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The Secretary

Senate Foreign Affairs, Defence and Trade Committee

Parliament House

Canberra

Dear Secretary

I write to make a supplementary submission on the proposed US-Australia Free Trade Agreement and GATS. I wish to thank the Committee for the opportunity to appear in person. This paper incorporates and supersedes my previous submission dated 22 March and also the presentation I made to the Committee on 24 July in Brisbane.

In particular, I have revised the explanation of the theory of comparative advantage under Theme I. As the Chairman pointed out at the hearing on 24 July, the previous text was loosely worded. I have also added some words on the role of the Committee and the Productivity Commission, in response to questions raised by Senators. I have added comprehensive academic references.

Some of my credentials are as follows.

Qualifications
I have a Bachelor of Science (Hons), Monash University, 1969. Honours Class IIA. I also have a degree in Master of Public Administration, University of Queensland. My dissertation was on the subject of “how ideas become fashionable”. As a case study I examined economic policy - how has neo-liberal economics come to prevail in the Australian policy community.

I am enrolled as a part-time student for a PhD in public policy at Griffith University. My title is 'how can one define what is the "public interest"?' and the research theme is how to infuse the principles of ecology — such as interconnectedness, feedback, thresholds — into a model of decision-making in public affairs.

Public Policy Affiliations
I am a public servant formulating policy in natural resource management. I am a member/associate of the Institute for Public Administration Australia, Australia Institute, National Institute for Governance, Queensland Public Policy Network and the philanthropic Foundation for Development Cooperation.

As a chapter in my PhD studies, I have had accepted for publication in UNESCO's Encyclopedia of Life Support Systems a paper examining GDP as an indicator of economic progress.

In 2002 I travelled to London, New York, Harvard and the USA west coast interviewing scholars and practitioners about global public goods and public interest. I held appointments with the United Nations Development Programme, the Redefining Progress group in San Francisco and Professor J.K. Galbraith. I attended the NGOs’ forum on Financing for Development in Monterrey, Mexico, just prior to the official UN-sponsored conference on that theme.

Yours faithfully

(Signed)

Geoff. Edwards

REPEATING FICTIONS DOES NOT MAKE THEM TRUE
BACKGROUND
Status of this Paper
This submission is made in a private capacity to assist the deliberations of the Senate Committee on the proposed US-Australia Free Trade Agreement and the General Agreement on Trade in Services.

Introduction
Australians have been habituated since birth to be sceptical of exaggeration. When they hear officialdom assert 'There is no alternative', their instinctive reaction is to suspect that the opposite is likely to be true. So this Australian set out to examine the optimistic official view of trade liberalisation — and found it wanting.

The materials that the Department of Foreign Affairs and Trade has published to advance the Government's agenda of globalisation of trade and investment argue only one side of the case, as if 'there is no alternative'. Further, in endorsing free trade uncritically the Department mirrors or is mirrored by the main sources of economic advice available to the Australian Government (such as the Productivity Commission, the Business Council of Australia, the Federal Treasury and the main economic consultants). This mutually reinforcing debate in Australia's policy community is paralleled by pro-free trade policies promulgated internationally by the Bretton Woods economic institutions and the governments of other Anglo-Saxon countries (notably UK, US, Canada, New Zealand).

This official unanimity does not reflect the anger brewing globally among developing countries and the peace, faith, green and labour movements at the lack of justice in current trading arrangements. Nor does it seem concerned about the mountainous external debts in many countries which have followed the free trade formula; or the growing theoretical critique in disciplines other than neo-classical economics.

Simply repeating a false statement over and over does not make it true. If there is one message which I would like to leave for the Committee, it is the shallowness of so much of what is presented as argument in favour of free trade and the absence of critical, multi-disciplinary analysis. I will present material on three broad themes:

(
theory: that free trade theory is based on fictional assumptions the unreality of which is routinely overlooked;

(
evidence and logic: that the free trade model is fatally flawed by the absence of thoughtful cause-and-effect analysis and by the evidence of its repeated failures;

(
policy: that the Department of Foreign Affairs and Trade is not displaying the independent analytical capacity which is necessary to give the Government competent and reliable advice.

These will be followed by some brief comments on the prospect of an alternative model and three appendices, one of which outlines some questions which might be put to DFAT.

My submission does not hinge on the details of any agreement with the US or WTO but on the analysis behind them, the credentials of trade liberalisation generally. Nor does my submission deny the legitimacy of developing countries' right to economic development. Rather it argues that a proper objective-led and evidence-led approach would enable us to craft a trade policy which would achieve multiple national and international objectives. I submit that the Committee's deliberations offer a once-in-a-generation opportunity to dig deeply and to examine the theoretical, logical and empirical foundations on which free trade policy stands. My submission aims to assist the Committee by exposing the internal contradictions within official about trade policy and by offering an analytical framework to explain divergent views about free trade.

Abbreviations
AUSFTA: Australia-US Free Trade Agreement

DFAT: Department of Foreign Affairs and Trade

FOI: Freedom of information

FTA: Free trade agreement or AUSFTA

GATS: General Agreement on Trade in Services

GDP: Gross Domestic Product

GNP: Gross National Product

IMF: International Monetary Fund

JSCOT: Joint (Parliamentary) Standing Committee on Treaties

NAFTA: North American Free Trade Agreement

OECD: Organisation for Economic Cooperation and Development

WB: World Bank

WTO: World Trade Organisation

UK: United Kingdom

US, USA: United States of America.

Glossary of Terms
Economics
Economics is often described as the study of how scarce resources are allocated. The 'neo-classical' sub-discipline coalesced in the 1870s (Keen 2001) by augmenting the classical model of market exchange with a theory of marginal utility (among other refinements). It yielded influence to the Keynesian sub-discipline in the light of the failure of neo-classical-based laissez faire policies in the Great Depression; then in the 1970s, after the popularity of Keynesianism declined in the wake of stagflation, the monetarist variant of neo-classical theory came to pre-eminence in the Anglo-Saxon West. Monetarism's star is fading but the neo-classical core has remained to dominate economics to such a remarkable extent that it is possible to write of it as ‘mainstream’ or ‘orthodox’.

'Neo-liberalism' is a radical political agenda based upon neo-classical economics and embracing free trade, financial liberalisation, privatisation, deregulation and other pro-market programs to restructure society to the advantage of capital and the detriment of labour and community. This world-view is also known as the 'Washington Consensus', and in Australia by the pejorative term 'economic rationalism' (Edwards 2002).

Economic growth
Economic growth is the expansion of traded economic activity. It is almost universally measured and even defined as a percentage change in gross domestic product at constant prices over a given period.

Gross domestic product
GDP is the total market value of goods and services produced in a given period, after deducting the cost of goods and services used in their production. Gross national product is GDP plus net income (rent, interest, profits and dividends) from abroad. Since the early 1990s, GDP has been the preferred measure world-wide.

Under GDP, economic activity by foreign corporations is counted as gain to the host country. But much of the wealth that foreign investment appears to generate is eventually repatriated in the form of profits, dividends and underpriced resources, or by holding currency offshore. The shift from GNP to GDP has obscured the fact that globalised trade allows corporations to make off with the natural assets and human resources of the host country while GDP calls it advantage for the exploited.

This measuring stick is warped. GDP is a measure of past consumption/production, not of how well the economy is positioned to generate future prosperity (Edwards 2002a). GDP could be rising while the economy is degenerating in a self-reinforcing vicious cycle of unemployment, indebtedness, consumption and waste. Indeed, these features apply to the Australian economy since at least the mid-1980s. And to the US, where GDP has allowed debt-fuelled consumption to be portrayed as robustness.

THEME 1: THE ASSUMPTION-LED THEORY OF ECONOMICS IS UNSOUND
Trade theory rests upon a number of assumptions. To place trade theory in a conceptual context, the assumptions shared with economics generally will be discussed briefly, followed by those specific to trade theory.

The Theoretical Foundations of Economics
The basic axioms of the neo-classical sub-discipline have been articulated by many different authors in many different combinations. They can be summarised as:

(
Self-interest: economic activity is driven by rationally self-interested, perfectly-informed individuals who seek to maximise their own 'utility' or well-being. This portrays a very mechanical view of human behaviour and by implicitly equating utility with purchasable goods and services, it lays the foundation for the fiction that human happiness can be measured by the amount of things consumed.

(
Equilibrium: competitive markets trend towards an equilibrium condition in which goods and labour both ‘clear’ efficiently, without surplus or inflation. It follows that booms and busts, unemployment and inflation are explainable through blaming governments or 'vested interests' for obstructing the natural tendency of markets to equilibrium. Among various other peculiarities, this model requires wage levels to drop below subsistence levels if necessary. It lacks a time dimension which is problematic for sustainability or for trying to explain growth; and it assumes that resources are limitless beyond the market being studied. It also assumes perfect competition.

(
Aggregation: the actions of individuals can be modelled in aggregate as a sum of their parts; what is rational for individuals is also rational for communities; a modern industrialised economy featuring large corporations which internalise competition and mobilise resources internationally, behaves in the same way as the craft-based economy featuring numerous small firms, as prevailed during the lives of the founders of economics.

The consequences of the assumptions
The assumptions of neo-classical economics have been debunked time and again, in Australia notably by Toohey (1994), Stretton (1999) and Keen (2001). For example, note John Ralston Saul's (2002) remarks on the notion of rational economic man: "No one has ever in history believed anything so bizarre as that the world is driven by self-interest. ...Nobody of consequence in philosophy believes this. Adam Smith believed the opposite. We display self-interest but are not driven by it." However, economics as taught today through neo-classical textbooks retains the assumption-led framework of the 19th century discipline and is overwhelmingly the conceptual framework in which the peak global economic bodies the OECD, IMF, the World Bank and pre-eminently the WTO carry on their discourse.

There is nothing wrong with using unrealistic assumptions as analytical tools, so long as they are recognised as just aids for evidence-led investigation. The assumption-led approach becomes unscientific when the theory resists falsification. No matter what evidence arises to indicate that neo-liberal theory is dysfunctional, trade economists claim that it was in the execution that the problem arose: government failure, or vested interests of environmentalists or unions or protected businesses with snouts in the trough.

Expressed in other words, the error lies when the normative proposition that under theoretical conditions, competitive trade should behave in the classical way, shifts imperceptibly to the positive assertion that in real life it will, if only governments would get obstacles out of the way (Shaikh 2003).

It is remarkable that neo-liberal economic policy remains assumption-led rather than objective-led, in the teeth of a strong contemporary trend in both public and private sectors towards 'management by objectives', budgeting for 'outcomes not by inputs' and 'performance evaluation'. Neo-liberal economics is thereby vulnerable to the accusation that it emphasises means or process regardless of the ends sought.

It is not my intention to take this critique of the basis of modern economics any further, but simply to point out that the basis is contestable; that modelling which incorporates its assumptions is only modelling, not accounting; and that the very mechanical conception which neo-classical economics brings of the economy is too linear, too a-political and too dismissive of the ecological limits to growth to reflect reality.

Comparative Advantage
The intellectual case for free trade traces its origins to the theory of comparative advantage, expounded by classical economist David Ricardo in 1817. If certain pre-conditions are satisfied, two countries can both benefit from trade if they specialise in manufacturing those goods which they can produce most efficiently. This situation is known as comparative advantage. Gains arise mathematically from the differing opportunity costs of capital within each country. For trading to be gainful to both parties, it is neither necessary nor sufficient to demonstrate absolute advantage in endowment of resources or other intrinsic capacities (Lipsey et al 1981).

Though there have been subsequent refinements including the neo-classical Heckscher-Ohlin-Samuelson formulation (explained in Shaikh 2003), and notwithstanding Porter's 1990 self-proving theory of competitive advantage, Ricardo's notion of comparative advantage remains at the centre of modern theories of trade. It rests critically upon two pre-conditions or assumptions additional to those common to economics generally:

(
Employment is full: the labour or capital displaced by imports can be readily absorbed by more 'efficient' enterprises, both before and after the trade. However, most countries now have surplus labour. The International Labour Organization reports that as much as one third of the global workforce is unemployed or under-employed. There is no point in saving labour internationally through specialisation, if workers at home are left idle and alternative industries are also distressed, from the same undiscriminating cause.


Renowned Australian economist Colin Clark expressed the traditional view of trade in these pithy terms: "Its high economic value turns on the fact that it does compel people to leave uneconomic industries, and to go and find something more useful to do." (1958:147). But if all industries including services under GATS are exposed to the same erosive forces, there is no longer "something more useful" left in the labour markets for the bulk of the population to do.

(
Labour and capital are not mobile across international borders. This is partly valid for labour, which is inherently relatively immobile. For capital, however, the assumption of immobility is manifestly nonsense in a world where hot money chasing fractions of a percentage point can slosh around the financial markets at the speed of electronics, bankrupting companies or countries without a pang of conscience and without constraint by neo-liberal governments.

The consequences of the assumptions
Any theory is valid only to the extent that its underlying assumptions are valid. If just one fails, the theory collapses. These two fundamentals are rotten at the core. Milton Friedman (cited in Keen 2001:148) claimed that a theory cannot be judged by the validity of its assumptions, only by the accuracy of its predictions. This weird assertion is profoundly false: if a theory's explanatory power fails it is not even a legitimate theory.

The lack of an adequate theory does not invalidate a policy or specific actions derived from it: they may still prove to be highly beneficial. However, it does invalidate the theory as an organising principle. Without an adequate theory, success or failure becomes a matter of trial and error, with no guarantee that what worked in one circumstance will work somewhere else.

Ironically, globalisation does not make free trade inevitable, it negates its basis. Advocates of free trade (e.g. Oxley 2003) set out to remove barriers to movement of capital and labour when this very practice invalidates the foundations on which trade policy relies.

Alongside the standard assumptions are the requirements that transaction costs such as transport be negligible and that countries do not run persistent trade deficits. However, in reality nations with high production costs tend to suffer enduring trade deficits funded by inflows of capital. The margins that a country can gain by internal specialisation are squandered in servicing external debt. "Thus free trade does not make all nations equally competitive, as is argued within standard trade theory. Rather, it exposes the weak to the competition of the strong." (Shaikh 2003). Now, in an inversion of theory, countries are forced to export in order to service the debt that previous unbalanced trade has created (Rees 2002).

If comparative advantage does not apply because of the inapplicability of its pre-conditions, the default position of absolute advantage prevails. In practice, this means that the strong benefit at the expense of the weak, unless they voluntarily restrain themselves. Trade rules may well have been intended by some international players as a restraint but are now being misused as a device for prising open access for the strong countries to the resources and markets of the world.

Economic Activity — To What End?
Most official expositions such as DFAT's submission (2003) portray the goal of trade as increased growth and the goal of growth as increased standard of living. But this myopic view of the human condition is not shared by most other intellectual disciplines, by history, philosophy, religion or literature. The latest and a worthy summary of this field is Hamilton's Growth Fetishism (2003). The end conditions sought are expressed in all cultures in qualitative terms: health, useful work for its own sake, lifestyle, status, freedom from oppression and security. Economic growth and trade should sensibly be viewed only as intermediate processes for achieving these ultimate ends. But in the pro-trade literature, growth and trade, the processes, have supplanted some purposeful goals to become goals themselves. That WTO language elevates trade as an end goal is plain: for example, it defines a country's regulation as an unnecessary obstacle to trade if its objectives can be achieved by less trade-restrictive measures. It is this neglect of ultimate purpose which causes critics of GATS and the proposed AUSFTA to regard them as trade for the sake of trade — or more accurately, for the sake of the traders.

The promises of free trade depend upon global economic growth. These expectations cannot be realised, for two reasons. The first is that the productive capacity of the world's factories now far exceeds the earning power of the world's population to purchase their products. The second is that the absolute limits to the earth's ecosystem capacities are now in sight. However, mainstream economics has no Plan B.

As I will show, free trade is an incompetent vehicle for achieving growth. If growth, an increase in consumption, is a poor measure of a society's well-being, the case for free trade is thrown into disarray, for it rests on the capacity of trade to increase throughput of goods and services, by seeking out original or cheaper products. In other words, if Western over-consumption is perceived as a problem in its own right, then the virtues of trade are greatly discounted (Dunkley 1997:268).

THEME II: FREE TRADE POLICY IS LOGICALLY AND EMPIRICALLY FICTITIOUS
One does not need to know or care much about rival theories of economics to conclude that free trade policies offend against evidence and common sense. Under this theme heading I demonstrate that many of the claims made for free trade are identifiable fictions. Good cause-and-effect analysis requires more than just a serviceable theory: it relies upon clear use of language and honest treatment of evidence.

Outline of this Theme
All Wealthy Countries Started off Protectionist and

Results Have Not Conformed to Predictions: explanations that the wealthy countries did not follow free trade policy on their journey to development; and that free trade has repeatedly failed to deliver on its promises.

Competitiveness and Efficiency: an explanation of the confused thinking which defines 'efficiency' to include monetary differentials at the mercy of international financial speculation; and which neglects resource efficiency.

Ambiguous Definitions: an explanation of some misused terms: globalisation; political freedom; 'free' trade.

Consumers are also Producers: an explanation that free trade emphasises the benefits to consumers of having cheap goods, but ignores the fate of producers; and that under GATS, the definition of 'producer' victims will be expanded to embrace most employees.

Not Everyone can Profit Simultaneously: an explanation that not every country can enjoy an enduring trade surplus.

Destroying Sunrise Industries: an explanation that it is not in Australia's interest to invest in building other countries' sunrise industries at the expense of its own.

Free Trade Pushes Out Public Services: an explanation of the way that free trade damages civic services.

Let Australia Learn from Canadian and Mexican Experience: a most cursory explanation that NAFTA damaged the weaker partners' national interest.

United States' Unilateralism and

The Real Motives Behind an AUSFTA: an explanation of the US' capacity to use trade deals to service its own interest; and some speculation as to what it hopes to gain from an AUSFTA. None of these possibilities augurs well for protection of Australia's national interest.

Government's Enthusiasm: an explanation that the Government's obvious enthusiasm for an AUSFTA is misplaced.

All Wealthy Countries Started off Protectionist
Engagement with the international economy has featured in the successful economic development of probably all prosperous countries, including Britain, the US, western Europe, Japan, Taiwan, South Korea — and not least, Australia. However, it has been through regulated not unrestricted trade (TWN 2001:23,24; Fallows 1993; Ormerod 1994; Rodrik 2001; MacEwan 2002). It is comprehensively a fiction that free trade is the way to development.

Even on its own terms, growth in GDP is not correlated reliably with openness of borders to trade: many growth centres would in their sunrise stages have been snuffed out in the absence of protection. Australia's infant industrial economy found its feet behind tariff fences of a kind which it now seeks to break down for all other countries including itself. Chang (2003) has explained this process, aptly termed "kicking away the ladder".

Protection in Australian history
From the "There is no alternative" material which DFAT has presented to the people, one would never know that conflict over protectionism has been a feature of Australia's political landscape for much of the past 140 years.

Federation between the six British colonies was not inevitable. They may well have remained separate, if the quarrel about protection versus free trade had not been settled. For a time. The lopsided tariffs levied by the customs houses at the colonial borders were an incentive to federate, because no other action could eliminate that nuisance; and also the greatest obstacle to federation.

Victoria passed legislation imposing tariffs in 1866, enabling it to build a competitive edge in manufacturing, a primacy which survives today. In 1908 Victoria's protectionism became Commonwealth policy and became orthodoxy. Political scientist J.D.B. Miller was able to write in 1966: "The argument was hotly carried on, but is of little importance now." That is, until the neo-classical school gained control of mainstream economics in the 1970s and free-wheeling, free-trade New South Wales gained control of the prime ministership in 1983. Yesteryear's orthodoxy is now heresy, for both major parties have endorsed extensive liberalisation of trade and investment.

The reasons advanced a century ago for the tariff show how far modern Australia has abandoned the earlier consensus as to what is fair in public policy. Then, protection was seen as allowing manufacturers the financial space to innovate and to develop competitive muscle; nowadays, tariffs are seen as obstructing innovation and competitiveness. Then, and especially during the World Wars, tariffs were seen as a tool for achieving self-sufficiency in manufactures in an uncertain and hostile world; nowadays, tariffs are seen as an obstacle to a US-led global economy. Then, tariffs were seen as enabling manufacturers to pay a 'fair and reasonable wage' to employees — the 1906 Excise Tariff Act even gave that link statutory force; nowadays, neo-liberal economists press to abolish tariffs to force wages and conditions downwards.

A century ago it was widely held that competition with imported products of underpaid foreign workers was unfair. Yes, there was a racist edge to this viewpoint, but it was more than that: Australians believed that workers were due a fair reward for their labour. Now, our trade enthusiasts rejoice at the bargains that consumers can steal by undercutting Australian labour through outsourcing goods from overseas.

It is a fiction that free trade or free foreign investment has ever featured in Australia's nation-building.

Results Have Not Conformed to Predictions
The neo-liberal prescription including free trade and free financial flows has failed to deliver on its promises of prosperity wherever it has been implemented. It is a fiction. Rosy predictions have been a feature of GATT rounds for decades (TWN 2001:30). "Nowhere has the IMF policy package led to stable, sustained economic expansion." (MacEwan 2002). The package has left impoverished and indebted countries all around the world — Mexico, Indonesia, Turkey, Argentina, Brazil, Africa to mention a few (Weisbrot 2001).

A new authoritative report co-sponsored by the UN Development Programme, the Rockefeller Foundation and others (Malhotra 2003) and based upon examination of evidence demonstrates that the assertion that trade and investment drive economic growth is plain wrong. "Trade expansion neither guarantees immediate economic growth nor longer-run economic or human development. Internal and external institutional and social pre-conditions largely determine whether and to what extent a country or population group benefits from trade." (p.21). "...integration with the world economy is an outcome, not a prerequisite, of a successful growth strategy." (p.28). "Cross-national comparisons reveal no systematic relationship between countries' average levels of tariffs and non-tariff barriers and their subsequent economic growth." (p.29). "...no country has developed simply by opening itself to foreign trade and investment." (p.30). "The quality of a country's public institutions is a crucial—perhaps the most important—determinant of its long-term development..." (p.36). "The only systematic relationship between countries' average tariffs and non-tariff restrictions and their subsequent economic growth is that countries dismantle trade restrictions as they get richer." (p.41, emphasis added. Also see Rodrik 2001, one of Malhotra's sources).

In Australia, the Government in the 1980s and 1990s promised that trade liberalisation and micro-economic reform would transform Australian exporting into competitive success, especially in sunrise industries, but this has not happened. Certainly, exports of elaborately transformed manufactures have increased in absolute terms. However, there is still a deficit in goods and services: though it kicked above the line in c.2001, it sank again into its normal negative territory in 2001-02 — to $1,975 m. For the year ended March 2003, merchandise imports exceeded exports by $12,471 m, or 11% of the value of exports (unrevised figures) and $16,000 m worse than in the previous year.

Yet trade optimism remains alive and well: "The [US] FTA also is an opportunity to...attract additional investment, and therefore more and better paid jobs for Australian workers." (Vaile 2003). This has to be a fiction, for foreign direct investment in a climate of mobile capital diverts a people's productive endeavours to enriching others rather than to building their own nation. D. Manzullo, US Congressman in lamenting the shifting of professional positions offshore (a foretaste of GATS) commented: "Increased global trade was supposed to lead to better jobs and higher standards of living... The assumption was that while lower‑skilled jobs would be done elsewhere, it would allow Americans to focus on higher‑skilled, higher‑paying opportunities. But what do you tell the Ph.D., or professional engineer, or architect, or accountant, or computer scientist to do next? Where do you tell them to go?" (Greenhouse 2003).

Foreign debt
That Argentina, Australia, Brazil and the USA, all of them sufficiently well endowed with natural resources to be largely self-supporting, finish up with mountainous debts leads a rational inquirer to suspect that something is wrong with the common economic policy framework that they all follow.

At 30 June 2002, Australia's net foreign debt stood at $329,763 m. Considering just the $16,290 m added during 2001/02, this is enough to employ 655,000 people at average earnings of $37,000. This compares with about 660,000 being the number of registered unemployed on Census Night 2001. While the similarity of these two sums does not prove causation, it is intuitively plausible that if the money which now haemorrhages overseas at the rate of $44 m per day were invested locally as if in a closed system, it would keep everyone employed except for any regional or temporal fluctuations.

The challenge in front of DFAT and trade optimists is to show that trade liberalisation can improve not just total trade, not just export performance: but the net balance of trade and dividends and so decrease the foreign debt. In other words, unless Australia can be satisfied that the US will tolerate an enduring worsenment of its trade position with Australia, then an AUSFTA is a rotten deal for Australia; and an analogous situation applies to GATS.

But US negotiator Zoellick has made plain that he hopes for an enduring improvement for US producers. And all other countries are trying to do the same for their exporters. Even during the two decades from 1981 when Australian exports were growing steadily, the foreign debt also grew. To reduce that debt Australia has to accelerate the growth in exports while reversing the current trend increase in its imports (J Garnaut 2003). Only managed trade, not free trade, can do that.

Of the net foreign debt, government debt constitutes only 3.7% while 76% or $252 bn is on account of private financial corporations. In short, the cause is not governments' fiscal deficits but the extent to which international corporations are investing in Australia's income-earning assets and shifting their profits and taxable potential offshore. There is no morally legitimate reason why Australia should live off the assets or lending power of other countries, nor is this sustainable, as in a roundabout way it amounts to selling the nation's family silver (capital assets) to pay for current consumption. It is a fiction that the foreign debt doesn't matter because growth remains strong. The growth is fuelling the debt.

Australia's current $330 bn debt compares with Argentina's debt of c.$A258 bn ($US 132 bn) during the peak of its economic and political crisis at the beginning of 2002. Australia will also be in financial crisis just as soon as international moneylenders lose confidence in the currency. However, the Australian Treasury has recently apparently even abandoned 'external balance' as an objective of policy (Gittins 2002), presumably because its neo-liberal policy framework has no remedies for the burgeoning foreign debt — except trade deals.

Competitiveness and Efficiency
Much is made of the need for Australian producers to be 'internationally competitive' if they are to succeed on world markets. This condition is a variable, not an objective standard. The prices for which goods and services can be sold internationally depend on many factors or ingredients, notably:

1.
The direct costs of production and the 'efficiency' with which the producer uses input resources.

2.
Factors influencing supply and demand — for example, consumer preferences, natural disasters, advertising... all balanced effectively enough by the market.

3.
Domestic wage-price cost structure, including taxes, interest rates and institutional constraints, measured by purchasing power parities.

4.
Exchange rates of the relevant currencies.

5.
Tariffs or subsidies, cartel or governmental quotas on production, transfer pricing by corporations.

The terms 'internationally competitive' and 'efficient' are used loosely to embrace all of these factors. But only the first two are accepted by producers as ingredients of 'fair trade' and to require them to compete on the other three is unfair.

The third item reflects purchasing power within a country. Taking Australia as an example, manufacturers are locked by various taxes and charges into Australia's high level of civic amenities — such as libraries, universal education, CSIRO, public transport, the ABC and the social welfare net. Trade-fuelled pressure to reduce taxes and the size of government is directed at squeezing these 'overheads' out of the cost of doing business. In a globalised economy, say the pundits, 'There is no alternative', if Australia is to compete with those countries that do not impose these costs on business. The end result can only be a decline in the quality of civic life — and, ultimately, in production, which also benefits from these forms of infrastructure because many or most are public goods under-provided by the market. If Australia wants to adopt such a peasant-society model for its future, let that be the result of an informed debate, not an unintended consequence of a poorly understood trade policy.

It is a partial fiction that tariffs and like instruments, the fifth ingredient, 'distort' trade by protecting 'inefficient' producers from competition: their traditional purpose has been to even out the third and fourth ingredients of pricing, so that producers can compete over the first two ingredients on even terms. (They have fallen out of intellectual favour because in pendulum fashion they have been over-applied to subsidise producers beyond a fair levelling of the third and fourth ingredients. The price support scheme for wool was an example: Australia jacked up the floor price to way above the fair cost of production and long-term trends, leading to the scheme's collapse in 1991). (Richardson 2001). Nevertheless, the impartiality of the global marketplace is a mirage because no matter how hard the WTO and the Australian Government try to eliminate the fifth ingredient, the third will always be a variable and it is neo-liberal policy that the fourth remain so.

Competition between evenly matched achievers can spur them on higher achievement - in the field in which they compete. But if the field is lopsided, with little hope of levelling, they will withdraw from the contest by, for example, shifting offshore. Also, by aiming to be competitive in global markets, a country is obliged to keep its wages low, committing it to perpetual under-development.

Exchange rates and purchasing power
Official exchange rates have been floated for about half of the national currencies (Australia's dollar in 1983). One reason for floating was to allow currencies to reflect genuine financial fundamentals rather than the potentially misguided policies of governments. The unwise policy to prolong the tie between Argentina's peso and the US dollar certainly precipitated that country's economic and political crisis in 2002. For floating currencies the exchange rate is set by balances in foreign currency transactions. These financial markets are connected only indirectly and weakly with the national production markets which determine national prices (the primary ingredients of GDP), or with the underlying robustness of each nation’s economy. The margins in financial trades are a complex resultant of geopolitical deal-making, wars, sanctions, corruption, hedging and gambling by futures traders, other forms of financial speculation and market jitters — as well as policy and economic fundamentals, of course. Ninety-seven percent of world transfers of funds are not supporting transfers of tangible goods and services. The Asian currency crisis of 1997/98 showed starkly that, in the absence of a global financial regulator, financial markets are becoming vehicles for institutionalised gambling. Among international investors, the 'herd instinct', 'irrational exuberance' and 'momentum trading' are now well known.

The problem is that the differences in prices which make foreign goods cheaper or dearer than Australian equivalents are partly an artefact of the currencies' exchange rates. This is manifestly unfair to rural, industrial and services producers, who can meet best practice employment, production, technological and marketing standards but can still be bankrupted by shifts in exchange rates over which they or even their government has no influence. The trigger for the downfall in the 1990s of mining giant Pasminco (not that it was a model of corporate good practice) was its bad-guessing of movements in the exchange rate of the Australian dollar.

GATS superimposed on an AUSFTA will expose most enterprises in Australia to fluctuations in foreign exchange because they will be vulnerable to competition from enterprises in countries which enjoy lower-rated currencies. The present cushions allow domestic firms to differentiate on the basis of quality of service, cultural enrichment or innovation but these qualities will be swamped by differences in price.

It is a fiction that by freely floating the exchange rate, market forces will ensure that Australia's currency reflects fundamentals. A free currency will always be vulnerable to speculation or even deliberate action by competitors to hold down their own currencies to gain trade advantage. There is every indication at the date of writing that both the US and China are doing just that.

Economic efficiency and resource efficiency
In economics, 'efficiency' refers to capacity to market a good at a lower price, embracing all five of the ingredients of efficiency listed above. Economics assumes that the price mechanism automatically achieves the most 'efficient' allocation. In common language, efficiency refers to capacity to produce a good less wastefully, confining the term to the first ingredient. The difference in meanings is not just semantic but goes to the heart of the flaws in trade policy.

There are two main sources of divergence. One is differences in purchasing power or exchange rate, as explained above. The other applies when 'costs' do not reflect the true costs of inputs. Economics understands this because of its awareness of tariffs, export subsidies, dumping and other price-distorting trade practices. But these are not the only forms of distortion. Perhaps the most significant is the under-pricing of natural resources, which happens when products are priced too lowly to accommodate the replacement cost of the resources used to create them. Unaided markets regard natural resources as the free gift of nature until some human agent has commodified them.

For example, although the transport between countries of similar goods produced by near-equally competent suppliers may be economically 'efficient', that is profitable to the traders, it is wastefully 'inefficient' in use of resources. Free trade is not about efficient allocation of scarce resources in any material sense, but about accruing profits to the traders. The apparent efficiency is a fiction of accounting. Oil is the resource most illustrative in this debate.

Economic efficiency neglects fuel efficiency
There is wide agreement among expert petroleum geologists that the rate of production of oil is now peaking, that about half of the world's readily accessible oil reserves have been consumed. Beyond 2010, it will become increasingly difficult for suppliers to pump oil at a rate sufficient to sustain modern industrial societies.

Oil reserves have already been depleted beyond the stage when they can adequately supply vital services or mechanised agriculture in the long term, especially considering the claims of developing countries. Most industrial activity is dependent upon energy. Theories of growth have credited it to human ingenuity and have neglected the silent but indispensable contribution of fossilised energy, currently being squandered at the rate of 28 years’ worth of the sunshine it stores every day.

This factor alone lends special urgency to the need to avoid wasting fuel by flying and shipping staple goods around the world. In the interests of global energy conservation, international trade should be discouraged not encouraged.

The notions that oil is not a constraint on transport or that some other fuel will emerge quickly to take its place are fictions. Failure to factor the looming oil peak into their advocacy of international trade is a major deficiency in DFAT's analysis so this subject is explained further in Appendix 1.

Trade based on currency disparities is unfair
When two countries trade, the higher-wage partner is able to buy goods at prices less than their true (domestic) cost. Intuitively, this is unsustainable. It is also unfair, because the lower-wage partner does not share the windfall. Free trade obliges poor countries to purchase their sophisticated imports such as machine tools, computers, oil and foreign expatriates at prices set by the industrialised producers, but they can sell their commodities or services only in competition with other poor countries, driving prices down so that the rich countries can pick bargains. Prices for primary commodities in 1993 had fallen by more than 50% from 1990 levels relative to prices for manufactures. (Rees 2002).

Trade causes countries to dedicate their raw materials, labour, infrastructure, industrial capacity and perhaps their educational system to producing goods and services for the benefit of countries other than their own. This is unjust, and for that reason should not and cannot endure.

Ambiguous Definitions
A number of terms used in trade analysis are not what they seem. Some concepts which are widely taken to be absolutes are in fact variables, some terms are used loosely.

Globalisation and globalisation
There is a curious contrast between Western governments' conviction that globalisation of economies is inevitable, but their reluctance to embrace globalisation of justice or environmental standards. Two examples of this reluctance are the near-sinking of the International Criminal Court in mid-2002 in the teeth of hostility from the US; and the failure of the Johannesburg World Summit on Sustainable Development later in 2002 to make any important advances while it contemplated the near-failure of environmental policy since Rio in 1992.

Globalisation is a multi-dimensional term (Disney 2002). It is used to describe a process of internationalising relationships between people, businesses, community groups and governments. Given the development of telecommunications, this process is probably inevitable. Certainly the Internet cannot now be de-invented. But globalisation is also used to describe a specific program, the neo-liberal agenda of deregulation, privatisation, free trade and free financial flows. Judging from its publications and DFAT's submission, the Australian Government views globalisation in these narrow economic terms. This form is a social construct and claims in Anglo-Saxon countries that it is irreversible are a fiction. In a majority of countries — even developed countries — it is not even the dominant ideology (Disney 2002; Capling 2002).

Trade freedom and political freedom
One misleading feature of the trade discourse is the fiction that open trade borders equate with political freedom or even with democracy (e.g. Howard 2002, CIS 2003, Oxley 2003a). These are all very different entities. It is possible for free trade to co-exist with an authoritarian state like China or even a corrupt military dictatorship; and for a highly democratic and liberal society to maintain protectionist trade and investment policies, as did Australia prior to the mid-1980s. It is even possible to mount a case that Australia was then the most politically liberal society on earth, while maintaining a soundly protected trade regime.

The components of the Economic Freedom Network Index, a survey of 123 countries sponsored by Canada's Fraser Institute, are to do with securing privileges for business — not about democracy or securing economic prosperity for employees. The market is a device to iteratively test the relative bargaining power of the players.

A special case of ambiguity is the multiple meanings of 'liberal'. A 'liberal' trade regime is consistent with and may even require a non-liberal approach to democratic pluralism. Note the following quotes from advocates of free trade:


"...most developed and developing countries lack the domestic political requisites to undertake and sustain unilateral trade reforms." "...international treaties...can strengthen the hand of governments and shift the balance of interest group politics within the domestic sphere. ...binding international obligations help protect governments against powerful protectionist interests at home and mobilise the support of domestic exporters." (Sally 2003:3) and "...cave in to protectionist interests for short-term political advantage..." (Sally 2003:11). "...rather than lose a by-election, politicians will swallow their principles and cave in to protectionist pressure." (Arndt 1992).

These statements can be translated to mean "weaken democratic responsiveness of governments to the concerns of their constituents". The neo-liberal portrayal of anyone who supports industry protection as a 'vested interest' captures in that patronising term not only lazy manufacturers and big-business manipulators of governments but also civil society, public interest associations and unions. Yet it is entirely possible for a union which advocates retention of production capability in this country to be motivated by national interest considerations alongside its defence of members' conditions. There is a very élitist dimension to the language of free trade, language which opposes submitting trade policy to the judgement of the electorate and which sits uncomfortably with the language of freedom and individual liberty.

It is a feature of trade rhetoric that the benefits tend to be asserted rather than proved. Most expositions commence with the theory of comparative advantage; then move to claim that jobs and economic prosperity will flow freely; then denigrate the critics (such as the protesters at Seattle) as being anti-capitalist, or green extremists, or parochials out of touch with the real new cosmopolitan global world, or hypocrites because they happen to use the Internet, or vested interests with their snouts in the protectionist trough. One of DFAT's chosen special advisers, Alan Oxley has been known to engage in this kind of rhetoric (2001, 2003a).

'Free' and unfree trade
The focus which the US is placing on protection of intellectual property rights betrays the weakness of the connection of this FTA with genuine free trade. Intellectual property, of which the US controls a disproportionately large share, is a trade-related barrier, a monopoly created by the state. Its ostensible purpose — to allow innovators to recover research and developmental costs and to recoup an adequate reward for their inventions — loses meaning when claimed, for example, by Microsoft which vacuums rents from the whole world because it was smart enough or lucky enough to buy a monopoly on a sub-standard PC operating system in 1980 (Stone 1997). Intellectual property is now a device to suck reparations from the entire world into the centres of innovation and the companies which control them. This is profoundly regressive, as fewer than 2% of patents world wide are held by developing countries (Mendoza et al 2002).

In a move which would favour US corporations and disfavour free expression and free trade, the US is likely to seek to extend copyright from 50 years (as it now is in Australia) to 70 years (as in the US) or even longer.

'Free' trade is a regressive fiction in another sense. Global trade is largely the turf of companies with the capacity to engage in the research, marketing, administration and other overheads necessary to trade internationally; as well as having the scale of operations. It is not essential that such companies be large corporations, but the nature of this trade does tend to exclude sole proprietors, small firms, family farmers and other small business enterprises.

Consumers are also Producers
A paradox is the emphasis by advocates of trade on reduced cost to consumers and the corresponding lack of concern about the effects on producers. Consumers are said to benefit from the low prices that international competition brings. The corollary of low prices paid by consumers is low prices paid to producers. That low prices can be of economic benefit to both is, as a generality, a logical impossibility, a fiction. Even though trade advocates argue that low prices have the beneficial effect of forcing producers to become more efficient (that is, usually, to waste less labour but to waste more underpriced natural resources), it could equally be claimed that low prices encourage consumers to be less efficient (that is, to waste more products), which is bad for the economy and ultimately bad for  society.

Before GATS, the producer classes which have suffered most as prices have fallen because of free trade have been manufacturers (who have responded by moving offshore or going out of business) and farmers (who cannot move and who have in Australia been staying in business through increasing their debt). Low prices for producers mean less investment, less labour employed, fewer goods and services purchased. If this deliberate hollowing out of an economy is beneficial, then the meaning of 'economic progress' is turned on its head. This loss of vigour bears unfairly upon rural and working people, as their job prospects, wages and security evaporate. 'Those jobs have disappeared forever', the (salaried) commentators have pontificated.

GATS will extend this beggar-the-producers policy to services industries and the professional and administrative classes. For this reason, after GATS, many more consumers will also find themselves classified as producer-victims. While low prices enable them to buy more, low prices mean that they receive less for their labour, or are forced out of employment altogether as production shifts overseas. The FTAs can buy access at the price of profitability. The Government seems to be zeroing in on access, regardless of whether the prices we receive cover the cost of sustainable production (McGovern in evidence). See also Malhotra (2003:41).

GATS is being promoted as a new cornucopia of income for Australia, but it is more likely that the supply of services will shift offshore; this is already happening even without GATS (see below). The notion that Australia can improve its economy by sourcing services offshore (EAU 2000) is anti-intuitive. Certainly, costs might be reduced, but 'costs saved' actually means 'investment forgone' — on Australian jobs and development of local capacity.

In any case, it is a fiction that the best interests even of consumers lie in reducing costs. Low prices inhibit craftsmanship and quality. Under severe cost pressures firms cut corners with product standards or after-sales service. It is now frequently difficult to buy spare parts for manufactured goods, as importers of global brands do not even hold inventories in Australia. Low prices encourage planned obsolescence. Low margins work against research and development which in any case is generally under-provided by the market. Profit or the expectation of future profit is the basis for future investment and a major source of material progress in a capitalist economy. Parliamentary Secretary Sharman Stone (2003) in referring to corporate competition within Australia, has lucidly expressed this in the following terms:


"A community that pays less than the total cost of production, in particular, for food and beverages, will ultimately pay the price through degraded natural resources and human capital. ...economic, environmental and social sustainability is under threat when retailers use their market power to force prices to suppliers close to or below their full cost of production."

The story of oil prices also illustrates the point. Low oil prices in the 1980s discouraged energy conservation, new generation technology and, of course, exploration for new reserves. It has led to a decline in the 'human capital' in the form of a network of skilled petroleum geologists able to assist with a transition to a new era (Fleay 2001).

Not Everyone can Profit Simultaneously
It cannot be possible for every country to run a trade surplus, as world totals must sum to zero. The trade-fuelled growth of the Asian 'tigers' in the past 20 years has been at the expense of the countries (including Australia) which have run up trade deficits. It cannot be possible that under AUSFTA Australia will win at the expense of every other country which signs up with the US; and it cannot be possible that new markets will arise from nowhere to absorb the claimed increased flow of products. Trade advantage is about edging some other country or domestic competitors out. If that were not true, international competitiveness would not be an issue in trade circles.

If trade is truly free, by definition it must be multi-lateral. This places upon trade policy the onus of demonstrating that the net and long-term consequences of free trade must be beneficial to all sides. This is a more difficult challenge than simply identifying some developing countries which have in recent years mightily profited at the expense of Western countries, notably Australia and New Zealand, which have opened their borders to imports.

DFAT uses the undeniable growth in East Asian economies in the 1980s and 1990s as evidence that 'globalisation' brings wealth (EAU 2003). The fact that WTO rules might enable developing countries to benefit from export to rich countries is clear enough; but the prospect that others of their industries might be crushed by the reciprocal opening of their economies to foreign goods or services is a necessary corollary. If a rich country is to open its domestic markets to imports from developing countries, it will demand the right in return to press its own surpluses onto them.

The fact that a country which exports more than it imports increases its economic prosperity doesn't prove the free trade argument: it simply demonstrates that if you sell more goods than you buy, you will end up with money in your pocket. Australia jump-started its economy in that way, notably in the gold rush era of the mid-1800s and then the golden era of wool in the 20th century. It simply happens that China is now the country able to thrive by importing capital and exporting goods; but this phase, too, will pass. What eludes the world is a sustainable model of trade (Stiglitz 2003).

Put in other words, it may well be true that "Exporting labour intensive industrial and agricultural products has proved the fastest way to expand productive employment opportunities...in developing countries" (EAU 2003:xi), but it is a fiction that all countries can do that all the time. Lately China has been securing market share at the expense of other developing countries. If China has been successful in trade, it has not been because it has adopted the whole neo-liberal policy package: China retains currency controls, selectively protects its markets in manufactures, maintains an undervalued currency and allows state-owned banks to dominate its banking system (EAU 2002:33,169 etc).

Oxley (2003a) asserts that the expectations of the manufacturers of the US to expand exports to Australia by $US1.8 bn and the expectations of Australian farmers and manufacturers to increase exports to the US by $2 bn are both valid. US negotiator Zoellick has expressed his intention that an AUSFTA will enable the US to increase its exports of food to Australia. This can be so if other domestic firms or other countries proportionately lose a share of this trade; or if some goods cross the oceans twice (e.g. once as grain then again as lot-fed meat); or if similar produce is exchanged (e.g. fruits in alternating seasons). None of these options is necessarily going to help Australian producers overall, though they may be profitable for individual firms or industries. Farmers in particular are misled, for there is a well-known inelasticity (Engel's Law) in the upper quantum of food that people can eat. In other words, the AUSFTA is about elbowing competitors out of the trade; it is anti-competitive and, in neo-liberal language, about establishing an anti-free trade cartel.

It is accepted that trade and foreign investment can bring systemic benefits such as by permanently increasing a country's stock of infrastructure and knowledge. However, trade does not automatically do this. Trade in staples which both countries can produce, and foreign investment which by mergers and acquisitions simply replaces local capital in viable businesses, are generally wasteful of the human resources of the importing country (UN 2000, Singh 2003).

Destroying Sunrise Industries
As a case study, the DFAT book India: New Economy, Old Economy (2000) offers a glimpse of the world after GATS. The book outlines commercial opportunities that Australian businesses could exploit. An intriguing suggestion is that Australia could outsource much of its IT software development and call centre or data processing tasks to India, which has a high penetration of English but much lower labour costs. The report cites approvingly ANZ's outsourcing of 20 per cent of its technology staff to India. It is understood that Telstra, which is majority-owned by the Australian Government, has picked up on this idea and has shifted some of its call centre functions to India. This sounds like a recipe for condemning Australia forever to be an exporter of raw commodities.

If even new-technology jobs such as IT programming are moving to India, not many services other than those such as tourism which are geographically anchored, will be shielded from shifting overseas. GATS does not square with the Government's positioning of Australia as an information-rich economy. Under GATS there is no reason why even core governmental policy analysis won't shift offshore to think-tanks based in the Third World or the USA. Economic analysis like CIE's can be done in New York or Chicago, since the same neo-liberal consensus prevails in both countries; and since the US will insist that under an AUSFTA any domestic favouritism clauses be removed from government procurement policy. So long as a country has a class of educated English speakers, there is no neo-liberal reason why they could not be contracted to do almost any task for which the inputs and outputs can be mailed or e-mailed.

There is something screwed up and fictional about a policy that invites Australian businesses to invest in and profit from building other countries' sunrise industries.

For the year after John Howard opened JDS Uniphase's advanced communications factory in his electorate in April 2001 with considerable optimism, it reportedly generated $112 m in exports and $500 m in economic activity. In July 2002 it was announced that the facility would shift to China and the intellectual property, of Australian origin and generated largely at public expense, would shift offshore too (Crowe 2002). Footloose capital, sucking economic juice out of every country's labour and creativity, is a feature of GATS to come.

Free Trade Pushes Out Public Services
Clearly the proportion of Western economies devoted to services is rising compared to goods. This phenomenon is no doubt a result of the decline in the relative cost of goods, brought on by free trade and other pro-competitive reforms. In other words, as goods decline in cost, consumers have a higher proportion and quantum of discretionary funds to expend on services.

The falling real costs of goods has one little-appreciated consequence: that if public services such as education, health, parks and policing are to maintain their effectiveness, the proportion of the nation's income dedicated to them must rise. This is because these services are inherently labour-intensive and offer small scope for improvements in productivity compared with the improvements possible in manufacturing through technological change or outsourcing to low-wage countries.

This phenomenon offers some insight into one of the reasons for pursuit of GATS. Business and the Commonwealth Government see GATS as a method of reducing the costs of services within Australia; business because it will maximise returns to managers and shareholders and the Government because it will be able to avoid increasing the tax take, to reduce the influence of unions, and to downsize public sector employment.

The implications of an AUSFTA or of GATS on taxation is scarcely explored in the official documents but could be profound. There is already a significant leakage of corporate taxes away from Australia under current arrangements; harmonisation under an AUSFTA together with presumed increases in intra-firm transfers could worsen this trend. Also, under GATS, services providers could perhaps shift their corporate offices off-shore and pay taxes at Bangladeshi or Chinese rates, even if the labour they employ resides in Australia.

Let Australia Learn from Canadian Experience
Since the coming into operation of the North American Free Trade Agreement on 1 Jan. 1994, there has been a great deal of retrospective analysis in Canada on whether the agreement was beneficial and its possible effect on Canada's economy, cultural identity and sovereignty. Given the many similarities between Australia and Canada in cultural origins and form of government, Australia could learn a great deal from Canada's experience. However, an evaluation of Canada's experience seems to be missing from public debate here and from DFAT's analysis.

For example, it has been reported that under the NAFTA, Canada is obligated to sell natural gas to the USA at low prices, even at the expense of meeting its own requirements (Ruppert 2003). Canada is now using its natural gas to boil water to generate steam to extract oil from its tar sands to throw into the continent's oil maw. 'Efficient' this may be in terms of conventional economics if the companies can turn a profit, wasteful in every other sense.

Under NAFTA, Canada was supplying about one-third of the softwood timber market in the US. NAFTA did not prevent the US lumber companies from claiming (probably correctly) that Canadian taxpayers were subsidising the sales of timber from public forests; and so in March 2002 (Oliphant 2002) the US announced its intention to apply tariffs ranging from 20-28% on Canadian non-maritime timber. "The real free-trader Bush will eventually emerge", soothed two US senators (one from each side of the partisan fence). Either way, the promises that Canada would gain under NAFTA have proved to be a fiction.

I am a member of POLCAN, an email group with 1755 participants, mainly scholars and practitioners interested in Canadian public policy, residing around the world, no doubt from both left and right of the political spectrum and no doubt of both wet and dry economic persuasion. On 5 June 2003 I asked the list to suggest published works or other sources analysing the Canadian experience with NAFTA post-1994. I received responses from about 21 participants. They almost universally cautioned Australia against entering into an FTA with the USA.

The most comprehensive personal response was by Sayers who clearly does not commence from an anti-trade position. It is reproduced in Appendix 3. Some of the crispest phrases from other respondents are extracted below:


"Since Howard is an unapologetically dry neo-liberal, it’s not surprising that he seems to appear to think that there’s nothing at a paradigmatic level that is of concern in relation to this Aus-US deal."


"Thank you for your message and a timely one at that, given the new Conservative Leader Peter MacKay has just announced he will strike a party commission to evaluate Canada-US free trade!"


"My conceptual core is the argument that the WTO and NAFTA comprise an external constitution...".


"I am not surprised at all the Australian Conservative government wants to rush a FTA with the US. This is the way it happened in Canada, and especially in Mexico. Optimistic assessments of NAFTA (some blatantly cheerleading) abound...".


"The thought of another country wanting to establish a free trade agreement with the USA saddens me. If nothing else, I wish that the rest of the world could learn from Canada’s mistakes. ...Sometimes when I study it, it is still difficult to believe that an elected government that was supposed to be protecting Canadian Interests actually agreed to the document. ...Please examine Chapter 11 of NAFTA and opinion pieces (and legal cases) surrounding it. If anything such as this is in Australia’s agreement, then you should start building the coffin now."

Let Australia Learn from Mexican Experience
From the outset, Mexico approached the NAFTA negotiations from a position of economic and political weakness (in particular, its foreign debt was crippling and it had an ongoing peso crisis) and this was known to all. It had no fall-back strategy: its political leadership staked a great deal on the completion of the deal and the US took ruthless advantage of this vulnerability (Cameron et al 2000:ch.11). Also, Mexico had a more authoritarian political apparatus and was not able to pretend during the negotiations that it would have difficulty in gaining domestic acceptance for the NAFTA or for the inevitable structural adjustments.

That Australia would enter AUSFTA negotiations by publicly announcing (in Advancing the National Interest (Feb. 2003) and in numerous media releases (e.g. Vaile 2003a)) that it was committed to achieving a deal demonstrates naivete on the part of the Government or DFAT, or at very least an ignorance of Mexico's experience. Vaile is even reported to have admitted (Colebatch 2003) after a business trip to the USA "We were consistently urged by the (US) private sector to...complete the negotiations as quickly as possible...". They would, of course, wouldn't they.

Mexico's experience since 1994 should also be sobering. Reportedly, since 1996 US farm subsidies have been based on income support rather than regulated floor prices (Schubert 2003), a program which allows agribusiness to lever down prices paid to US farmers, making the products competitive with Mexico's. Mexican small farmers are being forced off their lands, unable to compete with government-subsidised imports from the USA's mechanised corporate farms. Mexico's unemployment increased by some 2.5% last year, as border factories moved operations to the Far East (Borden et al 2003). If Mexico, with the advantages of low labour costs and proximity (low transport costs) is unable to gain traction against US farm subsidies or competition from lower wage countries, it is difficult to see how optimistic claims that Australia can do better are anything other than fictions.

United States' Unilateralism
An understanding of the dynamics of the US approach to trade is critical to crafting a negotiating stance, but seems to be missing from DFAT's analysis.

The United States has a long-established habit of abiding selectively by international agreements, while forcing other countries to abide by theirs. The origins of the hypocrisy of the US are well described in Kane (2003) as 'US exceptionalism' and can also be identified in the split responsibility of the President and the Congress for foreign policy. The administration can promise deals which Congress vetoes, both parties maintaining assurances of their good faith. Garnaut (2003) and Oxley (2003) agree and Zoellick has remarked on the US' record in enforcing international rules against other nations (2002). Former Prime Minister Malcolm Fraser wrote: "On trade matters, hypocrisy has reigned supreme." (Charlton 2002). Commentator Irwin Stelzer has been even blunter (2003) and foreshadows the constraints which an AUSFTA or GATS would place upon the capacity of Australia to forge an independent foreign policy. On 23 June 2003 the US Senate's Finance Committee unveiled a bipartisan bill aimed at triggering trade retaliation against those countries which "unfairly" restrict their imports of farm produce from the US (Reuters 2003).

In all this tactical positioning history is simply being re-played. A major premise used to persuade the developing countries to accept the 1993-4 Uruguay Round and the creation of the WTO was that it would end US unilateralism (TWN 2001:33). No such end is in sight. Similar unrealised expectations were held by Canada prior to its trade pacts (Sharp 1995).

A likely scenario is that US trade negotiators will promise deep cuts in farm protection — but phased in, over a decade or so, and not to start until one or two elections hence. At that time, there will be some good reason why they can't actually be honoured — or none, given that no country can succeed in forcing the US to do what it does not want to do. Another likely scenario is that the US will also sign an FTA with South America's low cost countries, further undercutting Australia's farm and other producers. In public affairs, no reform ever proceeds according to plan: new initiatives are overlaid incrementally on the existing tapestry, with no grand design and no grand designer. Scenario planning can help to avoid egregious follies but seems to be missing from DFAT's published analysis.

The child-like innocence of Australian trade policy analysts in taking US claims of commitment to free trade and open borders at face value is intellectually naive and poorly informed by history or political science. It shows that analysts are not reading even the North American newspapers, let alone the academic literature.

The Real Motives Behind an AUSFTA
It has been reported (Garnaut 2003) that Cabinet resolved to seek a FTA with the USA late in 2000. However, interest in the Bush administration did not match Australia's new-found enthusiasm until well into 2002. It is curious that the US wishes to negotiate an agreement with Australia. The US has no need to export to Australia, which is by comparison a small power (about 15th in trade importance). It is also curious that the US' willingness to sign free trade agreements with other countries seemed to increase after the Afghan war. Agreements are or are almost in place with Israel (1985), Jordan (2000), Singapore and Chile as well as NAFTA — six nations in 18 years; negotiations are foreshadowed or are now in progress with Mediterranean countries, Thailand, South America, Central America and Southern Africa — some 40+ nations.

Several possible reasons for US interest come to mind. Not one of these is likely to be in Australia's national interest. My speculation as to the motives may be quite mistaken, but my major point is that an analysis of these possibilities is missing from public debate and from the material that DFAT has published. The treatment of US 'objectives' (p.50, DFAT submission) is clinical and does not address motives.

The first is that the US wants to cement a network of countries into a pact which will bind them to comply with US foreign policy ambitions. Zoellick has admitted as much (2002, 2003).

The second possible reason is that FTAs allow the US to streamline its pathways for exploiting the resources of the partner countries. Any resistance by the partner countries can be countered by threats that the price of access to the giant US market is removal of barriers trade and investment. In this way the US can guarantee its access to the natural resources of the world. Australia is rich in natural resources. It is even possible that the US wishes displace China's access to the gas resources of the North West Shelf. The US faces a gas shortfall in the coming winter.

A third possible reason is to lock out the US' trade competitors in Europe and Japan. Evidence for this view is that the US is not pursuing FTAs with strong European economies or Japan.

The fourth, related, reason is that the US is becoming concerned about the level of its global trade deficit (>$US 400 bn p.a.) and wishes to even up the scales. If this be a motivating factor, then the prospect that the US will allow Australia to increase its share of US trade significantly is remote. Evidence for this interpretation is the administration's recent encouragement of a lower US dollar. If this trend continues, then the competitiveness of Australian products in the US market would evaporate. There is no reason why the US dollar must remain strong. If Iran, Venezuela or some other country denominates euros as the preferred currency for its oil trade, the value of the US dollar could move decisively against Australia's export interests.

A fifth reason explains the enthusiasm by business for the GATS: the prospect of gutting social and environmental regulation. Services spokesperson Drake-Brockman has tacitly admitted as such (2002). This deregulation profits capital at the expense of community, even for those firms that do not engage in external trade. Both the 1989 Canadian-US Free Trade Agreement and NAFTA were driven in part by a US desire to liberate its transnational corporations from irritating domestic regulations in its trade partners; and to enable them to capture maximal profits from their intellectual property rights (Clarkson 2001:3).

O'Donovan (2002) notes that not only the US has shifted ground. In 1997 the Australian Government rejected overtures from the Clinton administration for a bilateral FTA, on the grounds of low complementarity in the product mix: Australia was competitive in those products which Congress was most likely to protect vigorously. What has changed? To Australia's Prime Minister, security and foreign policy alignments, which have long been (correctly) quarantined from trade considerations; and the wheel-slippage in multilateral trade negotiations have changed. But the lack of complementarity remains.

Government's Enthusiasm
In February 2003, the Government released its White Paper on foreign affairs and trade, Advancing the National Interest. In this document, 'national interest' is equated with Australia's security and prosperity. Governance, social justice, treaty obligations and environmental protection hardly rate a mention. 'Prosperity' is to be achieved by liberalising trade and investment, as if there is no other avenue. This report is theoretically and logically shallow.

However, my main point in relation to this report is that in Chapter 6, it lauds the prospect of an FTA with the US. This was before the first US negotiating team had arrived on our shores and before the estimated economic gains plucked out of its models by the Centre for International Economics had been contradicted by peer review. This public enthusiasm for an FTA by the Government pre-empts the work of this Committee, commissioned by the Senate on 12 Dec. 2002.

The Government's enthusiasm for an FTA seems based on the assumption that "global power has shifted decisively to the US and that US hegemony will endure." (Kelly 2002; Vaile 2003a; Capling 2002). There are strong reasons to doubt that this faith is well grounded, although to demonstrate it would require another essay. The US is facing rising financial instability and international hostility. It would be prudent to recent economic trends within the US. For example, New York consulting firm RoperASW in 2003 for the first time in five annual surveys found that global support for favourite US brands has slipped (Miller 2003). There are also indications that the US has over-extended itself militarily (Wallerstein 2002).

Also, closer alignment means that Australia will be obliged to adopt US institutions, not the other way around (Quiggin 2003).

THEME III: THE SENATE COMMITTEE AS GUARDIAN OF THE PUBLIC INTEREST
The Senate Committee is being expected to carry a burden of original and fundamental policy analysis which ought to be performed by the Australian Public Service. DFAT is apparently conceiving its role as being to protect the Government's interests to the exclusion of the broader public interest; and there is no entity in sight other than the Senate Committee to patch up the deficiency.

The Senate Committee has a splendid opportunity to place on public record a careful analysis of the merits of free trade, an analysis to counter the misleading DFAT advice, such as is contained in its submission or in its report Globalisation: Keeping the Gains. In this section I outline some lines of investigation that the Committee might wish to pursue.

Erosion of State Sovereignty
It is likely that by relying on its external affairs power (s.51xxix) the Commonwealth would be able to claim legislative jurisdiction over matters that would otherwise fall largely or solely within the constitutional jurisdiction of the States. This would allow the Commonwealth to subvert the sovereignty of the States and the intentions of the Australian Constitution in two fundamental ways. First, it could force harmonisation within Australia, so hobbling the capacity for the State and local governments to innovate and explore creative solutions to problems. Harmonisation by its very nature will soften the more courageous or pioneering provisions (this is the 'lowest-common-denominator' syndrome).

Second, the Commonwealth could impose a weakening of the effectiveness of virtually any public interest regulation such as pollution controls, health warnings or labour standards. As GATS and an AUSFTA would both be pro-business, and the US negotiators especially so, then any pressure by the Commonwealth upon the States is likely to be pro-business and against the public interest. As GATS seeps into virtually all sectors of the community, including distribution, professions and advertising, virtually any public interest regulation could be vetoed by a Commonwealth Government captive to international corporations.

This undemocratic situation will be compounded if the Government allows investor-state litigation as has been included in the Singapore FTA. Such a provision amounts to an extra-territorial constitution (Clarkson 2002). Free trade agreements by their nature are signed between nation-states not corporations, yet corporations are the major beneficiaries (Kinley et al 2002).

These features of these agreements is likely to shake the foundation of the Australian federation to its roots.

Inconsistency with other national policies
Missing from DFAT's advocacy is a clear pathway by which the inherent tensions between free trade policy and other national policies are to be reconciled. For example, the object of increasing international trade is fundamentally contrary to the spirit of the goals Australia set itself in December 1997 at Kyoto to limit its emission of greenhouse gases to only 8% above 1990 levels (whether the freight debits accrue to Australia or not; and whether Australia ratifies Kyoto or not). Inconsistencies are likely to arise on many other fronts given that WTO rules place trade on a pedestal and require countries to adopt the least trade-restrictive method of achieving their policy goals.

DFAT and the Government do not seem to have drawn any connections between global terrorism and the poverty and hopelessness which have followed free trade everywhere as global prices for commodities have been propelled downwards. This is not an accident but a deliberate consequence of policy that allows large, mobile, technologically-savvy corporations to cherry-pick resources wherever in the world they can find them, at the expense of small local firms. That is the meaning of economic globalisation. Nor do DFAT or the Government seem to have suspected any downside to aligning Australia's strategic reputation with that of the global bully.

It should be possible for DFAT to tabulate the conflicts that AUSFTA and GATS will generate with other international policy objectives; and to postulate ways to reconcile them. This need not be left to JSCOT.

DFAT's Incapacity
My research for this submission has led me to conclude that DFAT has failed to fulfil its duty to the Australian public to act as an independent professional and non-partisan centre of excellence in foreign and trade policy. There are three main dimensions to this incapacity.

Political submissiveness
Of course, it is not possible for DFAT to publicly contradict the Government. Once the Government announced on 14 November 2002 that it was anxious to sign an FTA with the US; and indeed once Cabinet's decision to that effect in late 2000 became known within the public service, DFAT could not publicly support an opposing view.

I have neither desire nor enough inside knowledge to know where to assign blame for DFAT's apparent neutering so that it is merely an apologist for the partisan view of the Government. Capling (2002) considers that the Department of Prime Minister and Cabinet, rather than DFAT, is driving the AUSFTA. In my dealings, DFAT officers have been invariably polite and it may be no reflection on them that their portfolio is politicised; it may be due to incontrovertible directives from the Minister. To be independent, a department needs both internal capacity and permission to exercise it. If either is lacking, my point is proved, regardless of who is responsible. Ultimately, however, the Secretary is the custodian of the Department's professional excellence and of its internal capacity to evaluate policy issues on their merits, in a way that cannot be assigned entirely to the Minister. Also, the Department is accountable for the integrity of the materials that it publishes over its name.

By the way, 'politicisation' does not necessarily imply that appointments are partisan: it can mean simply appointment of acquiescent officers who see their role as only passive implementers and who lack the courage to speak truth to power.

Either acquiescence is deeply established or DFAT is analytically unable to discern the genuine intellectual and empirical case against free trade. Both are serious charges. Please note the following exchange in 2002 of emails between me and a senior DFAT trade officer, name withheld to protect confidences:


Edwards: I write in regard to the publication on your website "Open Markets Matter: The Benefits of Trade and Investment Liberalisation". ...I would be interested to read any parallel document outlining the disbenefits of free trade and investment. There are plenty of downsides, and a clear-sighted understanding of them is surely important when developing policy in this field, but I can't find much on your website.


DFAT: ...Regarding the “disbenefits” of trade liberalisation, I suggest you search your university library for alternative viewpoints. It is the government’s belief that trade liberalisation is, on the whole, beneficial to the Australian and world economies.


Edwards: ...Yes of course the Government is enamoured of the benefits of trade liberalisation. However, I did not address my inquiry to the Government but to the Public Service. If the Australian Public Service has lost its capacity to produce balanced analyses of topical issues, analyses that weigh up pros and cons carefully, taking into account public and civil society opinion, then Australia is in dire straits. ...If that balanced analysis is missing, then DFAT’s policy work is reduced to simply being boosterism for the Government, or big business, or the neo-liberal enthusiasts. This is unworthy of its tradition of independence and intellectual excellence.


DFAT: For your purposes, the Productivity Commission may be a more useful source of information on trade liberalisation and domestic market reform than DFAT. Unlike government departments, the Productivity Commission is an independent Commonwealth Agency, which does not report directly to a Minister.

This turns the traditional notion of public sector accountability on its head. Commissions, statutory boards and other qangos are usually constituted by appointees of the government of the day, whereas the public service is supposed to be staffed with non-partisan officers appointed on merit. It is charged with sieving and refining advice from all kinds of sources including think tanks and the community and qangos and economic fundamentalists; then subjecting them to critical policy analysis. Precisely because the Productivity Commission is not part of the core Ministerial department, it cannot undertake core policy analysis. Who, in the DFAT portrayal, protects the public interest, and who prepares Ministers for shifts in community and policy thinking? If DFAT has no internal debate about alternative lenses for viewing the world, it is not serving the Government well because it will have no answers when currents of thinking move on. If it does have such an internal debate, then why is it not presented dispassionately to the public to consider during these current deliberations?

The Commission lacks the breadth of the public service, which covers all sectors of society and all professional disciplines. The conceptual framework within which the Commission approaches its subjects is largely the neo-liberal economic one and its analyses of costs and benefits are usually based upon general equilibrium modelling (Toohey 1994:ch.9), which suffers from the systemic weaknesses discussed in Theme I above. For example, its staff research paper (Dee et al 2000) estimated that the world would be better off by $US 130 bn following liberalisation of trade in services. This figure has no relevance to reality and escapes the real question, who gains that $130 bn? It would seem that only public submissions and the Senate Committee's own deliberations will be presenting anything other than a neo-liberal, orthodox model of trade.

Analytical incompetence
By the Westminster model under which Australia is governed, it is the role of a public service department to both serve the government of the day and act as a centre of professional and policy excellence in its portfolio affairs. Given that the Government — not Parliament — has responsibility for signing international treaties, DFAT has the responsibility for in-depth policy analysis, evaluating the issues in the light of evidence and submissions and crafting agreements which protect the public interest. To do this has been made difficult by the Government's prior public commitment to an AUSFTA and GATS, but this has only made its independent role more indispensable.

An independent DFAT could acknowledge the Government's prior decision but could still identify genuine points of theoretical and policy contention and evaluate submissions on them. There is a large gap between a minimalist agreement which protects Australia's interest as far as possible and a maximalist agreement largely in the interests of another country or corporations. Within that discretionary gap DFAT has flexibility to exercise its administrative, diplomatic and policy capabilities.

Even if DFAT has been dumped in an unenviable position by the Government's prior commitment, its public advocacy is shallow and one-sided. A few examples follow.

DFAT in support of its advocacy of the AUSFTA quotes the Monash centre run by trade enthusiast Alan Oxley; and the Centre for International Economics whose modelling has been contradicted by ACIL (which has first-rate orthodox economic credentials). If DFAT is to mount a credible case, it will need a more balanced range of sources than just these.

DFAT's meetings with civil society sometimes amount to lectures about the merits of free trade (Capling 2002) and in its educational materials it shows little sign of acknowledging the legitimacy of alternative views.

On 24 March 2003 I wrote to DFAT seeking a copy of the main internal analytical critique which the Department had prepared on the draft ACIL report. By letter dated 28 April, the FOI decision-maker declined access on the basis that "...the agency is satisfied that the documents do not exist." This is a remarkable admission and suggests that there is no intellectual debate within the Department on the merits of the policies that it is publicly advocating; that external criticism is brushed off without even an investigation.

Goldfinch (2002) surveyed 93 members of Australia's economic policy elite inside and outside government about their views on the direction of economic policy from 1983-93 and found a remarkable degree of consensus. Some 40% strongly agreed and another 54% agreed with reservations; only 4% disagreed with reservations and 2% were neutral. Seventy-two percent of the respondents had degrees in economics; 43% of the economics degrees were PhDs. This disciplinary unanimity may explain the near-absence of social justice and environmental considerations from DFAT's analysis

I submit that the intellectual capacity of DFAT is declining and that it is no longer competent to offer 'frank and fearless', independent and balanced advice on the proposed AUSFTA and GATS. Please note that I am not alleging partisan bias, only professional inadequacy and supineness. The Government cannot rely on DFAT to advise it away from error.

Regulatory capture
DFAT admits (e.g. in its AUSFTA Briefing No. 2, 2003) that it has consulted "a wide range of individual industry bodies...". (emphasis added). Progressive NGOs are conspicuous by their absence from the list of bodies consulted.

Worse, DFAT commissioned the APEC Study Centre to run an analysis of the AUSFTA. The Centre is chaired by Alan Oxley, who is also Director of the AUSTA, a business lobby group with some 18/30 members being international corporations. It is unethical of DFAT to commission advocacy material from only one side of the ideological 'divide'.

It is even worse to commission this paper from a group run by a business lobbyist, to give the consultants "considerable assistance" (as the report's "Foreword" admits), then to pretend that this is dispassionate strategic analysis. If this happened in an Asian country, DFAT would be entitled to label it 'crony capitalism'.

Oxley has returned the compliments: in his newsletter The FTA Analyst Issue 11 of 9 July 2003, he assures readers that the Prime Minister and Trade Minister would not allow an AUSFTA to harm culture or public health. I suggest that the Committee investigate the cosy relationship between DFAT and the advisers it commissions.

The BHP connection
BHP Billiton has its logo on the title page of the 2001 publication by DFAT's Economic Analytical Unit India: New Economy, Old Economy. The company not only sponsored this examination of trade and investment between Australia and India but is described as the 'corporate sponsor' of the Unit itself.

Under FOI, DFAT advised me that corporate sponsorship of one of its Economic Analytical unit's reports at the time could be bought for $20,000. For that sum, a senior executive of the sponsor could sit at the top table with the Minister at the book's launch. This is crony capitalism.

A browse through a sample of other reports from the Unit and its predecessor the East Asia Analytical Unit showed that none before 1996 but all after that date were sponsored, by companies such as BHP/Billiton, ANZ, Pacific Power, Orica, Arab Bank, Emirates Airlines, Macquarie Bank and PriceWaterhouseCoopers. Austrade and Ausaid have also sponsored some, and this is not cronyism, for these are government bodies, but it does raise the question in Ausaid's case as to why some of Australia's parsimonious aid budget is being spent on promoting pro-business ideological positions in Australia instead of relieving Third World misery.

DFAT cannot claim convincingly that this sponsorship had no influence on its outlook. Since April 2000, on at least nine occasions Australian Embassy staff in Jakarta, including the Ambassador, have been lobbying Indonesian parliamentarians and officials on behalf of mining giants BHP Billiton, Newcrest, Placer Dome and Rio Tinto to overturn a ban on mining in protected forests at several sites in Eastern Indonesia. (O'Neill 2003; Senate Hansard Questions 715-7 — p.8645-7). The companies have threatened international arbitration to allow mining projects to go ahead. For example, in eastern Indonesia BHP-Billiton proposes to develop a huge nickel mine on Gag Island, now a protected forest, and plans to dump some 627,000 metric tons of mine sludge daily directly into the ocean (JATAM 2002).

DFAT's support for its corporate sponsor in its attempts to undermine Indonesian sovereignty in its environmental regulation is reprehensible.

Economics has a term for DFAT's behaviour: 'regulatory capture', the subversion of a regulatory or policy authority to the interests of the industries who are the subject of the authority's jurisdiction. DFAT has fallen under the influence of the corporate sector which stands to gain most from an AUSFTA and from GATS. Its advice is polluted.

The CIE-ACIL Spat
Modelling is a fictional representation of reality at the best of times, though of course legitimate if its assumptions are managed. ACIL's as well as CIE's modelling is based upon the fiction of general equilibrium theory. Clutching further fictions out of air, CIE assumed that foreign ownership will increase efficiency. Perhaps the fault is not all CIE's, for it was "...a study constrained by conditions that are unrealistically favourable to the agreement..." (Garnaut 2003).

Garnaut whose credentials as an advocate of free trade are undisputed, has argued (2003) that even the CIE modelling, if its restrictive assumptions are taken into account, finds that an FTA with the USA is not worth the effort.

The view of this author is that in one important sense, the spat doesn't really matter. Even if the CIE upper estimate is proved to be valid, the total increase in Australia's GDP would be only 0.3-0.4%, only 10% of average annual growth (3.8% in 2001-02). The simplest way to increase growth is to put the unemployed to work. Assuming that the irreducible minimum unemployment is 2%, so that an unemployment rate of 6% (certainly an under-estimate of those who would like more work than they can find) is effectively only 4%, and assuming that their labour would be half of the value of any production they generated, then a concerted effort to place this human capital to work would increase GDP by 2% p.a., indefinitely. This is seven times the supposed maximum lift from an AUSFTA. This calculation alone reveals that if the driving motive is economic growth, the hopes pinned on an AUSFTA are misplaced.

THEME IV: AN ALTERNATIVE
There is an alternative to the mercantilist notion that exporting to earn foreign money is the only way to wealth: sustainable self-sufficiency. Space does not allow elaboration, but it needs to be made clear that alternatives do exist. Indeed, self-sufficiency animated Australia's trade and economic policy until the 1980s. This need not be insular or autarchic.

Indeed, import-substituting industrialization, a related concept, was in vogue globally prior to the first oil shock of 1973, and was responsible for impressive rates of growth in developing countries (Rodrik 2001).

A large number of countries have enough natural resources to become more-or-less self-sufficient. Australia is one of them. The main obstacle to robust self-sufficiency is free trade and investment, which discourage manufacturers from deepening factory capacity, stultify research, down-value corporate loyalty and distort nation-building strategies such as building public institutions.

Under free trade, as in competitive markets generally, the strong become stronger and the weak fall further behind. This feature is well attested and has both theoretical and empirical explanations. It is the reason why trade practice laws to prevent misuse of market power are necessary. It explains that under free trade the US will enlarge its economy at the expense of its trading partners. The partners will be trapped because when faced with threats by the US to close the US market, they will nearly always abandon the policy and legislative tools they have to even up the odds.

Under self-reliance, trade liberalisation would revert from being an unwavering goal to a selectively applied tool. We could coax the legendary slumbering industries to sharpen up while preventing the energetic and innovative from being crippled by unnecessary imports, especially of products subsidised in direct or indirect ways in their own country.


CONCLUSIONS AND RECOMMENDATIONS
Conclusions
This article is not arguing against trade, only against simplistic free trade ideology. For a policy to be prudent, it must reflect a robust theoretical foundation and be supported by empirical evidence from those places or times that it has been applied elsewhere or previously.

The theoretical, logical and evidentiary case against free trade is so compelling that one is obliged to find another explanation. The only one that satisfies the clues is that Australia is now siding with corporate power, especially US corporate capitalism, against the interests of its own producers and communities, let alone the interests of developing countries. To take just one recent piece of corroborating evidence, Australia is apparently opposing the request by developing countries for procedural fairness including open minuted meetings at the forthcoming Cancun ministerial WTO gathering (Kelsey, pers comm; TWN 2003). So much for DFAT's claims that the WTO is democratic.

Those who advocate free trade as a generic policy are, in scientific language, attempting to solve a multi-factorial equation with a single variable. Factors such as exchange rates, hidden variations in wage-price structure, environmental deterioration, availability of natural resources and political jostling are variables, not absolutes to be assumed away.

Australia's industries are now feeding on their own flesh. In the 1980s and 1990s tariffs were reduced to force so-called fat and lazy industries to reduce costs. Now manufacturers and farmers are being told that their costs must be reduced in order to match international prices, that is, to maintain low tariffs. This beggar-the-country policy is about to be extended through GATS to the professions, service industries and administrative classes.

As Garnaut (2003) remarks, this agreement is not free trade, and is even antithetical to continued progress to free trade. A bilateral trade agreement by its nature discriminates against all other countries. AUSFTA is a one-sided trade cartel.

The AUSFTA is being presented as a gift. It is an attempt (Vaile 2003a) to lock the Australian economy into the US one, a political action with potentially profound ripple effects through Australia's foreign policy landscape. Apart from the political, social, military and cultural implications, it is economically misguided because the US economy has passed its peak. The era of cheap oil has passed leaving the US, which has ignored the signals, locked into a high-energy, high-inequality, high-environmental impact and high-debt economic model which is unsustainable. If Australia signs an AUSFTA, it will also lock itself into the same model and will reduce its policy resilience, its capacity to devise independent policy solutions to global uncertainties, its previous progressive international reputation.

How far Australia has fallen from the nation-building days of the Colombo Plan in 1951, when we conceived our national interest as lying in an independent self-sufficiency and in a generosity of spirit which accepted a mission in helping other countries to achieve their potential. How narrowly is DFAT now confining its vision to 'what's in it for business'!

Is there an alternative to free trade? Yes. Self-sufficiency is a valid alternative organising principle. Development studies in the 1960s came to the conclusion that to be successful, development had to be home-grown. Now, however, the very notion would bring mirth in orthodox circles.

Those orthodox circles have ignored the evidence that the neo-liberal model of free trade is failing, all around the world, even in our own country. I hold high hopes that the Senate Committee will conduct a thorough analysis where the Government's chief source of policy expertise in foreign affairs has failed to do so.

Recommendations

I RECOMMEND that the Committee commission its staff to do an in-depth literature search and evaluation of the Canadian and Mexican experience with a free trade agreement with the USA.

I RECOMMEND that the Committee commission its staff to explore the arguments in this paper and present a research paper examining free trade from an ideologically independent view, in order to bring evidence-led balance into the debate.

I RECOMMEND that the Committee inquire of DFAT about the cronyism and superficiality revealed in its policy analysis, along the lines of the attached Appendix 2.

Geoff Edwards

PhD Student

School of Politics and Public Policy

Griffith University

5 August 2003


REFERENCES AND BIBLIOGRAPHY
AAP. 11 July 2003. "LPG to Grow in Importance". The Australian Financial Review. Quoting Ray North of the Australian Liquefied Petroleum Gas Association.

ABS (Australian Bureau of Statistics). 2003. "International Accounts and Trade International Accounts — Foreign Debt". Year Book Australia. Commonwealth of Australia. Accessed 9 Jul. 2003.

Arndt, Heinz. 1992. "Stubbornly Defending the Free Trade Position". Colin Clark Memorial Lecture.

Batra, Ravi. 1993. The Myth of Free Trade. New York: Touchstone.

Borden, Tessie and Sergio Bustus. 27 June 2003. "NAFTA Forcing Mexican Farmers to Flee North". The Arizona Republic. Quoted in The Agribusiness Examiner.

Cameron, Maxwell and Brian Tomlin. 2000. The Making of NAFTA: How the Deal Was Done. New York: Cornell University Press.

Campbell, Bruce. May 2003. "From Deep Integration to Reclaiming Sovereignty: Managing Canada-U.S. Relations Under NAFTA". Canadian Centre for Policy Alternatives.


"The impact of nearly 10 years of NAFTA...has been clearly negative when measured against the only standard that counts ultimately when evaluating public policy: has it bettered the lives of those affected by it? Not only has NAFTA failed to deliver the goods it promised to the Canadian people, but it has also significantly eroded Canada's sovereignty—the capacity of government to carry out its democratic mandate." p.3.


"NAFTA has embedded neoconservative structures and policies. It has radically shifted the balance between the market and government, between investor rights and citizen rights. Worse....it has frozen this imbalance in a supra-constitutional arrangement that makes these neoconservative experiments difficult, perhaps even impossible, to reverse." p.3.


"...one can surely ask why it [NAFTA] failed to deliver on its own promises: secure market access, closing the productivity gap, more and better jobs, stronger social programs, generalized prosperity." p.4.


Major NAFTA impacts: "First, there has been a long and painful period of economic and social restructuring marked by income loss, employment loss, and the growth of insecure and precarious employment. ...This is not an unintended consequence. ...A little-publicized Industry Canada study showed that, in the first eight years of "free trade," new jobs from the increase in exports were more than outweighed by jobs displaced or destroyed by the growth of imports." p.4.


"Second, a negative social adjustment...has taken place under cover of the war on the deficit; and a cut in taxes, largely for upper-income groups and corporations, has occurred under cover of competitiveness. [Not solely NAFTA] ...Third...binding investor-state cases and other NAFTA provisions have put a chill on environmental and labour standards-setting throughout the region. ¶Fourth...protections for social services such as health care and education...are seriously flawed and, in tandem with the GATS, constitute a threat to domestic policy flexibility and options around health reform." p.5.


"Fifth, NAFTA gutted the auto pact...eliminating its ability to establish a domestic investment floor through minimum content requirements. ...Sixth, contrary to the promise that productivity would soar...Canada's productivity performance has been less than impressive compared to other industrialized countries. The Canada-U.S. manufacturing productivity gap, which was supposed to narrow, has in fact widened—significantly." p.5.


"Seventh, Canada has been losing out to the other NAFTA partners, especially Mexico, as the preferred location of foreign investors that want to produce for the North American market. ...[most] new direct foreign investment is in the form of takeovers of Canadian companies... Eighth, although the U.S. has grown as the destination of 85% of Canadian exports, up from 75%...Canada's share of U.S. imports (18.5%) is about where it was at the outset of free trade. Thus, Canada has become even more vulnerable to U.S. trade sanctions, without having improved its share of the U.S. market. ¶Ninth, there has been no significant diversification of Canada's industrial base. ...Tenth, the large increase in north-south trade has, as anticipated, weakened east-west commercial linkages." p.6.


"Trade is a tool, and equitable, sustainable development is the goal. Free traders always confuse the two." p.7.


"Further, it [a progressive government] must recognize that the path to a productive and prosperous society does not lie in a vicious international competitive cycle of cutting taxes, wages, standards, and basic public services. Rather, the path lies in a strong public commitment to invest in social, environmental, transportation, communications, research, and cultural infrastructure. It lies in measures that reduce inequality and strengthen social cohesion." p.8.


"Remember, U.S. harassment of key exports are, like Canadian winters, a fact of life." p.9.

Campbell, C.J. 2002. "Oil Depletion — Updated Through 2001". Downloaded 24 Jul. 2003. www.hubbertpeak.com/campbell/update2002.htm

Capling, Ann. 10 Sep. 2002. "The Global Trade System After September 11". Lecture to the Brisbane Institute.

Cato. 2003. Center for Trade Policy Studies, Cato Institute.

Chang, Ha-Joon. 18 Apr. 2003. "Kicking Away the Ladder — The "Real" History of Tree Trade". Paper presented at the conference on Globalization and the Myths of Free Trade, New York School University.

Charlton, Peter. 8 March 2002. "Bush Displays Lack of Free Trade Mettle". The Courier-Mail. Brisbane. Quoting Malcolm Fraser.

Clark, Colin. 1958. Australian Hopes and Fears. London: Hollis & Carter.

Clarkson, Stephen. 2001. "Systemic or Surgical? Possible Cures for NAFTA's Investor-State Dispute Process". Paper presented to 31st Annual Workshop on Commercial and Consumer Law. University of Toronto.


"By bestowing upon American and Mexican companies previously non-existent rights to 'national treatment', the Progressive Conservative government committed Canada in perpetuity, as well as the provincial governments and their successors, to desist from the kinds of industrial strategies that had formed the core of much federal and provincial policy activity for twenty years." Emphasis added.


Of Chapter 11: "It has imported an existing arbitration mechanism designed to handle international intercorporate disputes, turing it into a device to constrain governments' public policy-making capacity."


"...this right is not available to domestic corporations in Canada."


"The norms generated by Chapter 11 disputes can be seen as quasi-constitutional, because they control government behaviour in a way the government itself cannot change."

Clarkson, Stephen. 2002. Uncle Sam and Us: Globalization, Neoconservatism, and the Canadian State. Toronto and Washington: University of Toronto and Woodrow Wilson Presses.

Colebatch, Tim. 3 May 2003. "Australia, US Push for Trade Deal". Quoting the Minister Mark Vaile.

Commonwealth of Australia. (12 Feb.) 2003. Advancing the National Interest. Canberra.

Crowe, David. 26 Jul. 2002. "$500m Tech Plant Lost to China". The Australian Financial Review. Also 12 Aug. 2002. "MBO Plan to Stop Uniphase China Move".

Dasgupta, Partha. Nov. 2002. "Economic Development, Environmental Degradation, and the Persistence of Deprivation in Poor Countries". Inaugural Lecture of the World Bank's Distinguished Lecture Series.

Davidson, Paul. 28 Jul. 2003. "More on Outsourcing and Offshoring". Post on email group pkt@csf.colorado.edu.


"Comparative advantage ASSUMES full employment of all resources before and after trade and no movement of labor or capital across national boundaries. If either of these assumptions are violated, then implications of comparative advantage are NOT applicable!n ¶"see my book FINANCIAL MARKETS, MONEY AND THE REAL WORLD (now in paperback) for further analysis."

Dee, Philippa and Kevin Hanslow. Mar. 2000. Multilateral Liberalisation of Services Trade. Productivity Commission Staff Research Paper. Canberra: Ausinfo.

DFAT. 11 April 2003. "Submission by the Department of Foreign Affairs and Trade to the Senate Foreign Affairs, Defence and Trade Committee Inquiry into the General Agreement on Trade in Services and Australia/US free Trade Agreement." Commonwealth of Australia.

Disney, Julian. 16 Oct. 2002. "Globalisation and Social Justice". Inaugural Don Dunstan Lecture, University of Melbourne.

Drake-Brockman, Jane. 25 Oct. 2002. Address to the Gold from Green and EBA AGM. www.environmentbusiness.com.au Accessed 5 Jul. 2003.


"In general the barriers to trade in services are not tariffs or other barriers at the border. They are largely domestic regulatory barriers affecting who can do business and how."

Dunkley, Graham. 1997. The Free Trade Adventure. Melbourne University Press.

EAU (Economic Analytical Unit). 2000. India: New Economy, Old Economy. Canberra: Department of Foreign Affairs and Trade.

EAU (Economic Analytical Unit). 2002. China Embraces the World Market. Canberra: Department of Foreign Affairs and Trade.

EAU (Economic Analytical Unit). 2003. Globalisation: Keeping the Gains. Canberra: Department of Foreign Affairs and Trade.

Economic Freedom Network Index. 2003. www.freetheworld.com. Accessed 20 Jul. 2003.

Edwards, Geoff. 2002a. "Political Arithmetick: Problems with GDP as an Indicator of Economic Progress". Paper accepted for publication in Encyclopedia of Life Support Systems. Paris: UNESCO.

Edwards, Lindy. 2002. How to Argue With an Economic Rationalist. Cambridge: Cambridge University Press.

Fallows, James. Dec. 1993. "How the World Works". The Atlantic Monthly.


In the Anglo-American approach, "Competition is good, because it kills off producers whose prices are too high. Killing them off is good, because more-efficient suppliers will give the consumer a better deal."


"In the [German] Friedrich List view, this logic leads to false conclusions. In the long run, List argued, a society's well-being and its overall wealth are determined not by what the society can buy but by what it can make."

Fleay, Brian. 22 Jan. 2001. "USA's Triple Energy Whammy in Electric Power, Natural Gas & Oil". Internet news http://www.mnforsustain.org/fleay_bj_usa's_energy_whammy.htm

Galbraith J.K. (1987). A History of Economics: The Past as the Present. London: Hamish Hamilton. [Traces the currents of theory and practice in economics from ancient Greece to the present].

Galbraith, John Kenneth. 1979. The Nature of Mass Poverty. Cambridge: Harvard.

Galbraith, J.K. 1987. A History of Economics: The Past as the Present. London: Hamish Hamilton.


Referring to List, 1789-1846, German economist, on the tariff: "Its role differed greatly with the specific stage of development. It was not useful for a country in the early or primitive stage and not necessary for one in the final stage. It was, however, essential for a country that had the requisite natural and human resources as it moved toward its final development, and particularly if some other country or countries had got there first. Free trade was for the first arrival, where, as in Britain, it was, indeed, an attractive design for confining the later contenders to their earlier stages of development.


"Here was the strongest, most enduring and, for that matter, most nearly irrefutable of arguments against Adam Smith and his followers and their case for free trade: they were not affirming a universal truth; they were simply urging what was indubitably advantageous for the special case of Britain." p.94.


"No debate in economics would be more durable than that between those who, seeing free trade as a branch of theology, would admit of no sin and those who, seeing the needful case of young firms opposing the old, would plead for a limited absolution." p.95.

Garnaut, Ross. 2002. "An Australia-United States Free Trade Agreement". Australian J. Intl. Affairs 56(1).

Garnaut, John. 18 Jan. 2003. "Trade Gloom on the Horizon with Export Slump Set to Worsen". Melbourne: The Age.

Garnaut, Ross. 27 Feb. 2003. "Australian Security and Free Trade With America." Paper to Australian Business Economists' meeting, Sydney. Submitted in evidence to the Senate Committee.

Gittins, Ross. 6 Jul. 2002. "Government Abandons External Balance as a Policy Objective". Melbourne: The Age.

Goldfinch, Shaun. 2002. "The Old Boys' Network? Social Ties and Policy Consensus Amongst Australian and New Zealand Economic Policy Elites. Policy, Organisation & Society 21(2):1-25.

Greenhouse, Steven. 21 Jul. 2003. "IBM Explores Shift of White‑collar Jobs Overseas". Quoting Donald Manzullo. The New York Times.

Hamilton, Clive. 2003. Growth Fetishism. Canberra: The Australia Institute.

Harrison, Lawrence. 2000. Culture Matters. New York: Basic Books. Also April 2002 pers. comm.

Hartcher, Peter. 12 April 2002. "US Economy — A Hostage to Cheap Oil". The Australian Financial Review. p.27.

Howard, John. 3 March 2002. "The Free Trade Concept". Background Briefing. ABC Radio National.


"I don't think you can effectively pursue the goal of a fairer world and thereby remove some of the basis of the emergence of terrorism without policies of more open trade."

JATAM. Aug. 2002. "PT Gag Nickel Case Study: BHP-Billiton Threatens to Destroy a Small Island Ecosystem". Mining Advocacy Network. www.jatam.org/english/case/gn

Kane, John. 2003. "American Values or Human Rights?: US Foreign Policy and the Fractured Myth of Virtuous Power". Unpublished paper cited with permission.

Kasper, Wolfgang. 10 June 2003. "Economic Freedom Watch Report No. 5". Centre for Independent Studies. www.cis.org.au.

Keen, Steve. 2001. Debunking Economics: The Naked Emperor of the Social Sciences. New South Wales: Pluto.

Kelly, Paul. 31 Aug.-1 Sep. 2002. "Get Serious About Trade". The Weekend Australian. Inquirer p.28.

Kelsey, Jane. 9 July 2003. NZ academic. Pers. comm.

Kinley, David and Adam McBeth. 4 Sep. 2002. "Human Rights, Multinational Corporations and the International Trade System: Present and Future". Castan Centre for Human Rights Law. www.law.monash.edu.au/castancentre... Accessed 13 Oct. 2002.

Kohler, Gernot. 29 Jan. 2003. "Comparative Advantage: Comparative Exploitation". Asia Times Online. www.atimes.com/atimes/Global_Economy/EA29Dj02.html

Krebs, A.V. 11 July 2003. "Consumer Groups Denounce Codex Commission Ruling Allowing Foods to be Irradiated at Any Dose". The Agribusiness Examiner No. 267. www.eal.com/CARP/

Legge, John. 28 Jul. 2003. "More on Outsourcing and Offshoring". Post on email group pkt@csf.colorado.edu.


"If the law of COMPARATIVE advantage is the most sacrosanct law in economics, nobody told Michael E. Porter, who replaced it with the law of COMPETITIVE advantage in 1990, and has even repeated the offence with a new edition recently.


"Ricardian comparative advantage was based on immobile capital (land) and subsistence level wages. I think that even HOS [Heckscher-Ohlin-Samuelson] didn’t get far past this, so to hold the law of comparative advantage ‘sacrosanct’ in an era of mobile capital and above-subsistence wages lacks even a properly worked out neoclassical justification."

Lewin L. (1991). Self‑interest and Public Interest in Western Politics. Oxford: Oxford University Press. [Demolishes public choice theory that humans and voters act out of self-interest and that the sum of individual well-being equates to society’s well-being].

Lipsey, Richard, Paul Langley and Dennis Mahoney. 1981. Positive Economics for Australian Students. London: Weidenfeld & Nicolson.

MacEwan, Arthur. 2 Jan. 2002. "Economic Debacle in Argentina: The IMF Strikes Again". Foreign Policy in Focus. www.fpif.org

Malhotra, Kamal et al. 2003. Making Global Trade Work for People. New York: United Nations Development Programme et al.


"A common shortcoming [in the trade literature] is the misattribution of macroeconomic phenomena (overvalued currencies or macroeconomic instability) or geographic location (in the tropical zone) to trade policies. Once these problems are corrected, any meaningful cross-country relationship between trade barriers and economic growth evaporates (Helleiner, 1994)." p.30.


"The design of the multi-lateral trade regime needs to shift from one based on a market access perspective to one based on a human development perspective." p.41.

Mendoza, Ronald and Chandrika Bahadur. Jun. 2002. "Towards Free and Fair Trade: A Global Public Good Perspective". Unedited draft paper, p.13. From UN Development Programme.

Miller, J.D.B. 1966. Australia. Norwich: Thames and Hudson. p.61.

Miller, Karen Lowry. 21 Jul. 2003. "US Brands on the Run". Newsweek.

Moore, Mike. 25 July 2003. "Nations are Hard Yakka." The Australian Financial Review. p.82.

Moran, Alan. Jun. 2003. 'Property Rights to Water". Institute for Public Affairs Backgrounder Vol.15(3). Melbourne.

Nayyar, Deepak. Apr. 2003. "Globalization and Free Trade: Theory, History and Reality". Paper presented at the conference on Globalization and the Myths of Free Trade, New York School University.

O'Donovan, Rob. 20 Feb. 2002. "It is Better to Travel than to Arrive: A USA-Australia Free Trade Agreement". Brisbane Line. The Brisbane Institute.

www.brisint.org.au/resources/brisbane_institute_fta.html

Oliphant, Thomas. 28 March 2002. "War of Words over War in Woods". The Vancouver Sun, quoting from The Boston Globe.

O'Neill, Igor. 3 July 2003. "Australian Hypocrisy over Mining in Indonesian Forests". Jakarta Post. Also see Burrell, Andrew. 11 Jul. 2003. "Protected Forests May be Open to Miners". The Australian Financial Review. p.25.

Ormerod, Paul. 1994. The Death of Economics. London: Faber & Faber.


"With the possible exception of the first wave of industrialisation in Britain, every country which has moved into the strong sustained growth which distinguishes industrial, or post-industrial, societies from every other society in human history, has done so in outright violation of pure, free-market principles. ...¶Infant industries...have sheltered behind tariff barriers; government subsidies have been widespread; there has been active state intervention in the economy; and, perhaps most important of all, successful companies have exercised power and control over their markets." p.63.

Oxley, Alan. 29 June 2001. The Australian Financial Review. "GATS: The Good News". Writing of those protesting about global free trade and GATS, he descends to the ad hominen smear:


"The thread which binds these disparate interests is general opposition to open-market or free-market economies. ...It is not that the protest cause reflects widespread apprehension and concern...it is that those on the attack are impassioned by the self-righteousness of their cause. [Not that free trade economists can ever fall into the same trap]. They are opposed to the free market system. Not just an excess of free market liberalism, all free markets."

Oxley, Alan. 2003. Submission 47A to the inquiry of the Senate Committee on Foreign Affairs, Defence and Trade.

Oxley, Alan. 25 May 2003a. "Free, Fair or Foolish? The Australia-US FTA". On-line Opinion. www.onlineopinion.com.au/view.asp?article=372 and ff.


"We tested an alternative [to free trade] for 70 years – Soviet communism. …The principal economic beneficiary from an FTA with the US will be Australia. This will mean more jobs and a more secure future for Australians in the Information Age global economy. They will notice the benefit and they won't be required to salute the Stars and Stripes every morning or see the world differently."


(www.onlineopinion.com.au/view.asp?article=379).

Petty W. (c.1676). Political Arithmetick, Or A Discourse. In Hull, C. 1899. The Economic Writings of Sir William Petty. Cambridge: University Press. Vol. II. [Petty estimated national population and income and drew conclusions about policy including taxation].

Prasad, Eswar, Kenneth Rogoff, Shang-Jin Wei and M. Ayhan Kose. 17 Mar. 2003. "Effects of Financial Globalization on Developing Countries: Some Empirical Evidence." International Monetary Fund.


"...so far, it has proven difficult to find robust evidence in support of the proposition that financial integration helps developing countries to improve growth and to reduce macroeconomic volatility."


"...there is no proof in the data that financial globalization has benefited growth".

Quiggin, John. 5 Jun. 2003. "Free Trade with the US: The Downside". Australian Policy Online. www.apo.org.au/webboard/items/00313.shtml. Accessed 7 Jun. 2003.

Rees, William. Aug. 2002. "Globalization and Sustainability: Conflict or Convergence?" Bulletin of Science, Technology and Society 22(4):249-68.

Reuters. 4 July 2003. "Senate Bill Introduced to Create Special Farm Trade Law Designed to Override Adverse Effects on U.S Exports." The Agribusiness Examiner No. 265. www.eal.com/CARP/


"The United States could impose unilateral trade penalties on nations that unfairly block U.S. farm exports under a bill unveiled by leaders of the Senate Finance Committee on [June 23]."

Richardson, Bob. 2001. "Expensive Lessons for Government and Rural Industry from the Wool Stockpile". www.agrifood.info/Connections/2001_1/richardson.htm. Downloaded 25 Jul. 2003.

Robinson, Joan. 1964. Economic Philosophy. London: Penguin.

Rodrik, Dani. 2001. The Global Governance of Trade as if Development Really Mattered. United Nations Development Programme.

Rogoff, Kenneth. June 2003. "Unlocking Growth in Africa". Finance & Development. International Monetary Fund.

Ruppert, Michael. 30 May 2003. "Paris Peak Oil Conference Reveals Deepening Crisis". Report of a conference of the Association for the Study of Peak Oil. Paris: From the Wilderness. www.peakoil.net. Also see the proceedings of the International Workshop on Oil Depletion Uppsala, Sweden, 23-5 May 2002 www.isv.uu.se/iwood2002. Also see www.hubbertpeak.com

Sally, Razeen. 3 Mar. 2003. "Whither the WTO?: A Progress Report on the Doha Round". Cato Institute Center for Trade Policy Studies.

Saul, John Ralston. 28 May 2002. Public lecture, Irish Club, Brisbane, Australia.

Schubert, Robert. 27 Feb. 2003. U.S. Trade Representative Exhorts Worlds' Food Producers to Scrap Protection for Farmers. The Agribusiness Examiner. No. 225. www.ea1.com/CARP/

Shaikh, Anwar. 5 Apr. 2003. "Globalization and the Myth of Free Trade". Paper presented at the conference on Globalization and the Myths of Free Trade, New York School University.

Sharp, Mitchell. 7 Feb. 1995. "The Trading Revolution". O.D. Skelton Memorial Lecture. Calgary, Canada: Department of Foreign Affairs and International Trade.

Simms, Andrew, Ritu Kumar and Nick Robins. 2000. Collision Course: Free Trade's Free Ride on the Global Climate. London: NEF (New Economics Foundation.


"One day's trade today equals a whole year's commerce in 1949." p.3.


"For much of human history, the long distance exchange of fancy goods and luxuries was a relatively marginal activity compared to the routine, and more local, day-to-day meeting of human needs." p.3.


"Global trade in goods and services grew twice as fast as GDP during the 1990s...". p.4.


"International aviation and marine fuels are immune from any kind of taxation that would indicate and internalise the real environmental cost of freight and shipping. Greenhouse emissions from international freight are also exempt from the emissions reduction targets set for rich countries to meet under the Kyoto Protocol of the UN climate change convention." p.4.


"In 1993...Nobel Prize-winning economist Maurice Allais declared that free trade between nations did not bring general benefits. He proposed that it could only be a win-win strategy under 'very special circumstances' — which meant only when trade took place between regions at similar stages of economic development." p.7.


Kiwi fruit transported by plane from NZ to Europe results in 5 kg of CO2 for every kg of fruit. To import 1 kg of asparagus from California to Europe requires 4 l of fuel, 900 X fuel compared with local production. Transporting Brazilian orange juice to Europe (80% of that used) requires 10% of its weight in fuel. p.8.


According to IEA, >29% of total CO2 in OECD countries comes from transport. By 1994, there were 630 m cars, trucks and buses. Over past 3 decades this figure grew at 16 m p.a. China has 8/1000 people, India 7/1000, USA 750/1000. p.11.


"International financial institutions including the World Bank allocated $51 billion toward fossil fuel and mining projects between 1995-1999. ...Between 1992-1998 the World Bank spent 25 times more on fossil fuel projects than on environmentally friendly energy sources such as solar and wind." p.14.


"There is no clear hierarchy in international agreements." p.15.

Simmons, Matthew. 6 Feb. 2003. "Are the World's Oil and Gas Supplies Abundant or Scarce?" Paris: IFP Panorama. [Simmons is a Bush administration adviser on energy and an international consultant - Ruppert 2003].

Singh, Kavaljit. 7 Jul. 2003. "Keep Investment Pacts off Cancun's Agenda". Financial Times.


"It is the quality of investment that determines growth and development. Since most portfolio investments have tenuous links with the real economy and are speculative in nature, their contribution to economic growth is negligible. Even FDI flows, traditionally known for their stability and spillover benefits, have changed in character. Since the bulk of FDI flows are now associated with cross-border mergers and acquisitions, their positive impact on the domestic economy through technology transfers, employment generation and other effects has been diluted."

Stelzer, Irwin. 1 Mar. 2003. "Cross Uncle Sam and Get the Stick". The Courier-Mail. p.25. [Stelzer is a director at the policy think-tank the Hudson Institute].


"The question for America is one of how to reward its friends and inflict a bit of harm on its opponents, as a lesson in future encounters."

Stiglitz, Joseph. Spring 2003. "How to Reform the Global Financial System". Harvard Relations Council International Review Volume 25(1):54-59.


"The arithmetic of global trade implies that the sum of all trade deficits equals the sum of all trade surpluses. This means that one country's deficit is another country's surplus. If some countries, like Japan and China, insist on running surpluses, then other countries must run deficits. Thus deficits are as much the fault of surplus countries as they are of deficit countries. These deficits are like hot potatoes: if one country manages to get rid of its deficit, it must show up elsewhere. That is one of the reasons why the world, under current arrangements, has faced a succession of crises. When Korea suffered a crisis and converted from a deficit to a large surplus, other countries around the world wound up with larger deficits."

Stone, Mitch. 15 Dec. 1997. "The Six Serendipities of Microsoft". http://www.vcnet.com/bms/features/serendipities.html Accessed 20 Jul. 2003.

Stone, Sharman. 4 Apr. 2003. "Cheap Food Ultimately Costs the Earth". Media Release. http://www.ea.gov.au/minister/ps/2003/psmr04apr03.html

Stretton, Hugh. 1999. Economics: A New Introduction. Sydney: University of NSW Press.

Toohey, Brian. 1994. Tumbling Dice: The Story of Modern Economic Policy. Port Melbourne: William Heinemann.

TWN (Third World Network). 2001. The Multilateral Trading System: A Development Perspective. New York: United Nations Development Programme.

TWN (Third World Network). 13 Jul. 2003. "Memorandum on the Need to Improve Internal Transparency and Participation in the WTO". On behalf of 10 international NGOs.

UN (United Nations). 2000. World Investment Report 2000: Cross-border Mergers and Acquisitions and Development. New York/Geneva: United Nations Centre for Trade and Development. (Not seen).

Vaile, Mark. 14 Nov. 2002. "Vaile Hails Breakthrough for Australia-US Trade Relations". www.trademinister.gov.au/releases/2002/mvt147_02.html

Vaile, Mark. 2003. "Message from the Minister for Trade". AUSFTA Briefing No. 2. Department of Foreign Affairs and Trade. Canberra.

Vaile, Mark. 5 June 2003a. "New Horizons in Trade Conference". Ministerial speech. www.trademinister.gov.au/speeches/2003/030605_tradeconf.html

Wallerstein, Immanuel. Jul.-Aug. 2002. "The Eagle has Crash Landed". Foreign Policy. www.foreignpolicy.com/issue_julyaug_2002/wallerstein.html. Downloaded 29 Jul. 2003.

Weisbrot, Mark. 7-8 Sep. 2001. "The "Washington Consensus" and Development Economics". Draft paper, UNRISD meeting The Need to Rethink Development Economics, Cape Town, South Africa.

World Bank and Oxford University Press. 2002. Globalization, Growth and Poverty: An Inclusive Agenda for the World Economy. Washington and Oxford. Cited in Sally 2003:32.

Wyatt, Stephen. 7 Mar. 2002. "Australia Needs to Convert Gas to Oil". The Australian Financial Review.

Zoellick, Robert. 7 Dec. 2002. "Unleashing the Trade Winds". The Economist.

Zoellick, Robert. 16 May 2003. "Zoellick Says FTA Candidates Must Support U.S. Foreign Policy". Inside US Trade.

APPENDIX 1: PEAK OIL
Economics teaches that as a limited resource becomes scarcer, prices rise to moderate demand and to stimulate the production of alternatives, so that an absolute shortage does not arise. This notion has been comprehensively falsified by post-War experience of oil stocks and prices.

As extractions of timber and fisheries have shown, exploitation of finite natural resources usually continues without serious check by the pricing mechanism until the resource collapses. Oil reserves are not about to 'collapse' but the era of cheap oil is now over (Campbell 2002).

While it is theoretically and loosely true that prices fluctuate according to supply, supply is not a simple index of physical scarcity. Both supply and demand have been complex products of wars, falsified claims about reserves, global and domestic politics, sanctions, domestic taxation, price support and capping schemes, exploration subsidies, cartel or governmental agreements to quotas on production, gambling by futures traders and market jitters. Above all, there has been denial of geological reality by governments and companies which should know better.

In any case, pricing will not actually create new stocks of finite raw materials. It will simply act to restrict access to them to those wealthy individuals and nations that can afford to pay — or have the military muscle to annexe the producing countries. As an economic strategy, this is weak and unworthy.

All oil and gas fields peak then decline, The rates of these trends vary greatly. Gas fields usually decline faster than oil fields. Petroleum geologist Dr M. King Hubbert predicted in the mid-1950s that US oil production would peak in the early 1970s. As late as 1970, he was widely scorned for being 'so wrong' (Simmons 2003). US oil production peaked in 1971.

In the wake of the war-inspired embargo on production commencing in October 1973, prices for crude oil more than tripled from about $US3 a barrel to above $11. The industrialised countries took measures to improve the fuel efficiency of vehicles and factories and to insulate houses. Those actions, fortified by emission regulations, did dampen demand.

Faced with the prospect of lower world consumption, the oil producers scrambled to build market share at each other's expense, motivated by domestic economic imperatives and local and international geo-politics. As flows from some wells declined, their producers increased the rate of extraction. Estimates of reserves were widely falsified to increase leverage in OPEC and other global negotiations.

The Western consuming countries reacted with policies to prevent rising prices from hampering economic growth: in other words, to prevent the price mechanism from reflecting scarcity. In the long run, such a consumption-driven approach is economically corrosive because it discourages redesign of processes and machinery to improve efficiency. It also cripples incentives to conserve oil for its highest value uses, such as feedstock for chemical industry. Since 1974 prices have see-sawed. There was a major market glut in 1998-99 during which prices fell to a 24-year low of about $US11. In September 2000 they topped $US37.

That the resource is limited has finally become plain. World annual extraction is probably peaking now, one authoritative estimate (Ruppert 2003) being that the peak rate arrived in 2000. The reserves have already been depleted beyond the stage when they can adequately supply vital services in the long term, especially considering the claims of developing countries. In technical terms, the Energy Profit Ratio (energy efficiency of extraction) will decline increasingly rapidly afterwards and production will progressively decline in tandem. Projects based on tar sands and shale deposits, sometimes burning nearly as much oil as they produce, have yet to overcome the greenhouse implications of poor EPRs.

A conversion to gas hardly even delays this scenario, let alone nullifies it, for gas will be exhausted rapidly if transport vehicles are converted. An industry spokesman has said that Australia had enough gas to last "at least the next two decades", a remarkably short horizon for economic planning (AAP 2003). By 2007 Britain will be importing oil, as its North Sea fields will have been nearly depleted (Ruppert 2003). Australia passed its peak rate of production of oil in 2000 (Wyatt 2002).

As industrialising countries increase their demands for fuel, global tensions are bound to increase. Fuel is likely to retained for the most strategically important purposes: war, transport of medicines, production of food, petrochemicals. The industrialised countries will have to re-engineer their economies. Australia and the US will be hard pressed to justify shipping and flying goods that they can each produce domestically across the Pacific Ocean, a practice that will deny fossil fuels for essential services and food production. The justification for intercontinental trade will fade and the organising principle of local self-sufficiency will gain adherents.

All this means that energy-fuelled trade cannot continue to grow, for geological reasons, regardless of economic argument about the price mechanism and regardless of greenhouse policy.

APPENDIX 2: POSSIBLE QUESTIONS TO PUT TO DFAT
Theory and Analysis
1.
If free trade is as universally beneficial as DFAT claims, then there must be some durable and widely applicable theory underpinning it. Obviously this cannot be the theory of comparative advantage, as that depends upon immobility of capital, which nowadays is a nonsense. Please explain the theoretical underpinning of DFAT's pro-trade policy stance.

2.
Has DFAT commissioned any NGOs or social or environmental experts, scientists or heterodox economists to produce reports on the GATS or the AUSFTA? If not why not?

3.
What analysis has DFAT done to evaluate the claims made by consultant ACIL that, even by orthodox economics, and even with favourable assumptions, the AUSFTA would produce a negative result for Australia?

4.
A Member of Parliament and Shadow Minister has made the following claim in a circular email to one of his email groups:



"The Government has sent the consultants a letter containing 18 complaints about the report and is refusing to pay ACIL unless it changes the report in accordance with the Government’s wishes." (Also published in Citizens' Voice 16, Feb. 2003, newsletter of the StopMAI (WA) Coalition).


Is that true? Is "The Government" DFAT or some other department? Did DFAT or some other department attempt to thwart or discredit the ACIL report or seek changes before it was published?

5.
Noting the support in India: New Economy, Old Economy for outsourcing services, how is it in Australia's national interest to build up the services capacity of other countries, particularly in high-tech industries such as software development?

6.
Please explain the implications for taxation collections of:


a.
GATS;


b.
AUSFTA.

National Sovereignty
7.
On Monday 7 July 2003, the Codex Alimentarius Commission, which sets food safety standards, and includes industry members, reportedly removed the maximum radiation dose to which foods can be treated. Can DFAT confirm that the signing of GATS may mean that Australia can no longer legislate to prohibit or even limit irradiation of food?

Trade Complementarity
8.
It is reported that in 1997 the Australian Government rejected overtures from the Clinton administration for a bilateral FTA, on the grounds of low complementarity in the product mix: Australia was competitive mainly in those products which Congress was most likely to protect vigorously. What has changed to cause Australia to now pursue an FTA vigorously?

NAFTA Experience
9.
Has DFAT read critiques of NAFTA? Why does no comprehensive treatment of the Canadian experience appear in the published materials? What safeguards has DFAT built into its negotiations to guarantee that AUSFTA and GATS will be immune from these problems?

Cronyism
10.
How much money has been paid to DFAT to sponsor policy analysis on trade and related matters since 1996 by:


a.
BHP and BHP Billiton; and


b.
other corporations;

11.
What policy interventions has DFAT made or attempted internationally on behalf of BHP or BHP Billiton in addition to those already exposed in the Parliament (Senate Hansard 2003:8645-7)?

12.
How does this intervention square with:


a.
DFAT's commitment to free trade, unencumbered by government interference?;


b.
DFAT's frequently asserted claim that GATS and the AUSFTA do not compromise the sovereign right of nations to make environmental and social regulation?

13.
What discussions did DFAT have with BHP Billiton about trade and investment policy at any time during the compilation of its recent BHP Billiton-sponsored report Globalisation: Keeping the Gains? Did BHP Billiton see a draft?

14.
Why has DFAT not admitted on its website that the APEC Study Centre report it commissioned and has presented as objective analysis was signed off by a business lobbyist representing some 18 international corporations?

Bullying Developing Countries
15.
Is it true that DFAT has led a recent charge against developing countries to avoid reforming the rules of negotiation at the WTO Ministerials to make them fair? If so, how does this square with DFAT's oft-repeated assertion that the WTO is democratic?

Energy Denial
16.
Is DFAT aware of the looming peak in oil production? If so, why is this profoundly trade-affecting phenomenon not analysed in the Department's trade reports?

Conflict with Previous Treaty Agreements
17.
Can DFAT please explain how conflicting obligations arising from separate international treaties are reconciled. For example, which would take precedence: a free trade treaty or the Kyoto protocol (to which Australia has made a commitment)?

18.
For another example, how is GATS to be administered to ensure that it doesn't violate the Vienna Declaration? (The Vienna Declaration of 1993 is statute law to its signatories and established that human rights are a matter of international concern and requiring international cooperation. It provides that humans have a right to sustenance and to justice).


Will the Australian Government be able to roll back GATS if evidence emerges that developing countries are suffering under it?
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Executive Summary
1. While free trade with the USA may well be in Australia’s interest, the government and its negotiators need to take full account of the character of US politics in order to negotiate a favourable and reliable trade deal.

2. The task of balancing domestic and trade policies is very different in a large, closed economy such as the US as opposed to small, open economies such as Canada and Australia. 

a) Free trade has limited appeal for voters in Middle America, and these voters shape the political fortunes of Congress.  They do not rely on trade, as do citizens of small, open economies.

b) Agricultural/primary production related lobbies remain influential in Washington.

c) The US Presidential system is distinctive.  Foreigners tend to overstate the President’s power because of his freedom to act with respect to international politics; in domestic politics, he is much weaker.

d) Foreign countries have had little success either shifting American public opinion or getting administrations to resist anti-free trade pressure from voters or Congress. 

3. A key strategic concern in trade negotiations is the asymmetry of power between Australia and the US.

a) While in general it abides by its international agreements, the US is powerful enough to ignore or otherwise set aside the rulings of most international or bilateral trade bodies, and will do so if there is sufficient domestic pressure.  Australia is not.

4. Some implications for Australia's negotiating position:  

a) Be cautious as to what is bargained away, paying special attention to the cost/benefit calculations under a number of scenarios premised on varying degrees of actual access to US markets (as opposed to full access).

b) Be aware that US negotiators may not be able to always deliver what they may in good faith promise during negotiations.

c) Because of the power asymmetry, it will be difficult to recover anything bargained away even if the US fails to deliver on its reciprocal promises.

d) Use American compliance with the critical clauses of any agreement (with a requirement that it be manifest as clear Congressional policy) as the pre-condition for the activation of clauses that require Australia to adjust its trade posture in favour of the US.

e) Set clear time-lines for the introduction of measures that provide Australian access to US markets.

f) Set clear parameters and time-lines to the way in which disputes are settled (in this regard, any such body must not require subsequent Congressional concurrence).

g) Explore innovative ways of gaining access to US markets, both domestic and export.

Introduction

The development of the Free Trade Agreement (FTA) between Canada and the United States and more recently the North American Free Trade Agreement (NAFTA) have clear lessons for Australia’s approach to its free trade negotiations with the United States of America.  The following is a brief tour of some of these lessons. 

The history of the intersection of US agricultural/primary production policy and trade policy - including that dealing with Canada - indicates that that protecting the interests of domestic producers and voting blocs often takes precedence over supporting freer international trade, even when the administration is publicly and/or privately committed to free trade. This is partly about winning elections, partly about the nature of Congress and the Presidency, and partly about how very little Middle America knows about the rest of the world or cares about freer world trade. And, in dealing with international agreements, it reflects the economic, diplomatic and military power of the US, which is able to resist or modify its international obligations with relative impunity when domestic pressures to do so are intense. 

At its core though, it is about the profound differences in the worldview of the voters in the US when compared with those of countries with small, open economies. As with Australians, Canadians live in an internationalised economy, heavily dependent on trade – both import and export.  This is not the case with the US economy for which exports account for just 13% of GDP.  As a result, the way in which trade and domestic economic policy interact in the US is very different than in either of these other two countries.

While highly entrepreneurial, Middle America is not, at least yet, peopled by voters who support international free trade: they do not need to, as trade within the US is free, and that largely guarantees their futures.  In general, they are indifferent. However, when prodded to consider the matter, they are suspicion of foreigners - even friendly ones such as Australians - and of global free trade, which is often perceived as a threat to control of their own markets.  The voting power of Middle America (and its sway over Congress) and its indifference or hostility toward free trade remain unavoidable and powerful dynamics of American politics.

This may be one reason why Americans generally do poorly in comparative tests of their knowledge of other countries. It is not because of a failure of American education system, but rather the relatively few incentives there are for Americans to learn about the rest of the world. Nearly everything one might hope to experience can be had within the borders of the USA; the country does not need to worry about what others might do to it (although this has shifted somewhat in recent times); and for most Americans, economic security does not depend on foreign markets or societies.  American cultural hegemony is nearly absolute, given the reach and power of its communication companies. Compare this to the experience of a Canadian or Australian (who generally rank highly in such comparative tests): his or her world is nearly the polar opposite.

Canadian experience suggests that shifting American public opinion when it opposes components of a free trade deal is very difficult, that entrenched protectionist lobbies maintain strong influence over trade policy – mainly via Congress – and that Presidents and their administrations either will not or cannot deliver access to American markets in some circumstances.  Even when agreements are in place, the right type and amount of domestic political pressure can result in agreements not working as intended and the addition of new restrictions on access to markets.  This can be seen in the softwood lumber dispute; long term disputes over the North West Passage; the nature of fishing/traversing rights on the West Coast; and the export of Canadian durum wheat to the US.

These outcomes reflect an important reality:  the asymmetry in power between the US and most of its trading partners.  American behaviour - whether directed at Australia, or part of its broader policy settings – influences Australia’s, while Australia’s behaviour has nearly no impact on the USA.  Small, open economies need access to US markets more than US producers need access to overseas markets.  Even Canada, with a much larger trade relationship with the US than Australia, has had to confront this reality.

Australian negotiators should not assume that a US administration committed to free trade and having signed a trade pact can necessarily guarantee the full implementation of such a deal.   Congress or domestic pressure can often prevent this, or force administrations to modify their position. It is difficult for Australians to comprehend just how different Presidential and Congressional politics are from the Australian Parliamentary experience. Moreover, their view is skewed by the much greater power of the President with respect to international events.  He is nowhere near as powerful with respect to domestic politics, which seems shocking, as the Australian experience is the reverse: the Prime Minister has nearly no influence on world events, but a good deal of control over the domestic agenda.  Even if a committed free trader, no President can deliver on a promise of access to US markets without the support of Congress (although having been given Congressional approval to negotiate a deal with Australia does ease the way somewhat).  The long-run support of Congress remains highly contingent on mainly domestic political factors.

While generally happy with the outcome, some of those involved in the FTA and NAFTA negotiations (the first now over 15 years old) on the US side bemoan the anti-trade, anti-competitive nature of US policy that they promised (in good faith) would be ended by these agreements.  [It is worth noting that Canada is not blameless in this regard, and has worked hard to maintain a number of anti-competitive arrangements.]

Canada’s trade relationship with the US dwarfs Australia’s, but it has had only limited success reducing the power of various farm and primary producer groups and has largely been unable to dislodge them as interveners in trade issues.  Despite winning several favourable judgements in panels set up to adjudicate disputes, Canada continues to labour under a range of restrictions on its primary exports to the US.  Australia's export trade with the US is much more heavily skewed toward primary goods than is Canada's, and the question of access to such markets that much more important.

In recent times, a number of ad hoc restrictions on Canadian trade have been justified on security grounds.  These vary from long border delays that threaten the capacity of Canadian manufacturers to meet their ‘just-in-time’ commitments (and therefore threaten to turn them into ‘unreliable suppliers’) to demands that Canada harmonize a range of security and immigration programs with their American equivalents in order to maintain relatively unfettered transportation access to the US.  The relationship between security and trade – and trade protection – points to new sources of pressure for non-tariff, non-subsidy restrictions on trade.

In the economic policy making of many countries, agricultural and other forms of and primary production are constructed as ‘special cases’, and are argued as being essential to national security. There is also the nostalgic appeal of primary – particularly ‘family farm’ - production.  This is why and how countries justify special treatment of such production. Many voters and politicians would consider themselves 'free traders' but would support protection of primary production in the name of ‘homeland security.’  Given the heightened salience of security in the US, primary producers and their lobby groups can be expected to use this argument to full effect against free trade.

Recently, some in Congress have been arguing for a ‘food security’ program that would require food imported to the US to be inspected at every stage of production by American authorities (as a means of guarding against bio-terrorism).  I doubt any Australian producer could be competitive if they were to have to pay the fees associated with keeping US inspectors in Australia.  While the likelihood that such a program will be implemented is low, it indicates how strange times may produce bizarre policies that impact on trade.  Given Australia’s reliance on US markets (but not the reverse), its bargaining power in such matters would be limited.

1. Case Study: Pharmaceuticals

Trade agreements can have implications for other areas of government policy. Consider if Australia were to, as Canada did, bargain away some control over pharmaceutical prices in return for access to primary markets.  In the Canadian case, this resulted in large increases in drug prices.  Did Canada (and would Australia if it did likewise) receive enough in return to justify big increases in drug prices?

The various components of the FTA and NAFTA dealing with prescription drugs have resulted in massive increases in their cost to Canadians over the last 15 years (largely via patent and copyright legislation). It has variously been estimated that about 60-80% of the blowout in the cost of Canada's public healthcare system over the 1990s can be attributed to this increase in drug costs. The cost of health care has been a major political problem for national and provincial governments in Canada.
 In return, the Canadian government received assurances that pharmaceutical companies would continue to maintain (or expand) their research and development operations in Canada.

Have the costs of maintaining research and development capacity - borne largely by drug consumers – been worth the benefits (investment, patents, education, employment)? This is a very difficult question to answer, but is the sort of calculation that should occupy negotiators as they consider concessions to be included in a free trade deal.

In the Australian case, dealing away such programs as the Pharmaceutical Benefits Scheme will likely have serious repercussions for health spending and perhaps the availability of drugs.  Unless Australian governments can imagine abandoning PBS and perhaps publicly funded healthcare, the growth in health budgets is likely to threaten the broader budgetary position. Moreover, if Australian governments find it impossible to abandon publicly funded healthcare, their policy room in this and other areas may be greatly constrained.

It is quite possible that access to primary markets in the US and the subsequent economic benefits might offset the impact of increased drug prices. The difficulty remains the degree of certainty attached to promises of access made by US negotiators and included in any free trade agreement.  Calculations of expected returns must attempt to assess just how much access to US markets Australian producers will enjoy, and even the impact of US agricultural subsidies on Australian exports to third markets (are these subsidies likely to increase in scope and intensity, or decrease?).  That is, Australian negotiators must be realistic with respect to the access the current administration can truly deliver, and use this knowledge to make proportionate concessions.

Conclusion

Free trade with the US may be a good thing for the Australian economy.  However, negotiators need to be clear-headed about what level of access any trade deal will guarantee and how and perhaps why this access might vary over time.  Any concessions made in order to secure a trade deal should reflect a realistic assessment of the level of access Australian goods would enjoy as a result of negotiations, and the likely impact if any of such a deal on Australian access to third markets.  They should understand that US administrations are unable to guarantee access in the short-to-medium term, even if they believe they can and wish to do so.  That said, it is possible that an economic recovery in the US will enhance the medium term chances of freer trade, but it would need to be accompanied by some broad shift in public opinion in the US or the indifference associated with the return of sustained employment growth.

Nothing can change the structural power of America, which gives it a powerful hand in interpreting agreements and persuading others of how to act. The Canadian experience suggests that not even cold, clear words on a free trade agreement is sufficient to always ensure access to US markets.  As with Canada, Australian trade simply does not mean enough to the US economy for politicians to truly resist strong domestic pressure to protect some markets. Will the resultant level of access be a real gain for Australia?  Will it offset the costs and concessions (whether monetary or in terms of policy room) required to make the deal?

Australian negotiators must also realise that successful judgements in the various courts of international trade or panels set up by such an agreement to adjudicate disputes will be no guarantee of access for Australian goods to US markets.  While it has generally met its obligations under the FTA and NAFTA (and clearly meets most of them), the US has and will continue to ignore such rulings when domestic pressure to do so is great.  On the other hand, the asymmetry in the Australia – US relationship will most probably force Australian compliance with the agreement and with the judgements of any agency set up to resolve disputes, even when these run counter to Australia’s interests.

In short, the politics of a large (the largest), relatively closed economy with a presidential system of government are quite different from those of a small, open economy with a parliamentary system.  In order to best serve Australia’s interests, the Australian government and its negotiators should develop a clear understanding of the logic and idiosyncratic character of American politics and try to use this to their advantage.
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� Even so, most prescription drugs remain cheaper in Canada than the US (though much more expensive than in Australia).  There are currently attempts to close down Canadian websites that offer Americans cheaper prescription drugs.





