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This submission is submitted by AUSTA, the Australian Business coalition established to promote conclusion of a Free Trade Agreement between Australia and the United States.

The Coalition’s membership is broad based, including national industry groups, and covering major sectors of the Australian manufacturing, agriculture, mining and services, as well as most of Australia's major companies who invest in and trade with the United States. A full list of AUSTA members is attached at the end of the submission

Alan Oxley is Director of the Business Group, but the submission was authorized by the group in its entirety. 
	Alan Oxley

	International Trade Strategies Ltd

	2nd Floor, 60 Collins Street

	Melbourne Vic 3000

	Tel: 03 9654 8323

	Fax: 03 9650 7622

	Mobile: 0417 358 462


Earlier this year AUSTA made a detailed submission to the Department of Foreign Affairs and Trade on key issues. This submission is attached.
Submission

It is the view of AUSTA that a free trade agreement between Australian and the United States will foster economic integration that will benefit Australia. The most important result will be to establish standards of competitiveness in the US economy as reference points for the Australian economy: headland standards as we move into the Information Age. 

The United States is the home of information technology. Creating a regime considered particularly stable for American firm and technical knowledge would allow Australia to benefit from US advances in information technology as they happen. We believe that technology transfer will be a vital determinant of Australia’s global success for the next fifty years. No globally competitive business leader or reputable economist doubts the importance of this kind of information flow for a country’s welfare.

The Free Trade Agreement is an opportunity to achieve deep economic integration of the Australian and US economies.

Development economists have been increasingly focussing on the linkage of technology transfer with direct foreign investment for countries seeking to increase productivity, and thereby, welfare.  Many have found firms’ information flowing most easily to countries perceived as the safest environments for such information.  

The primary test of the success of the agreement should be that it facilitates integration of the Australian economy into the global economy, and enhances the capacity of Australian companies to be globally competitive. This can be achieved if the agreement is based on two broad principles:

· That Australian and US companies be able to do business in each economy on the same terms.

· That where existing regulations
 restricting the movements of goods, services and capital across borders impede commerce, the agreement provide for national authorities to recognize the counterpart regulation in the other jurisdiction as applicable in its own jurisdiction. This principle ought to apply to all regulations unless provision is expressly made that it will not.

Vital relationship

The US is Australia's most important economic partner. Two way trade and two-way investment are greater than with any other single country. It is a modern relationship, based on open economies, trade in all sectors – agriculture, minerals, services, and manufactures – and investment both ways.  This means the current level of integration is already substantial and creating much benefit.

Greater access

Some have been arguing that Australia cannot reasonably expect significant additional access to the US market for Australian agricultural exporters.  This is not our assessment, nor that of the Australian beef and sheep meat industries, which are members of AUSTA.  Even if others were not to accept our view, why would anyone let pass an opportunity to negotiate greater access to the US market for vital Australian exports?

Apart from the prospects of gains from an Agreement,  there is a defensive value in ensuring that Australian market access interests are heard as well as others.  The United States has committed to negotiate with several other countries who are competitors in the US market in key agricultural areas.  

Several Australian industries which have been very successful in the US economy – beef and lamb, steel and wine – also understand at first hand the importance of achieving more secure access to the US market.  All have experienced the problems caused by disruption of access to the US market by trade policies set by the US Congress.  US trade agreements with other countries give them rights to blunt the impact of such harassment.  Australia can secure similar benefits for Australian exporters.

Beyond trade

An FTA ought to be much more than a "trade" agreement. Apart from US restrictions on food imports, trade barriers in both economies are very low. The aim ought to be to create an economic integration agreement similar to Australia’s agreement with New Zealand (ANZCERTA). As well as trade in goods, the agreement ought to cover services, investment, e-commerce, intellectual property, customs administration, quarantine rules, competition policy, and technical standards. In short everything that affects the capacity of foreign business to operate on equal terms with domestic business, in either country, should be included.

Deep economic integration should mean removal of restrictions not only on goods, services and capital, but on labour as well. Labour mobility will become increasingly important as barriers to trade are liberalized. Intellectual property and embodied human capital are already tradeable. Failure to address mobility of all factors of production, including labour, creates distortions and undermines economic efficiency.

Encouraging liberalisation

Thorough bilateral economic agreements promote the benefits of liberalisation, and thereby, the goals of multilateral and regional liberalisation.  Where initiatives to liberalise have lost momentum, such agreements promote the benefits of on-going negotiations to all parties. The ANZCERTA and the Australia-Singapore agreement amply demonstrate these benefits at work, as do proposals for bilateral agreements with Japan and Thailand. The Singapore-Australia agreement demonstrates benefits as found by the World Bank in its 2000 study, “Trading Blocs,”
 where bilateral and regional agreements can contribute results in liberalisation not available through the WTO.  

Those that claim that Australia will damage its position with Asia by pursuing an agreement ignore Australia’s bilateral initiatives in that region.  China has commenced a bilateral program with Australia to deepen the bilateral economic relationship.  The possibility of a free trade agreement is being considered.  China also agreed to give Australia access to the US gas market in a major deal.  There is no evidence China considers an Australian/US Free Trade Agreement will chill Australian-China economic relations.  

Singapore has negotiated an agreement with Australia, an agreement is being negotiated with Thailand, and the Japanese Government has supported the proposal of FTA with Australia.
The critics of a US FTA also ignore the imperative for Australia to encourage economic integration with markets in all major regions when it has an opportunity to do so.  One reason the Asian economic crisis did not significantly impact on Australia was the importance to Australia of trade and investment with the rest of the world, even though our trade with East Asia is significant. 

Not all arrangements promoting the expansion of trade among countries have the desired effect. For example, if countries reduce barriers to trade among themselves and retain high trade barriers with other countries, the impact on economic welfare can be negative. However, the first key point is that diversion is only a risk if the trade barriers to be reduced in an agreement are high. Secondly, the policy tools to guard against the risk of trade diversion have been well known for some time. A bilateral FTA can work without creating trade diversion, provided members also progressively reduce trade barriers with countries outside the agreement. Australia participated in one of the most successful demonstrations of these principles, in ANZCERTA.

A major study of the impact of regional agreements was undertaken by the World Bank in 2000.
  It assessed key regional agreements to see if they diminished or enhanced economic welfare. Although some of the empirical findings on FTAs were inconclusive, the report unambiguously affirmed positive effects for countries forming FTAs which facilitated "deep integration." 

Arguments by some that the Agreement will divert trade from Australia’s trading partners have no economic or political basis.  An article by Alan Oxley, soon to be published in the forthcoming issue of the Journal of the Australian Institute of International Affairs, analyses those arguments in detail . The article is attached to this submission.

AUSTA requests that the Committee treat that article as a body of research in its own right for the Committee.

Free trade, but when?

Wholly free trade on all goods traded between the US and Australia may not be achieved under an FTA.  Few agreements achieve this.  No trade negotiation, multilateral, regional or bilateral, has ever achieved immediate free movement in all factors of production.  The Australia/New Zealand Agreement was one that went very close.  

This is not a reason to ignore an opportunity to work on broad economic integration with the US.  A high degree of liberalization is achievable in an agreement with the US in all sectors including agriculture.
It is argued that Australia would be better served if it concentrated on liberalization in the WTO.  Prospects for early results from the WTO are poor.  The European Union has stated it won't consider any big changes to its farm policies until 2013.  There will be no prospect of significant results from the WTO until the EU is ready to make progress on agriculture.  This means that operating through the WTO, while a vital pursuit, could mean a long wait in key Australian agricultural sectors.

There is good reason to suppose that under an FTA progress will be made, over a wide range of trade and non-trade areas. This creates a rare and valuable opportunity to acquire greater access to US markets sooner rather than later.  The National Farmers Federation, the beef, lamb and dairy sectors are all supportive of the FTA for this reason. 

Furthermore, Australia’s barriers are low in all the relevant agricultural sectors: its products are already globally competitive. Any lowering in American tariffs will not “swamp” Australia’s market, instead, it will provide an opportunity to increase access and lower Australia’s largest single, one-way trade deficit, its deficit with the United States.

Other critics of the free trade agreement contend that certain domestic Australian policies will be threatened by a trade agreement. These claims may have made some Australians fearful of integration. We believe they have no reason to fear.  Americans are not targeting the cultural or welfare policies of this country. Instead, they seek to negotiate on matters that will improve the capacity of Australian companies operating in these sectors. 

The result will be that the Australian economy will be able to increase investment and expand jobs in the Australian economy.   Investment by US owned companies in the pharmaceutical and film industries, for example, have played a major role in expanding jobs and exports from both industries.

Australia’s regime for vetting foreign investment is opaque.   It is a disincentive to foreign investors.   Australian companies with substantial foreign interests are also required to be subject to this scrutiny when investing in Australia.  It is a deterrent to foreign investment upon which Australia has always depended for growth.   This is not to say a capacity of governments to restrict investment on the grounds of national interest needs to be given up.  It doesn’t.

The US secured the right to restrict investment on the grounds of national interest with its partners in the North American Free Trade Agreement (NAFTA).  In principle it is not so far from what Australia’s own procedures governing foreign investment seek to achieve. Rejection of foreign investment at government level in Australia is rare.   There is clearly a basis for common ground here and the result of removing the investment checking procedures of the FIRB activity would be to make the investment by US companies in Australia easier.

Australian investors in the US market will secure equal rights.  The US is now the largest location for Australian investment offshore and this investment is likely to increase. It is important for key industries in Australia that our investors can operate freely in the US market.  Australian superannuation funds will need to invest in the most successful enterprises in the world if they are to provide world class returns to Australian investors and to support the superannuation investors of ordinary Australians.  This means that guaranteed access to the US investment market is very important.

Following detailed  review, we have found no evidence among ambit statements from US negotiators that they seek to “dismantle” the Federal Government’s pharmaceutical benefits scheme (PBS).  

However, there are features of the scheme that discourage investment by drug companies in Australia.  AUSTA supports measures in the FTA which encourage more investment and job growth in Australia. Claims that Australia will automatically surrender its sovereignty, its right to tax, or its welfare policies, while they may cause alarm, are simply not supported by the evidence.

Australian business believes that a free trade agreement can make Australia more competitive on world markets. If that is the result, it will set Australia up to compete effectively on world markets for several decades. This would be a vital result.

The members or AUSTA are:

	Alcoa 


	Esso Australia Pty Ltd  



	AMCHAM
	IBM 



	Australian Food & Grocery Council
	Internet Industry Association



	Australian Chamber of Commerce & Industry


	Kelloggs  



	Australian Industry Group
	Medicines Australia



	Australian Dairy Corporation
	Minerals Council of Australia  



	Australian Meat Council
	Mobil Oil Australia Pty Ltd  



	BHP Steel


	News Limited  



	Bonlac Foods Ltd
	PBR International 



	Business Council of Australia
	Proctor and Gamble 



	Cargill
	Southcorp Limited 



	Caterpillar
	Telstra Corporation



	Commonwealth Bank of Australia


	Visy (Pratt Industries) 



	EDS Australia
	Westfield Holdings



	Effem Foods  
	Western Mining




� "Regulations" means technical standards compliance with which is legally mandated, not voluntary technical standards.


� World Bank (2000) Trade Blocs World Bank Trade Policy Research Report, Washington: World Bank.


� World Bank (2000) Trade Blocs World Bank Trade Policy Research Report, Washington: World Bank.








