises that an FTA will also have impacts in these areas and would welcome the opportunity for further discussions with government during the course of negotiations.

Customs facilitation

The Australian dairy industry recognises that in negotiating free trade agreements with countries such as the United States, the rigidity of Australia’s quarantine and import risk assessment procedures can be an impediment to negotiating agricultural market access. 

ADI also recognises that Australia cannot compromise its quarantine arrangements in one sector for the benefit of market access in another. However, in negotiating preferential trade agreements there would seem to be some opportunity to discuss options for agreeing to fast track import risk assessments for the United States in return for free market access for Australia’s agricultural products.

Conclusion

A comprehensive FTA would allow the Australian Dairy Industry to expand at a faster rate, boosting regional economic growth and creating jobs. Including dairy would provide an impetus to the liberalising agenda in the (Doha) Development Round negotiations.
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� Source is ABS.


� The definition used is “cash receipts from marketings of milk”. The U.S. Department of Agriculture estimated this value at $24.7 billion in 2001.
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