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Foreword: Professor the Hon. Stephen Martin,
Chief Executive, CEDA

In the 1980s Australia chose to give up protectionist policies
and open our economy to international market forces by
i adopting significant and far-reaching economic reforms.

<
Since then our economy has been built on trading with other

| countries, be it tangible products such as our earth resources
; or our skills and knowhow.

While inevitably there have been winners and losers, these decisions have over-
whelmingly been to the benefit of the standard of living for Australians.

1d

However, technological advances in the last 20 years, which are likely to continue
at an even faster pace in coming decades, have rapidly changed how business is
done across the globe.

Importantly this technology revolution has opened up new opportunities,
networks and trading partners. It begs the question how can Australia take
advantage of this changing global market?

Over the past decade a swathe of free trade agreements have been negotiated.
Governments and perceived beneficiaries loudly trumpet the economic benefits
to Australia, whether in trade access or increased employment opportunities.

Critics point out that many of these agreements are negotiated in secret. During
the parliamentary ratification period, there is little time to assess for unintended
consequences, and as always with complex agreements, the devil is often in the
detail, not the headline.

It is also important that these agreements do not create issues with key trading
partners outside or excluded from an agreement. Simply, these agreements
should be about trade not foreign policy.

Accordingly, a key recommendation in this policy perspective is for a formal trade
policy to be set out and that all subsequent agreements fit under that framework.
It is more than 20 years since Australia’s last trade policy and this would help
alleviate any criticism of governments perceived to be using trade policy as a
deliberate substitute for foreign policy objectives.

Another recommendation that will no doubt be contentious is that Australia
considers negotiating free movement of workers with other countries, such as
the current policy Australia has with New Zealand. Singapore is suggested as a
logical extension. Obviously employment safeguards would need to part of any
such agreements.

In a global economy we need to be smart and nimble and rethink what policy
options can open up new opportunities. Hopefully this policy perspective pro-
vides options to start that national discussion.
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Foreword: Peter McGregor, Managing Director,
Industrials, Food, Beverages and Agriculture,
Commonwealth Bank

The signing of the recent Free Trade Agreements (FTAs) with
Japan, South Korea and China in particular, the combined
destination of around 56 per cent of Australia’s exports in the
year to 30 June 2015, as well as the successful conclusion of
negotiations on the Trans-Pacific Partnership Agreement, are
potential game-changers for Australian businesses looking to
expand in the Asia Pacific region.

Looking across the Tasman provides an understanding of the opportunity for
Australian businesses across a range of industries. For example, New Zealand’s
dairy export volumes to China increased six-fold in the five years after the two
nations signed an FTA in 2008.

FTAs can open doors but are no guarantee of growth for Australian companies.
Nor do they remove many of the risks of international expansion.

To fully optimise the improved access that FTAs bring, Australian exporters must
have a clear strategy to grow into these markets in the Asia Pacific.

Viable plans would include the identification of potential customers and the
establishment of supply chains. Also critical to success is identifying, and building
relationships with, potential local partners in each market.

Companies require the financial capacity and flexibility to support the expected
demand for their goods. This may take the form of supply chain finance, foreign
currency accounts, international trade finance and the ability to settle trades in
renminbi.

The government’s role doesn’t end with the signing of the FTA. It must ensure the
policy settings and regulations facilitate growth in Australian exports, not hinder
them.

If corporate Australia and the Australian government can work together effectively
to harness these new opportunities, the size of the prize for Australia is signifi-
cant as the centre of world economic growth shifts from the old economies in the
North Hemisphere.

This way, Australia will continue to benefit from the Asian Century and further
strengthen its links within this dynamic region.
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INntroduction

Technological developments and changing global networks are growing inter-
national trade, two-way investment, and the exchange of people and ideas.
The result is reshaping business practices and revolutionising Australia’s rela-
tionships with the rest of the world.

Australia is uniquely well-placed to take advantage of the opportunities created
by digital disruption. New global production models provide niches into which
Australia can compete, and many Australian businesses are already preparing for
and capitalising on the increasingly global marketplace, generating our long-term
prosperous future.

This policy perspective examines Australia’s connections with the rest of the
world, particularly Asia, as the demographic and technological changes in our
region accelerate. In particular, it examines how Australia can increase its expo-
sure to free trade and underpin its global advance, while building on the nation’s
flexibility and its capacity to engage the best and brightest.

The contributions focus on different aspects of this challenge, including the pro-
liferation of bilateral free-trade agreements and how they might be structured to
maximise benefits and minimise any down-side risks.
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The Hon Andrew Robb AO MP, Federal Minister for Trade and Investment, pres-
ents the major benefits “limited only by our imagination” that will come from the
China-Australia Free-Trade Agreement, which he describes as a “game changer”
for Australian business. He discusses examples of the benefits already experi-
enced as a result of the Korea and Japan agreements that have been in force for
less than a year.

Professors Peter Dixon and Maureen Rimmer use the theory of efficiency gains
and terms-of-trade losses to explain why there has been a proliferation of free-
trade agreements in recent decades, and to quantify the benefits of recent
agreements. Almost all of the world’s 276 free-trade agreements were signed
since 1990. Why have they become the dominant vehicle for many countries to
implement trade reforms? How important are they in delivering economic welfare
gains? And why do they generate so much political heat?

Associate Professor Susan Harris Rimmer aims to help the non-expert navigate
the current trade debates in Australia. She outlines Australia’s historic approach to
encouraging free trade and the challenges associated with bilateral agreements;
and describes how Australia, as a middle power, can play an outsized role in
international affairs. She discusses free-trade agreements in terms of their trans-
parency and democratic accountability, their impacts on third country economies,
and the risks of transnational trade litigation.

Professor Kerry Brown suggests that Australia’s foreign students, particularly
those from developing countries, represent the country’s most significant, and
largest, underused resource — a potent cohort of alumni who are rapidly becom-
ing important business people, policy makers and researchers. He suggests we
engage these people’s untapped value as potential carriers of ideas and entrepre-
neurial dialogue between Australia and their home countries, as sources of skilled
labour, and as ambassadors for Australian cultural and political values.
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Alex Dobes describes how the experience and evolution of Australia and New
Zealand’s long standing Trans-Tasman Travel Arrangement could be expanded
to other suitable countries. The free movement of people can be contentious,
less so if the benefits associated are appropriately restricted. In particular, if
labour mobility is between countries with similar characteristics, such as educa-
tion, income and relative size, and it is likely to be mutually beneficial. Australia
can learn from the New Zealand experience, and also not emulate some of the
European Union’s mistakes.

The report has been developed with the expert input of a CEDA Advisory Group.
This group has provided oversight of the project scope and assistance in devel-
oping the reform recommmendations.

The CEDA Advisory Group consisted of:

e Dr Rodney Maddock, Adjunct Professor of Economics, Monash University;
Vice Chancellor’s Fellow, Victoria University; and President, Economic Society
of Australia (Victorian branch) and Chair CEDA's Council on Economic Policy.

e Angus Armour, Business Council of Australia Principal Advisor; and

e Dr Julia Newton-Howes AM, CARE Australia CEO.

The CEDA Advisory Group is supported by a secretariat of the CEO and Chief
Economist of CEDA, who are responsible for the final recommendations and
conclusions.
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Executive summary

In the face of rapidly changing global markets, the trade system is in deep
trouble. The current multilateral system of trade governance may be too slow
and cumbersome to remain relevant.

Technology-driven transformation has made the world a more connected place
than ever before and has reduced entry barriers to both industries and countries.
The nature of trade itself is changing and the trade agreements regime has simply
not caught up with the modern reality driven by this technological revolution.

The arguments of protectionism versus free trade have become stale and irrele-
vant. Markets for goods, money and labour are already integrating across borders
and beyond the control of national jurisdictions, accelerated by communications,
technological innovation and consumer demand.

Meanwhile, global production is still outpacing global trade. Trade in services,
in particular, critically needs liberalisation, but negotiations are far too slow at a
time when the service and knowledge-driven economy is already a reality. With
technological change threatening to radically upend traditional approaches to
business, it is more important than ever that Australia is open to the evolution of
the global economy.
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The World Trade Organization (WTO) cites 276 regional trade agreements cur-
rently in force around the world — a ‘noodle bow!’ of conflicting obligations. Many
WTO member countries are worried about a potential clash among blocs of
nations facing citizen backlashes against some of the impacts of globalisation
that create losers as well as winners. Worth noting is that none of the mega-
regional agreements include any African countries, and Africa’s share of global
trade languishes at an unacceptable two to three per cent with no sign of likely
redress.

Among the global trade highlights is the possibility of a December 2015 con-
clusion to the WTO’s ambitious Trade Facilitation Agreement (TFA), which aims
to reduce the red tape and ease the flow of goods through ports and customs
processes of all WTO member countries. The TFA will come into force once
two-thirds (or 107) of the 161 member countries have agreed. Once fully imple-
mented, the TFA is expected to increase global gross domestic product by an
impressive US$1 trillion per annum and create 21 million jobs.

Australia has established a series of bilateral and regional trade agreements that
cover the majority of its export markets. However, individual free-trade agree-
ments (FTAs) will not guarantee Australia’s continued economic future. In fact it
can be argued that the direct economic benefits of FTAs are minimal. FTAs are
subject to a range of criticisms which, if unaddressed, suggest they can impede
global trade rather than facilitate it. Australia’s economic prosperity will result from
an economy focused on innovation and productivity.

With respect to the most recently concluded FTAs, economic modelling suggests
the China-Australia FTA (ChAFTA) will generate a modest but worthwhile welfare
gain for Australia, mainly from terms-of-trade improvement. Industries that win
from the three North Asian FTAs (Japan, Korea and China) include wool, beef,
sugar, dairy and leather products. Losers are mainly in the manufacturing sector
through an appreciating exchange rate negatively affecting manufacturing indus-
tries that import, including paper products, chemicals, metal products, motor
vehicles and parts, transport equipment and electronic equipment.

Proponents of the Trans-Pacific Partnership free-trade agreement (TPP) suggest
that it will open up markets in a region that represents 40 per cent of the world
economy. Australian winners are expected to include beef, dairy, grain, wine,
horticulture, and a vast array of services all seeking to expand into lucrative Asia-
Pacific markets slated to contain three billion middle-class consumers within 15
years.

* The term Free-Trade Agreement (FTA) is used to describe both bilateral and multilateral (including regional)
trade agreements.
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Trade policies create winners and losers by reallocating resources between alter-
native activities that pit the interests of one part of the community against those of
another. Controversy over trade policies is further fuelled by lack of transparency
in the negotiating process and community understanding. Since the formation
of FTAs is likely to be a continuing process, governments would best serve the
Australian public by encouraging evidence-based discussion, and by providing
answers to legitimate queries.

FTAs are only one effective vehicle for liberalising trade and need to be placed in
context of Australia’s broader trade agenda. Australia has not had a foreign policy
white paper since 2003 and it is overdue for one. Australia needs to articulate a
clear vision to help improve the public debate.

Free-trade negotiations are often regarded as an extension of diplomacy rather
than of economic policy. Ideally, movements to free trade would be negotiated
globally instead of the current piecemeal approach of bi-lateral and limited multi-
lateral agreements. This would help avoid the disadvantages of FTAs — the high
repeated costs of negotiations, the complexities, and the inherent risks of inef-
ficient trade diversion.

It is in Australia’s interest to have an effective, rules-based and predictable
international order. It is important that the recent proliferation of free trade agree-
ments actually delivers improvements in living conditions and does not contribute
towards undermining the international order.

The inclusion of investor-state dispute settlement (ISDS) clauses in FTAs has the
potential to undermine national sovereignty and can create significant liabilities for
the Australian government. This is currently happening with Phillip Morris Asia’s
challenge to Australia’s tobacco plain packaging — the government’s defence
tab already exceeds $50 million. Between nations with robust judicial systems,
ISDS clauses are superfluous and could also weaken the role of the WTO, which
already has a viable dispute resolution system.

Agreement on the recent 12-country Trans-Pacific Partnership (TPP) was held
up in part by Australia’s resistance to US pressure to match its 12-year patent
life for new medicines. The risks for Australia’s healthcare costs meant there was
no economically feasible reason to agree to extend its existing five years. But
the pressure placed on Australia was enormous. The compromise deal maintains
Australia’s five years’ protection for new biologic drugs, plus some time for other
measures, the detail of which will be clear once the full text of the TPP is made
publicly available and Parliament commences the ratification process.
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Technological advances are rapidly reshaping the way business is conducted and
the ease with which knowledge is disbursed, but they also make the physical
distance between innovators even more important. Asia’s rapid economic devel-
opment means Australia is well-placed to sell goods and services to the region
and to engage with its innovators.

Australia has long been educating the best and brightest of Asia’s develop-
ing economies. As a result, hundreds of thousands of highly skilled former
students have returned to their home countries with a strong appreciation for
Australia’s society and culture. Many now represent a source of potential talent
and an opportunity to develop economic and cultural bridgeheads between both
countries.

Just as the Trans-Tasman Travel Arrangements (TTTA) enabled free movement
of workers and expanded the pool of skills available in both Australia and New
Zealand, Australia could benefit from actively seeking the free mobility of labour
between other appropriate countries. Singapore could be the first, given its rela-
tive closeness to Australia and its role as a regional hub.
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Recommendgations

Australian governments have long championed the benefits of free-trade agree-
ments (FTAs), citing substantial increases in export volumes and composition,
improvement to gross domestic product, and opening the economy to efficiencies
and productivity improvements as rationales for pursuing and implementing them.

However, there are also contrary views as to their benefits. The direct economic
benefits of FTAs are minimal. Individual FTAs will not guarantee Australia’s con-
tinued economic prosperity. FTAs are not about creating jobs: employment in
Australia will be determined almost totally independently of FTAs.

FTAs are only one vehicle for liberalising trade. As with all trade policies, FTAs
create losers as well as winners. If Australia’s growth stagnates, its current FTAs
will exert downward pressure on manufacturing, exacerbating existing structural
problems.

Any formal trade policy strategy developed should be informed by Australia’s
foreign affairs concerns while being distinct from the nation’s diplomatic efforts. It
should include options for multilateral, bilateral and non-discriminatory reductions
in trade barriers; provide a component that looks to the future development of
Australia’s trade liberalisation measures; and ensure that appropriate governance
protocols are part of the FTA approval process.

Recommendations
e The government should publish a formal trade policy statement that sets out
how individual agreements fit within a single strategic framework.

e There should be clear differentiation between Australia’s free trade and
foreign policy objectives.
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Free-trade negotiations are often regarded as an extension of diplomacy rather
than of economic policy. The intellectual property provisions that were a key
negotiating block for the recently-signed Trans-Pacific Partnership (TPP) agree-
ment could have represented significant consequences for Australia’s healthcare
costs by extending the patent life of many vital medicines. While Australia appar-
ently managed to have these excluded from the agreement, it is unclear what, if
any, changes will be made to the nation’s intellectual property arrangements as a
consequence of this agreement.

The inclusion of investor-state dispute settlement (ISDS) clauses in FTAs has the
potential to undermine national sovereignty and can create significant liabilities
for the Australian government, exemplified by Philip Morris Asia’s challenge of
Australia’s tobacco plain-packaging legislation. While the recently signed TPP
agreement excludes public health from its ISDS arrangements it is not neces-
sary to have such clauses at all. Between nations with robust judicial systems,
ISDS clauses are superfluous and could weaken the role of the World Trade
Organization, which already has a viable dispute resolution system.

FTAs are costly to negotiate, complex to administer, and divert economic activity
from its most efficient outcomes. But, with appropriate safeguards, FTAs can play
an important role in freeing up global trade.

Australia should pursue bilateral and regional FTAs subject to the following
improvements:

¢ Free-trade agreements that are pursued to expand free trade should be
extended to complying countries and should underpin WTO agreements.

* The negotiation of free-trade agreements must be subject to democratic
oversight, particularly if there is a likelihood that they might impinge on
domestic policy. This can be achieved by using a pre-negotiation model,
with realistic scenarios overseen by an independent body.

e Rules of origin, and other administrative aspects of these agreements,
need to be streamlined and harmonised to reduce costs and complexity for
business.

¢ Free-trade agreements should not include investor-state dispute settlement
clauses.

GLOBAL NETWORKS: TRANSFORMING HOW AUSTRALIA DOES BUSINESS
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3. Strategic engagement and simplified labour
exchange

Technological advances are rapidly reshaping the way business is conducted.
Technological advances make it easier to disburse knowledge, but they also
make the physical distance between innovators seem even more important.
Asia’s rapid economic development means Australia is well-placed to sell goods
and services to the region and to engage with its innovators.

For 50 years, Australia has been educating the best and brightest of Asia’s devel-
oping economies, who are now the researchers, the policy decision makers and
the business leaders driving innovation in their respective countries. Hundreds
of thousands of former students have returned home with a strong appreciation
for Australia’s society and culture. They now represent an opportunity to develop
bridgeheads between both countries, and a source of potential talent in today’s
ferociously competitive globalised labour market.

Just as the Trans-Tasman Travel Arrangements (TTTA) enabled free movement
of workers and expanded the pool of skills available between Australia and New
Zealand, Australia could benefit from actively seeking the free mobility of labour
between other appropriate countries. Singapore should be the first, given its rela-
tive closeness to Australia and its role as a regional hub.

e Australia should seek to adapt the Trans-Tasman Travel Agreement to one
with Singapore, i.e. replicate the spirit of the agreement as one that is not a
prescriptive and detailed agreement between governments, but a set of pro-
cedures independently implemented by both governments working together
towards a broadly agreed common aim.

e After achieving a free-travel agreement with Singapore, Australia should
seek to extend these arrangements with other suitable countries.
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CEDA overview

Nathan Taylor

CEDA CHIEF ECONOMIST

The world is awash with trade agreements, the vast majority having been
signed in the last few decades. With the ongoing failure to secure success-
ful multilateral trade deals, a web of individual and regional agreements has
been formed around the world. However, whether they inhibit or enhance
global trade critically depends on how they are structured. These agree-
ments reflect the next stage of trade liberalisation and present Australia with
an opportunity to enmesh itself more strongly in global value chains. With
technological change threatening to radically upend traditional approaches to
business, it is more important than ever that Australia is open to the evolution
of the global economy.
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Since the early 1980s, the dismantling of Australia’s protectionist barriers, com-
bined with significant domestic reforms, has improved the resilience, flexibility
and productivity of Australia’s economy. The most significant benefit of trade
liberalisation was not the foreign markets that were opened to Australian busi-
nesses, but the improved performance of the domestic economy. To maintain
national prosperity, Australia needs to be open and engaged, not just in markets
for goods and services, but also to the people and ideas that will determine future
economic growth.

Much of Australia’s history has been defined by its isolation from the global
centre of economic activity in the Northern hemisphere. The tyranny of distance
from other developed economies was a significant early influence on Australia’s
economic and social development as the nation tied its fortunes to the United
Kingdom by cultural attitudes, institutions and preferential trade agreements.

The rise of Asia has seen the global centre of innovation as well the economic
centre of gravity move closer to Australia. Asia has dethroned Europe as the gen-
erator of the majority of global patents, a leading indicator of innovation. Despite
technological improvements making it easier than ever to travel and communicate
globally, personal connections and physical location still matter.

Australia has successfully unwound almost a century of protectionist policies.
In the process, the nation reversed historic poor productivity performance and
became considerably more adaptive to changing global circumstances. However,
the unilateral approach that was adopted at that stage of liberalisation is no
longer appropriate. The next phase of trade liberalisation should position Australia
as a key contributor to global value chains and allow the nation to form key links
with the sources of future innovation.

At the dawn of the 20th century, Australia had the highest per capita income in
the world. This was largely due to the good fortune of having a small population
endowed with abundant natural resources and with robust institutional frame-
works inherited from Britain. After federation, successive Australian governments
adopted a series of policies referred to as the Australian Settlement.! This social
compact attempted to restrict Australia’s exposure to the global economy with
high tariffs and restricted migration. Protection increased with each passing
decade until well into the second half of the 20th century.? The social compact
was highly regulated, anti-competitive and redistributive. It also had bi-partisan
support and widespread community acceptance for most of last century.® The
economic inefficiencies of these policies were masked by the rich natural endow-
ment of the Australian continent as the nation was able to ‘ride on the sheep’s
back.’
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However, by the 1970s the terms of trade had begun to move against commodi-

ties, exposing structural challenges for the economy. Inefficient policies and a lack

of strong incentives meant that Australia lagged behind the best in the world and

the nation’s relative prosperity had started to decline. Between 1950 and 1973,

Australia’s annual productivity was a full percentage point below the Organisation

for Economic Cooperation and Development (OECD) average. To protect

Australia’s standard of living, the nation needed to take down its barriers to trade

and embrace the global economy.* Starting with float-

ing the exchange rate, reducing tariffs, and importantly “.Australia’s total productivity
removing the restrictive migratory practices, Australia
opened the economy to the world. It went from having
the highest level of protection against imported goods 91 to 2000 recession was the highest
of all developed countries in the early 1980s, to having in the developed world...”

the lowest by the mid-1990s.

growth from the depth of the 1990—

Reducing the level of protection in the economy was

never widely popular. It inevitably created distinct losers while the beneficiaries
were dispersed. But, removing protection exposed more sectors to international
competition and created incentives for further reforms. Importantly, removing pro-
tection exposed more sectors of the economy to international competition and
created incentives to reform inefficient parts of the economy. This culminated in
the National Competition Policy that reformed many aspects of the non-traded
sector. The productivity of Australian workers surged in response to these
reforms. Rather than lagging behind OECD peers, Australia’s total productivity
growth from the depth of the 1990-91 to 2000 recession was the highest in the
developed world, reversing historic norms.

From 1989, Australia sponsored Asia-Pacific Economic Cooperation (APEC) and
promoted trade liberalisation without discriminating against outsiders — an impor-
tant influence on many Western Pacific countries embracing free trade.® Australia
also helped reduce agricultural protection in the 1991 Uruguay Round of tariff
reductions.

Australia has now removed the vast majority of its protectionist policies such
that the allocative efficiencies that arise from removing the remaining tariffs do
not compensate for the terms-of-trade effects. This means that further unilateral
trade liberalisation will worsen Australia’s economic performance and Australia
should only reduce the remaining protectionist policies in conjunction with other
countries.

Since the successful Uruguay Round of multilateral trade negotiations, and the
failure of subsequent talks, the most popular means of advancing trade has been
through free-trade agreements (FTAs). According to the World Trade Organization,
there are now 276 FTAs in force globally® with nearly all introduced since 1990.
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The increasing use of FTAs reflects the fact that many other countries are in the
same situation where they require mutual reductions in protection.

Australia has nine FTAs currently in force with New Zealand, Singapore, Thailand,
US, Chile, the Association of South East Asian Nations (ASEAN) (with New
Zealand), Malaysia, Korea and Japan. The countries covered by these FTAs
account for 42 per cent of Australia’s total trade. Australia concluded FTA negoti-
ations with China in November 2014 and the agreement will enter into force once
domestic processes are complete. China accounts for 23 per cent of Australia’s
total trade.

Australia is currently engaged in five other FTA negotiations — two bilateral FTA
negotiations: India and Indonesia; and three plurilateral FTA negotiations with the
Gulf Cooperation Council (GCC), the Pacific Trade and Economic Agreement
(PACER Plus), and the Regional Comprehensive Economic Partnership
Agreement (RCEP). The additional countries covered by these negotiations
account for a further six per cent of Australia’s total trade.

Governments have long championed the benefits of FTAs, often citing substantial
increases in export volumes and composition, improvement to GDP and opening
the economy to efficiencies and productivity improvements as rationale for pursu-
ing and implementing them.

At the time of writing, the most recent, the China-Australia Free-Trade Agreement
(ChAFTA), is in the process of being ratified. Its consideration has been the
subject of considerable political debate with the Federal Opposition and others
raising concerns about threats to local wages and

conditions.

“...two-way trade with China per
China is Australia’s largest trading partner. The
Australia China Business Council 2014 Australia- household increased to AUD $16,985...
China Trade Report noted that two-way trade with an almost five-fold increase from
China per household increased to AUD $16,985 $3400 in 2009.”
from $14,480 in 2013, an almost five-fold increase
from $3400 in 2009.” However, with recent Chinese
government policy GDP adjustments, for every one percentage point reduction
in Chinese investment, the International Monetary Fund (IMF) is estimating that
Australia’s growth rate will fall by -0.2 percentage points. Putting that together
with the IMF’s own forecast for Chinese investment, that implies a massive drag
on Australian growth (of around one percentage point per annum).®

ChAFTA joins recent bilateral FTAs signed with Japan and South Korea, signalling
clearly the shift in geopolitical and economic interest to Asia. Each of the agree-
ments will reduce the tariffs and quotas Australian goods are subject to, expand
the range of services Australia can offer, and improve the competitive footing of
Australian businesses. The Korean FTA provides Australia with equivalent access
to that provided to the US and EU in a range of services, while the FTA with
Japan provides market access to a range of areas and a commitment that any
future liberalisation will be extended to Australia.’
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ChAFTA is seen to provide considerable economic benefits to Australia in several
industries including retail, agriculture, tourism, financial services, clean energy
and environmental services, healthcare, advanced manufacturing and education.
It will particularly provide Australian services industries with considerably greater
access to the Chinese market compared to competitor countries, reducing sig-
nificant barriers to services trade. This represents a vital opportunity for Australian
businesses to become involved in the growing services markets of China as ser-
vices’ share of global trade has increased from 56 per cent in 1980 to around
70 per cent in 2012.'° In addition to the economic importance of services in
international trade being heightened by its embodiment in other products, overall
services output has tended to increase faster than that of other industries with the
demand for services increasing ahead of per capita incomes.

However, it should be noted that China, Korea and Japan have all recently
reached FTAs with a number of countries other than Australia. It is argued that
this is particularly important in terms of ChAFTA because if Australia does not
reach agreement with its premier trading partner, the nation’s businesses will
experience a worsening competitive disadvantage.

Notwithstanding these positive aspects of FTAs being advocated, it should be
noted that there are also contrary views from an economic perspective as to their
benefits.

The cumulative benefit of the FTAs signed with China, Korea and Japan is not
anticipated to be high in and of itself. The Centre for International Economics
estimated that collectively they will contribute between 0.05 to 0.11 per cent of
Australia’s GDP by 2035. This is a worthwhile gain, but not a game changer. The
gain will arise mainly from an increase in the prices we receive for our exports
to China. Individual FTAs will not guarantee Australia’s continued economic
prosperity.

Importantly, FTAs are not about creating jobs: employment in Australia will
be determined almost totally independently of the FTAs. As with all trade poli-
cies, there will be losers as well as winners. The structural effects of FTAs wiill
be absorbed much more easily if the Australian economy continues to grow
at around three per cent. If growth stagnates, then the downward pressure on
manufacturing exerted by the FTAs will exacerbate existing structural problems.
The ultimate success of Australia’s trade agenda does not come from the agree-
ments signed but from a domestic economy that puts a premium on productivity
and competitiveness, as pointed out by Department of Foreign Affairs and Trade,
Secretary Peter Varghese.

Here then is an opportunity in public policy. Given the proliferation of bilateral
arrangements globally and those in which Australia participates, there is scope to
produce a formal trade policy. No matter how important individual FTAs are, and
it is easy to overstate their direct economic significance, they are only one vehicle
for liberalising trade. It would be helpful if Australia published a formal trade policy
strategy that included, among other things, options for multilateral, bilateral and
non-discriminatory reductions in trade barriers.
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A formal trade policy would be informed by Australia’s foreign affairs concerns
while being distinct from the nation’s diplomatic efforts. It should provide a com-
ponent that is forward-looking as to the future development of Australia’s trade
liberalisation measures. Such a document could also contribute to improving the
democratic accountability of FTAs by ensuring appropriate governance protocols
are part of the approval process. Just as unilateral liberalisation received broad
bipartisan support, so should the next stage of international engagement be
structured so that the public is informed.

The 12-country Trans-Pacific Partnership agreement (TPP) was concluded in
October 2015. It is purported to cover about a third of Australia’s exports and 40
per cent of the global economy.

The signing of the TPP has resulted in voices “...concerns have ranged from FTAs being
raised in both support and opposition. The costly to negotiate, complex to administer,
pro-economic development lobby suggests it
will ensure growth across diverse markets and
reduce tariffs and other market-distorting access efficient outcomes, and having the potential

issues and, as such, is a pOin’[er to a brighter 1o Undermlne natlona| Soverelgnty”
world economic future.

diverting economic activity from its most

Those who are less sanguine about the outcome question transparency issues
associated with its content and express concerns about issues as diverse as
environmental impacts, investor-state dispute settlement (ISDS) clauses, and
compromises over medical patents. There are also concerns about the phasing in
of any agreements.

However, the fact is that with all trade agreements there will be winners and
losers. Not everyone will get as much as they expected. A definitive final analysis
of the eventual benefits will have to await the release of the documents and criti-
cal examination of the detail, which itself will take considerable time.

Free-trade agreements: two steps forward or
one back

The proliferation of FTAs has been accompanied by significant criticism, as would
be expected. These concerns have ranged from FTAs being costly to negotiate,
complex to administer, diverting economic activity from its most efficient out-
comes, and having the potential to undermine national sovereignty.

FTAs frequently take years to negotiate and involve numerous experts — a costly
process. More significant costs arise when the agreements are administratively
complex, or add to the cost of doing business, in which case they may serve to
impede free trade. In particular, the rules of origin that determine if a good benefits
from a tariff reduction can be incredibly complex to determine, non-standardised
and not suitable for the dispersed production networks that are increasingly a
feature of global trade. For instance, the Singapore agreement involves three tiers
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of regional value content whereas the Korean agreement contains more than
5200 individual rules.™ One recent study suggested the costs of complying with
rules of origin can amount to 25 per cent of the value of the trade in goods within
the Association of Southeast Asian Nations.'®

In contrast, the direct economic benefits of FTAs are minimal. This suggests it
is important to make the process of their negotiation, and the eventual agree-
ments themselves, as standard as possible. Without standardisation and greater
simplicity, FTAs may become an impediment to global trade. As the Australian
Chamber of Commerce and Industry has argued:

“When the hundreds of trade agreements across the globe are negotiated in aggregate by
nations a complex barrier of administrative obligations and procedures emerges, which traders
must understand and overcome for each specific agreement in order to obtain benefit.”'*

A key challenge is that free-trade negotiations are frequently seen as an extension
of diplomacy rather than of economic policy. For example, it could be argued that
the motivations of the TPP would appear to be based on geopolitical consider-
ations, with the intent to exclude China, rather than to encourage greater levels of
trade liberalisation.

Diplomatically-focused FTAs can impinge on domestic preferences in a way that
an economically-focused agreement would not. For example, the US was pushing
for Australia to extend the patent life of many vital medicines from Australia’s five-
year patents to the same 12-year period the US allows, representing significant
consequences for Australia’s healthcare costs. There was no economically fea-
sible motivation for Australia to adopt such an extension. Fortunately Australia’s
resolve forced the US to accept a five-to-eight year time limit instead - five years’
protection for biologic drugs, plus some time for other measures that will become
clear once the full text of the TPP is made publicly available.

The inclusion of ISDS clauses in FTAs is also a significant concern. These clauses
erode national sovereignty and can create significant liabilities for the Australian
government. They are also largely superfluous, particularly between nations with
robust judicial systems. The use of ISDS clauses could weaken the role of the
World Trade Organization, which already has a viable dispute resolution system.
Concerns about ISDS clauses are not groundless. Already Australia has had
policy choices, such as plain packaging of cigarettes, challenged via an ISDS
clause in a trade agreement with Hong Kong. While the TPP carves out public
health from ISDS challenges, the clause is redundant in its entirety and should not
be included in any agreement Australia signs.

Due to these and other concerns, the Productivity Commission has recommend
Australia adopt unilateral action to reduce or eliminate trade barriers while also
encouraging multilateral trade and investment liberalisation.'® However, it can be
argued that this advice does not reflect Australia’s best economic interests. Given
Australia’s low level of tariff protections, the phase of unilateral reductions has
past, as it has with many open economies. By extension, further unilateral trade
liberalisation could diminish Australia’s economic prosperity.

GLOBAL NETWORKS: TRANSFORMING HOW AUSTRALIA DOES BUSINESS
22



While the benefits of FTAs are frequently overstated, they do represent the most
appropriate way of liberalising trade. With appropriate safeguards for national
sovereignty, ensuring they reinforce global institutions such as the World Trade
Organization, and with streamlined processes so
that they do not add needless complexity, FTAs can
play an important role in freeing up global trade.

“To maintain Australia’s national
prosperity, it is vital that the nation not
The fact that trade negotiations are conducted in
secret and are only presented as finalised agree-
ments, risks limiting the democratic accountability but actively advances it.”
associated with the process. However, it must be

stressed that both the ChAFTA and TPP are still required to be ratified by the
Australian Parliament. Concerns about the secretive nature of negotiations pro-
ducing outcomes that disadvantage Australia will be tested through this process.

only remains at the technological frontier

Technological advances are rapidly reshaping the way in which business is con-
ducted. To maintain Australia’s national prosperity, it is vital that the nation not
only remains at the technological frontier but actively advances it. Australia cannot
remain a rapid adopter of less viable technology as rapid dispersion and a failure
to innovate risks commoditisation.

Historically, Australia has been disadvantaged in generating new ideas and bring-
ing them to market because of both the distance its goods must travel to market
but also by the distance ideas must travel. The country was far removed from the
centres of thinking that generated new ways of doing business. Despite techno-
logical advances making it easier to disburse knowledge, it is also making the
distance between innovators even more important.

With the economic development of Asia, Australia is not only better placed to sell
goods and services but it also has the opportunity to engage more deeply with
the generators of tomorrow’s economic growth. The rapid industrialisation of the
emerging economies of Asia has been accompanied by the rapid education of
their population. In 2002, the total number of Science Technology Engineering
and Mathematics (STEM) students graduating in Asia was just over a million. By
2012 the number of STEM students had grown by more than 500 per cent and
by 2015 China alone will graduate more STEM degree students than all of Asia
did first degrees in 2002."¢ India is experiencing similar growth trajectories. By
2025 the total number of students around the globe enrolled in higher education
is anticipated to be 262 million, with nearly all the growth occurring in the devel-
oping world, dominated by China and India.

For almost 50 years Australia has been educating the best and the brightest
of China and many developing economies. What started out as a diplomatic
gesture has become one of Australia’s most successful services sector exports.
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These students are the researchers, the policy decision makers and the business
leaders who will drive innovation in their respective countries in the years to come.
Over the last decades, Australia has educated hundreds of thousands of these
students, a potentially powerful alumnus who may go on to become significant
leaders in their country. When these students return home they take with them
a strong appreciation for Australia’s society and culture. They represent potential
bridgeheads between both countries.

Labour markets are becoming increasingly globalised with ferocious competi-
tion for the best talent. As an example, the free movement of workers between
Australia and New Zealand under the Trans-Tasman Travel Arrangements (TTTA)
has expanded the pool of skills easily available to both countries.

Australia can enhance its capacity to draw on the largest possible pool of talent
by extending the free mobility of labour to other appropriate countries. Such an
agreement should be actively sought with Singapore given its relative closeness
to Australia and its role as a regional hub.
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The Hon. Andrew Robb AO MP

Competition in the Chinese market is fierce and China
can be a challenging place to do business. This chapter
discusses the China-Australia Free Trade Agreement
and the new opportunities for mutual benefit.
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The Hon. Andrew Robb AO MP, Federal Minister for Trade and
Investment is one of the most senior members of the Coalition
Government and is responsible for pursuing Australia’s trade and

investment interests around the world.

Since coming to office, Mr Robb has concluded landmark free-trade
agreements with our top three export markets, Korea, Japan and China, and most recently

concluded the ground-breaking Trans-Pacific Partnership Agreement.

Mr Robb is also progressing trade negotiations with India and is working towards concluding

that Comprehensive Economic Cooperation Agreement by the end of 2015.

He’s also overseeing negotiations for a Regional Comprehensive Economic Partnership
agreement and is working to promote deeper trade, investment and business links with

Indonesia, the Gulf States, the European Union and Pacific Island countries.

He is working with co-chairs the United States and the European Union to conclude the
Trade-in-Services Agreement, and continues to work actively to promote Australia’s interests
in the World Trade Organisation (WTO), Asia-Pacific Economic Cooperation (APEC) and the

Organisation for Economic Cooperation and Development (OECD).

As Australia’s first Minister for Investment, Mr Robb has conducted 66 business roundtables
in 26 countries in less than two years, actively promoting Australia as a secure destination

for global investors.

The Minister was also tasked with overseeing the finalisation of the Government’s White
Paper on developing Northern Australia, which outlines measures to support sustainable
growth in the north, including the attraction and facilitation of large-scale investment, and
hosting a major Northern Australia Investment Forum in Darwin this month bringing

international investors together to attract interest in the region’s untapped potential.
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It has certainly been quite an historic time for Australian trade and investment
policy over the past two years, capped off with the recent conclusion of the
Trans-Pacific Partnership (TPP) Agreement negotiations.

The TPP involves Australia and 11 other countries, which collectively repre-
sent 40 per cent of global GDP. It has transformational promise and represents
the biggest trade agreement in the 20 years since the 1995 conclusion of the
Uruguay Round, which launched the WTO. The liberalisation of trade, including
establishing common sets of rules across TPP countries, will help drive growth,
job creation and innovation.

The TPP comes on the back of our landmark agreements with Korea, Japan and
China, with the first two having already come into force in December 2014 and
January 2015 respectively. We are hopeful that the China-Australia Free Trade
Agreement (ChAFTA) will enter into force before the end of 2015, which would
provide for an immediate round of tariff cuts, followed by a second round on 1
January 2016. This would save our agricultural exporters alone $300 million in
reduced tariff payments in 2016.

These three countries are our top three export markets and together account for
over half of Australia’s total exports, valued at over $170 billion in 2014,

Free-trade agreements (FTAs) are a central part of the government’s microeco-

nomic reform agenda in this critical post-mining boom

period. They are fundamental to supporting the diversifi- “...ChAFTA represents one of the
cation of our economy and reducing our reliance on any

largest opportunities for Australian
one sector, regardless of how strong.

businesses in decades.”
The promotion of our world-class services industries
is @ most important element. While we are a services
economy, with about 75 per cent of our gross domestic product (GDP) coming
from services, they currently represent only about 20 per cent of our exports. We
are confident that our trade deals will provide a launching pad for strong growth
in this area.

Our FTAs will fuel business growth into the global marketplace, supporting busi-
ness strength and encouraging innovation at home, ultimately resulting in more
Australians doing business overseas and more jobs for Australians. In this way,
Australia’s FTAs are forging global linkages that will help drive prosperity in the
years and decades ahead.

ChAFTA represents one of the largest opportunities for Australian businesses in
decades. This Agreement is vital because it will put Australians and Australian
businesses into the starting blocks, ready to benefit from China’s massive
economy.
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China is already Australia’s largest trading partner — two-way trade was $150
billion in 2014 — so a more open China will have big net gains for us. Such is the
scale of the opportunity ChAFTA provides, the benefits will be limited only by our
imagination.

Although there is a tendency to view the economic relationship between China
and Australia exclusively through our major resource exports such as iron ore and
coal, this economic relationship is highly dynamic and already much more diverse.
For example, in 2014 China was Australia’s largest services export market.

ChAFTA lays a historic foundation for the next phase of this broadening rela-
tionship, putting Australia at a significant competitive advantage in key growth
sectors including premium foods, financial services, and health and aged care.

Independent economic modelling by the Centre for International Economics esti-
mates the benefits from the North Asian FTAs with China, Japan and Korea, ‘the
trifecta’, will flow to the Australian economy for many years to come. For example,
the modelling shows that the three FTAs together will be, in net present value
terms, worth $24.4 billion in total additional income to Australia between 2016
and 2035. Based on the New Zealand experience of its FTA with China alone,
these numbers could prove to be conservative. New Zealand Prime Minister John
Key recently said that his country’s FTA had

produced outcomes 11 times greater than the

most optimistic estimates. New Zealand Prime Minister John Key

The modelling shows that our FTAS will support recently said that his country’s FTA had

Australia’s competitiveness in  key export produced outcomes 11 times greater than
markets. Compared with a scenario in which the most optimistic estimates.”

Australia does not enter into the three FTAs

— but our trade competitors do — Australian

exports of goods and services to North Asia are forecast to be 11 per cent higher

by 2035. Modelling also predicts that tariff reductions under the three FTAs will

drive a 43 per cent increase in manufacturing exports to North Asia by 2035.

Increased exports and cheaper imports will allow Australian businesses to hire

more workers, driving growth for the Australian economy.

Importantly, the modelling cannot hope to properly capture the expected opportu-
nities that will flow from increased services trade, as well as the other intangibles
that will result from a deepening of two-way investment relations, and the other
benefits that will flow from the increased trust and people-to-people linkages that
the FTA will promote.

For Australian exporters, the benefits of the Korean and Japanese FTAs already
in force speak volumes. Although the Korea and Japan agreements have been
in force for less than a year, Australian businesses are already seeing some very
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significant results. For example, high-quality Australian beef is being served in
more restaurants and on more dinner tables across Korea and Japan. In the
period from December 2014 (after the Korea-Australia FTA entered into force) to
July 2015, the tariff on Australian beef into Korea fell from 40 per cent to 34.6 per
cent, and the value of exports of prime frozen beef to Korea surged by almost 50
per cent, compared to the same period a year prior. Similarly for Japan: with tariffs
falling from 38.5 per cent to 28.5 per cent, frozen beef exports from January to
July 2015 were up 27 per cent, compared to the same period a year earlier.

Exports are up, but FTAs are not only about more exports. They are about more
efficient and more profitable trade, and giving businesses choices when it comes
to exporting our high-quality Australian goods and services to overseas markets.

It's also important to remember that FTAs
are not only for Australia’s big industries and
businesses; small and medium enterprises
(SMEs) make up 96 per cent of Australian
businesses and they have a significant more profitable trade...”
cumulative impact on economic activity in

Australia. Specialised industries are also

seeing great benefits from the Korea and Japan agreements as they quickly work
their way up from a low export base. For example, under the Japan-Australia
Economic Partnership Agreement (JAEPA), tariffs of 2.4 per cent on shelled
almonds were immediately eliminated once the agreement came into force. As
a result, between January and July 2015, our almond exports to Japan grew by
seven times on value terms, compared with the same period in 2014. Korean
consumers have been equally keen on our macadamias, with the value of exports
more than doubling after tariffs were cut from 30 per cent to 18 per cent — and in
just two more years those tariffs will be completely eliminated.

“Exports are up, but FTAs are not only about

more exports. They are about more efficient and

For a variety of other products, including fresh table grapes, cherries and wine,
Australian producers are seeing genuine, tangible results as a result of tariff
reductions delivered by these high-quality FTAs.

Importantly, export growth is not only evident in the agricultural sector. Australian
resource and manufacturing exporters are also experiencing positive outcomes.
For example, once the agreement with Korea came into force, the 6.5 per cent
tariff on titanium dioxide exports to Korea was immediately eliminated and exports
have more than tripled. Our share of the Korean import market for these products
has since grown from only five per cent to 19 per cent.

And this is just the beginning. Tariffs will continue to fall, and access is being
further opened for services and investment. The results from the Korea and
Japan FTAs are also helping to build anticipation about ChAFTA's entry into force.
Signing ChAFTA on 17 June 2015 marked another important step in the Australia-
China relationship. The Australian Government is working to have ChAFTA enter
into force before the end of 2015.
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ChAFTA outcomes support the China-Australia
relationship

Australia and China enjoy an extensive bilateral relationship based on strong
economic and trade complementarities. We also have a growing range of
common interests in multilateral and regional forums, as well as deep and
expanding cultural, artistic and community relationships. Our strong government-
to-government relationship was underpinned by agreement in 2014 to establish a
Comprehensive Strategic Partnership.

ChAFTA builds on Australia’s already large and successful commercial relation-
ship with China by lowering tariffs, increasing access for services exports to
China, and supporting two-way investment.

Australia is a key supplier of the energy and minerals that drive China’s industri-
alisation and urbanisation, and we are a reliable and trusted provider of the food
for China’s growing number of middle-class consumers. In 2014, China bought
almost a third of all Australian exports, worth over $98 billion.

Under ChAFTA, more than 86.2 per cent of Australia’s goods exported to China
(by value in 2014) will enter duty free when ChAFTA enters into force, rising to
93.9 per cent after four years and 96 per cent when ChAFTA is fully implemented.

China is by far Australia’s largest market for resources and energy products. In
2014, Australia exported more than $80 billion worth of resources, energy and
manufactured products to China. Iron ore (52 per cent of total exports to China in
2014), coal and gold lead the way. On the Agreement’s entry into force, 92.8 per
cent of China’s imports of these Australian products will enter duty free, with most
remaining tariffs removed within four years.
For example, ChAFTA will mean that exist-
ing Chinese tariffs on products like coking
coal, alumina, nickel mattes and oxides products like beef, dairy, wine and spirits, barley,
and unwrought zinc will be eliminated
immediately.

“On ChAFTA's full implementation, important

all seafood exports and a range of processed

foods will all enter duty free.”
In fact, on the agreement’s full implementa-

tion, 99.9 per cent of Australia’s resources,

energy and manufacturing exports will enjoy duty free entry into China. The agree-
ment means that, within four years of entry into force, tariffs will be eliminated on
key Australian manufactured products including pharmaceuticals, car parts and
engines, orthopaedic appliances, hearing aids, make-up and hair products.

China buys more of Australia’s agricultural produce than any other country. In
2014, this market was worth more than $8 billion to Australian farmers and the
broader agricultural sector. On ChAFTA's full implementation, important prod-
ucts like beef, dairy, wine and spirits, barley, all seafood exports and a range of
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TABLE 1

AUSTRALIA’S TRADE WITH CHINA SNAPSHOT

Australia — China Trade** A$b (2014)
Total exports 98.2
Total imports 54.3
Total two-way trade 152.5
Share of Australia’s total trade (%) 23.0
Top five exports to China A$b (2014)
Iron ores and concentrates 50.6
Coal 8.3
Gold 7.0
Education-related services* 4.4
Crude petroleum *** 2.3
Top five imports from China A$b (2014)
Telecommunications equipment and parts 5.6
Clothing 5.0
Computers 49
Furniture, mattresses and cushions 2.3
Prams, toys, games and sporting goods 2.0
Australia-China Investment 2014 A$b (2014)
Australia’s investment stock in China 57.9

China was the sixth largest destination for Australian investment stock abroad in 2014
China’s investment stock in Australia 64.5

China was the seventh largest source of investment in Australia in 2014

All data is based on ABS data, unless otherwise specified

* Defined by the ABS as ‘Education-related personal travel’
**Includes unpublished data

*** Includes the cost of insurance and freight - China Customs data

processed foods will all enter duty free. These tariff eliminations will give Australia
an advantage over our major agricultural competitors, including the United States,
Canada and the European Union. It also levels the playing field by countering the
advantages that Chile and New Zealand currently enjoy through their FTAs with
China.
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Today, China is Australia’s largest services export market, worth more than
$8 billion in 2014. Over the last five years, our services exports to China have
seen an eight per cent average annual growth, albeit from a low base. Looking at
education and tourism services, for example, our universities, TAFEs and schools
are already helping educate the generations that will drive China’s future stages
of growth, and we are a popular destination for growing numbers of Chinese

tourists.

FIGURE 1

SERVICES TRADE GROWTH OVER TIME
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In ChAFTA, we have secured for Australia the best-ever services commitments
China has given to any country in an FTA. This includes new or significantly
improved guaranteed market access for Australian banks, insurers, securities
and futures companies, law firms and professional services suppliers, education
services exporters, as well as health, aged care, construction, manufacturing and
telecommunication services businesses in China.

As China’s reforms begin to change the structure of its economy, demand growth
is expected in new sectors such as finance, health and aged care, as well as pro-
fessional services. Under ChAFTA, expected strong outcomes in these sectors
place Australian services providers extremely well to tap into this growth.

ChAFTA is also good news for our ever-growing investment relationship with
China. At the end of 2014, the total stock of Chinese investment in Australia
reached $64.5 billion, a 24 per cent increase over the previous year. Although
China currently accounts for only 2.3 per cent of the stock of total foreign invest-
ment in Australia, recent growth demonstrates the importance of China as a
source of new investment in Australia.
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FIGURE 2
INVESTMENT GROWTH OVER TIME
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ChAFTA will promote greater private Chinese investment in non-sensitive sectors.’
The threshold for screening of such investments by the Foreign Investment
Review Board (FIRB) will increase from $252 million to $1,094 million. Importantly,
Australia has retained the ability to screen investments at lower thresholds for
agricultural land and agribusiness, and for sensitive sectors, including media, tele-
communications and defence-related industries.

China is also an increasingly attractive invest-
ment destination for Australia. Australia’s “ .a Most-Favoured Nation (l\/lFN) clause for
stock of total investment in China reached
$57.9 billion at the end of 2014, and many of
Australia’s largest companies now have invest-

ments in China in industries such as banking outcomes to another trade partner at a future
and finance, health and construction.

investment and certain services sectors ...

mean that, should China give more liberalising

date, China must automatically extend this
ChAFTA also includes a Most-Favoured
Nation (MFN) clause for investment and
certain services sectors, protecting Australia’s
competitive position. These MFN provisions mean that, should China give more
liberalising outcomes to another trade partner at a future date, China must auto-
matically extend this beneficial treatment to Australia. This way, the services and
investment components of the agreement will continue to expand over time and
continue to protect Australia’s competitive position.

beneficial treatment to Australia.”
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Supporting ChAFTA outcomes in goods,
services and investment

As with Australia’s other FTAs, the outcomes in ChAFTA for goods, services and
investment are supported by provisions that apply to the temporary movement of
natural persons (MNP).

It is important to recognise the significance of the temporary movement of
persons: it gives businesses on both sides the chance to make the most of com-
mercial outcomes secured through ChAFTA. Australian and Chinese business
people and skilled professionals already travel regularly between our countries
to build business relationships, forge business deals and support this growing
partnership. ChAFTA will ensure continued ease in this temporary movement of
persons. The MNP outcomes in ChAFTA guarantee that Australian engineers will
be able to travel and work in China as an inter-corporate transferee for up to three
years, providing certainty for Australian investors in the country. Additionally, for
the first time in any FTA, China will also guarantee that skilled Australian business
workers can take their spouses and dependants with them to China, ensuring
Australians working in China have the

support of their families.

“...appropriate safeguards, skills assessment,
These MNP outcomes are designed to

facilitate trade and investment between
our two countries, not to allow just anyone laws will remain in place to ensure that overseas
to come to Australia. ChAFTA labour pro-
visions have been designed to operate

trades licencing and workplace health and safety

workers continue to work safely and under fair

within - our existing visa frameworks. work conditions in Australia.

Importantly, appropriate safeguards, skills

assessment, trades licencing and work-

place health and safety laws will remain in place to ensure that overseas workers
continue to work safely and under fair work conditions in Australia.

Without the MNP outcomes, ChAFTA would not be as valuable to Australian
businesses.

ChAFTA also includes a commitment to review the agreement within three
years with a view to deepening liberalisation and expanding market access.
Furthermore, the Agreement sets out an extensive and dynamic built-in agenda
of cooperative work, including a mechanism to address non-tariff measures
on trade and investment issues. The opportunity for review, supported by the
ongoing work program, means that Australia can work with China to continue to
maximise the benefits we receive as China continues along its path of economic
liberalisation.
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China is Australia’s largest trading partner by a significant margin. The long-term
profitable relationships built by Australian and Chinese businesses demonstrate
this success and ChAFTA will further build upon this strong base.

Opportunities in the Chinese market continue to grow in key sectors including
some of Australia’s most successful industries: agribusiness, red meat, dairy,
wine, health and beauty products, resources,
tourism, aged care services and senior living.

These sectors are supported by ChAFTA “In 2014, China’s online retail market grew by

il fit f ignifi K :
and many. will benefit from significant market 50 per cent to reach the equivalent of half-a-
access improvements and guarantees,

placing Australian businesses in an enviable trillion Australian dollars... e-commerce brings

position internationally to compete for and China’s 332 million online consumers within the

fit from the Chi ket. - .
profit rom the LAInese marke reach of even Australia’s smallest producers.

The machinery of China’s trade market is

also evolving in an exciting way. In 2014,

China’s online retail market grew by 50 per cent to reach the equivalent of half-
a-trillion Australian dollars. This presents an immense opportunity for Australian
businesses, especially SMEs, as e-commerce brings China’s 332 million online
consumers within the reach of even Australia’s smallest producers. ChAFTA will
help businesses to harness the efficiencies of e-commerce, while ensuring the
protection of consumers engaging online.

However, it is also important to remember that China can be a challenging place
to do business. Australian businesses must ensure they do adequate research
and seek advice from partners such as Austrade, so they gain a thorough
understanding of the regulatory, legal and cultural practices specific to the China
market.

Competition in the Chinese market is indeed fierce. But the opportunities from
ChAFTA combined with existing people-to-people links and market conditions
such as the growth of e-commerce, will help Australian companies gain or
expand their foothold in the Chinese market.

ChAFTA is, without doubt, a game changer for Australia and Australian busi-
nesses. Timing is everything in business and with interest in the agreement
ramping up on both sides, there has never been a better time for Australian busi-
nesses to make the most of such an exciting opportunity.
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Endnotes

1 Afull description and list of prescribed sensitive sectors can be found by following the links on the Australian Foreign Investment Review
Board website, available at: http://www.firb.gov.au/content/definitions.asp#P211_22530
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2. rree-trade agreements:
do they matter?

Professors Peter Dixon
and Maureen Rimmer

In the domestic economy, trade policies are contentious
because they create both winners and losers. The
community’s many legitimate questions about free-trade
agreements are lost when the debate becomes politically
polarised. More evidence-based truthful discussion might
avert unrealistic expectations and disillusionment.
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Professor Peter B Dixon is known for his work in computable
general equilibrium modelling. Together with colleagues at the
IMPACT Project and the Centre of Policy Studies, he created the

ORANI model and its dynamic successor, MONASH. These models

have been prominent in the Australian economic debate for 35 years
and have been used as templates for the development of other models throughout the
world. He is the principal author of the ORANI and MONASH books published in the North-
Holland Contributions series in 1982 and 2002. In recent years he has led the development
of the USAGE model of the United States (US), which is being used by the US International
Trade Commission and the Departments of Agriculture, Commerce, Energy, Transport and
Homeland Security, and by the Canadian Embassy in Washington DC. He is currently

Professor, Centre of Policy Studies, Victoria University, Melbourne.

Professor Maureen T Rimmer is the co-developer of the MONASH
model of the Australian economy and the co-author of the MONASH
book, published in 2002 in North-Holland’s Contributions to Economic

Analysis. In the last 15 years she has been a key contributor in the

development, application and documentation of USAGE. This is a
500-industry, dynamic model of the US economy, with facilities for generating results for the
50 States and 700 occupations. The model is used in Washington by the US International
Trade Commission and the US Departments of Commerce, Homeland Security, Agriculture,
Transport and Energy. She has made major contributions in applications of the model to key
policy areas such as: the replacement of imported crude oil with domestically produced
biofuels; legalisation of unauthorised immigrants; and the effects of the Obama stimulus
package to combat the 2008—09 US recession. Her current position is Professor, Centre of

Policy Studies, Victoria University, Melbourne.
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This paper uses the theory of efficiency gains and terms-of-trade losses to explain
the proliferation of free-trade agreements (FTAs). It then focuses on Australia’s
FTAs with Japan, Korea and China in a discussion of gains from FTAs. Continuing
that focus, the paper explains why FTAs (and trade policies more generally) are
politically divisive. With regard to the China-Australia FTA the paper concludes
that:

1. There will be a modest but worthwhile welfare gain for Australia;

2. The gain will be mainly from terms-of-trade improvement, not employment;
3. The Federal Government is exaggerating the likely gain;

4. There will be losers as well as winners;

5. The Federal Opposition is well within its rights to question labour-market
aspects of the agreement; and

6. The formation of FTAs is likely to be a continuing process and the Government
would best serve the Australian public by encouraging evidence-based discus-
sion and providing answers to legitimate queries.

World-wide there are now 276 free-trade agreements (FTAs) in force with nearly
all of these introduced since 1990." The number of FTAs is increasing by about
10 a year. Each agreement is highly complex with hundreds of pages of condi-
tions, e.g. the China-Australia agreement runs to about 1100 pages. Many of the
agreements have taken years to negotiate by large teams of skilled and expen-
sive professionals.

In Australia’s case, we have 10 FTAs: with New Zealand, Chile, ASEAN, PNG,
Japan, Korea, Malaysia, Singapore, Thailand and the US. Apart from the agree-
ments with New Zealand and PNG, all of these have come into force since
2003. Currently (November 2015), the China-Australia FTA is awaiting ratification
through the Australian parliament.

This paper addresses three questions:

1. Why have FTAs become the dominant vehicle for many countries through
which trade reforms are implemented?

2. How important are FTAs in delivering gains in economic welfare?

3. Why is there so much political heat surrounding FTAs and trade policies more
generally?
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We start in section two by answering the first question drawing on the theory
of efficiency gains and terms-of-trade losses. Our treatment is a non-technical,
simplified account of textbook theory.2

Sections three and four deal with the second and third questions, focusing on
Australia’s FTAs with Japan, Korea and China.

Section five contains concluding remarks including comments on the conduct in
Australia of the debate on the China-Australia FTA.

It is easy to be cynical. FTAs provide lucrative employment for public servants and
consulting economists. They also generate kudos for politicians who can portray
themselves as delivering great deals in the national interest. While some cynicism
is probably justified, there is nevertheless a real economic rationale for FTAs.

To understand this we need to review some trade theory. When a country reduces
protection by cutting a tariff or eliminating a quota, there are two effects: an effi-
ciency gain and a terms-of-trade loss. FTAs aim to reap the efficiency gains while
avoiding the terms-of-trade losses.

Assume that there is a tariff on cars of 60 per cent, as there was in Australia to the
end of the 1980s. This allows domestic producers to be competitive on the local
market against imports even though their production costs are $16,000 per car
whereas production costs of foreign producers are only $10,000. Now assume
that the tariff rate is reduced slightly so that one more car is imported and one
less is produced domestically. As a nation Australia pays
for the import by using $10,000 of resources (capital,
labour and materials) to produce an export good (e.g.
an agricultural or mineral product). At the same time, justified, there is nevertheless a
Australia releases $16,000 worth of resources from the
production of cars. This leaves $6000 worth of resources
free to produce schools, hospitals or other goods and
services that enhance living standards. This $6000 of extra goods or services is
known as the ‘efficiency gain’ from having liberalised the trade.

“While some cynicism is probably

real economic rationale for FTAS.”

This is the big picture. How does it work in detail? When the tariff is slightly
reduced, say to 59.99 per cent, then one consumer decides to switch to an
imported car. That consumer pays $10,000 to the foreign producer and $5999
to the government which spends the money on schools, hospitals or returns it
to households via a tax cut. The foreigner converts the $10,000 into his/her own
currency causing a small devaluation of the A$. The devaluation makes Australian
exports more attractive to foreigners and eventually allows sufficient export
expansion to pay for the additional car import.
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Realising the efficiency gain from trade liberalisation requires resource realloca-
tion. $16,000 worth of resources is transferred out of car production. An extra
$10,000 worth of resources is used in agriculture, mining and other export activi-
ties, and an extra $6000 is used in the production of schools, hospitals and other
standard-of-living enhancing goods or services. Ideally, this transfer takes place
in an environment of economic growth. With trade liberalisation the car industry
simply grows a little slower than otherwise would have been the case while the
export sectors and the sectors producing public and private consumer goods
and services grow a little quicker. In this ideal situation no one experiences unem-
ployment as a result of the trade liberalisation: the resource transfer is handled
entirely by redirecting sectoral flows of new resources (new entrants to the labour
force and newly created capital). But as described below, adjustment processes
are not always benign.

Trade liberalisation means that there will be an increase in both imports and
exports. In our example, imports of cars increase by $10,000 matched by an
increase in exports of agricultural, mineral
and other commodities of $10,000. If trade
liberalisation is unilateral then it will almost
certainly be accompanied by terms-of-trade financial services, wine and gourmet cheese
deterioration; that is, a reduction in the price
of exports relative to the price of imports. In
general qualitative terms, supplying more
exports will reduce their price while demand- reduction.”
ing more imports will increase their price.

“Even for exports such as tourism, education,

in which Australia is a small player by global

standards, supply expansion requires price

On the import side, it is reasonable in Australia’s case to assume that the price
effect is negligible. In most modelling exercises it is assumed that the prices in
foreign currency (such as US dollars) at which we obtain imported commodities
are independent of our demands. For almost all commodities Australia accounts
for only a small share of global demand. Consequently large percentage fluctua-
tions in Australia’s demand are only tiny fluctuations in world demand, with tiny
resulting fluctuations in world prices.

The story is different on the export side. Australia is a major producer of several
mineral and agricultural products. For these products, increases in our exports
have a noticeable effect on global supplies, with a resulting negative effect on
prices. Even for exports such as tourism, education, financial services, wine and
gourmet cheese in which Australia is a small player by global standards, supply
expansion requires price reduction. This is because Australian varieties of these
products are distinctive. Greater sales of our varieties require lower foreign-
currency prices in order to switch international demand away from the varieties
produced by other countries. For example, to sell more Australian wine of a given
quality in the US, we must reduce its US$ price relative to that of Californian wine.
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A terms-of-trade loss implies that Australia must generate a greater volume of
exports to pay for any given volume of imports. Perhaps to pay for the imported
car, we now need to divert into export production resources that could have pro-
duced $12,000 worth of exports at the old prices, but only $10,000 worth at the
new prices. In this situation we say that there is a terms-of-trade loss of $2000.
Now, instead of having $6000 worth of released resources available to increase
our standard of living, we have only $4000 of released resources. More generally,
in assessing the benefits of trade liberalisation we must weigh the terms-of-trade
loss against the efficiency gain.

Consider a trade policy (e.g. a small tariff cut) that leads to a unit increase in car
imports. The efficiency gain will be large if the car tariff is high. In our example
with the tariff at 60 per cent, the efficiency gain from importing one more car was
$6000. Reworking that example with a low tariff, say 10 per cent, gives an effi-
ciency gain of only $1000. On the other hand, the terms-of-trade loss, $2000 in
our example, is barely affected by the car tariff. Irrespective of the tariff, we need
to generate sufficient additional exports to pay the foreign-currency price of one
imported car. Consequently the reduction in our export prices, or more generally
the reduction in our terms of trade, is largely independent of the level of the tariff
rate on cars.

What this means is that unilateral reductions in tariffs enhance economic welfare
when tariffs are high and reduce economic welfare when tariffs are low. With the
tariff at 60 per cent, a unit increase in car imports generates a welfare gain of
$4000, made up of a $6000 efficiency gain and $2000 terms-of-trade loss. With
the tariff at 10 per cent, there is a welfare loss of $1000: the efficiency gain of
$1000 is more than offset by the terms-of-trade loss which stays at $2000.

This brings us to the answer to the question posed earlier: why free-trade agree-

ments? Since 1990, Australian tariffs and those of many other countries have

been sufficiently low that terms-of-trade losses from unilateral trade liberalisations

outweigh efficiency gains. Whereas it made sense in the 1970s and 1980s for

Australia to cut its high tariffs without reciprocal action

by its trade partners, it doesn’t make sense today

for Australia to make unilateral cuts in its current low

tariffs. The situation is similar for many other coun- enhance economic welfare when
tries. In these circumstances, further moves towards tariffs are high and reduce economic
free trade require negotiation. We should reduce our

“...unilateral reductions in tariffs

. . . . welfare when tariffs are low.”
trade barriers and reap efficiency gains only if we can

avoid terms-of-trade losses. These can be avoided

by a negotiation in which our partner countries agree to simultaneously reduce
their trade barriers allowing an expansion in our exports without reductions in the
prices we receive.

GLOBAL NETWORKS: TRANSFORMING HOW AUSTRALIA DOES BUSINESS
42



In an economically rational world, movements to free trade would be negotiated

globally. A global agreement to cut tariffs and other impediments to trade would

avoid the disadvantages of the current piecemeal approach based on bi-lateral

and limited multi-lateral agreements. Two obvious disadvantages of the piecemeal

approach are high repeated negotiating costs and complexity especially with

respect to rules of origin (rules determining whether a commodity embodies suffi-

cient value added from country A to qualify for preferential treatment by country B

under an A-B free-trade agreement). A third disadvantage

emphasised by economists is inefficient trade diversion.®

This takes place when a trade agreement between coun- ...t doesn’t make sense today for
tries A and B causes consumers in country A to switch Australia to make unilateral cuts in
their demand to free-trade partner B away from a cheaper
supplying country C which is outside the agreement. For
example, assume that the pre-tariff price in Australia of an
electronic product from the US is $10 whereas the pre-tariff price of a similar
product from Japan is only $9. Assume that the Australian tariff is 20 per cent,
making the prices to Australian consumers $12 for the US variety and $10.80 for
the Japanese variety. In this situation Australian consumers choose the Japanese
variety. Then Australia enters an FTA with the US, eliminating the tariff on the US
variety. Now the price to Australian consumers for the US variety falls to $10 while
the price of the Japanese variety remains at $10.80. This diverts demand by
consumers away from the Japanese variety towards the US variety. As a nation
Australia loses. Instead of having to find resources to generate exports worth $9
to pay for a unit of the Japanese variety, we now have to find resources to gener-
ate exports worth $10 to pay for a unit of the US variety.

its current low tariffs.”

Unfortunately, global negotiations such as the Doha round have had little or no
success. It is difficult to get two countries to agree on reductions in trade barriers
and the difficulties multiply with increases in the number of negotiating countries.

Thus, proliferating FTAs are the best possibility for the world economy to continue
along a path, although a tortuous one, towards global free trade.
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Given the Government’s rhetoric in the recent debate about the China-Australia
free-trade agreement, members of the public could be excused for thinking that
Australia’s economic prosperity was at stake. Former Prime Minister Tony Abbott
was quoted in The Australian, 1 September 2015 as saying:

“If Bill Shorten and the Labor Party try to reject the China-Australia Free Trade Agreement
they will be sabotaging our economic future and they will be turning their back on one of the
greatest opportunities our country has ever been offered.”

In fact, careful economic modelling carried out for the Department of Foreign
Affairs and Trade by the Centre for International Economics (CIE) demonstrated
that the gains will be quite modest. With economic welfare measured by the
quantity of private consumption, the CIE estimates that the welfare gain from
the three North Asian FTAs (the recently activated agreements with Japan and
Korea and the agreement with China awaiting par-

liamentary ratification) will be sustained at 0.4 per

cent. That is, the level of Australia’s private con- “...the level of Australia’s private
sumption each year will be 0.4 per cent higher with consumption each year will be
the trade agreements than it would be without the ) ,

0.4 per cent higher with the trade
agreements.

, , , , agreements than it would be without
There are various ways in which this result can

be presented. We could call it an annual boost the agreements.”

in welfare of about $3 bilion. We could call it an

annual increase in welfare of $300 per household

or $130 per person. If we want a really big impressive number we could work
out the present value of a $3 billion annuity, and call the gain $50 billion. All of
these numbers are being quoted by proponents of the agreements. With private
consumption under business-as-usual assumptions projected to grow by about
two per cent per annum, a wet-blanket way of looking at the gain from the North
Asian FTAs is to say that it is about 2.4 months’ growth. With the agreements, the
CIE estimates show that we will reach a certain standard of living by 1 January
2035 and without the agreements we would have to wait until 13 March 2035
to reach the same standard. But whatever way we dress it up the gain is still
0.4 per cent.*

What explains the 0.4 per cent? It is almost entirely a favourable terms-of-trade
effect. Australia’s tariffs are now so low that cutting them on imports from Japan,
Korea and China has almost no efficiency effect.

The FTAs give Australia a positive terms-of-trade effect because they will enable
Australian firms to receive higher prices for their products in the three North Asian
countries. The main reason is that the three countries already have agreements
with some of Australia’s competitors. All of them have agreements with the
Association of Southeast Asian Nations (ASEAN)® and Chile. China and Korea
have agreements with New Zealand and with each other. Japan and Korea have
agreements with India, and Korea has agreements with Canada, US and EU.
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In the absence of FTAs between Australia and the three North Asian countries,
Australia would be at a competitive disadvantage in their markets. Assume, for
example, that the Chinese tariff on beef from non-FTA partners is15 per cent
while it is zero on beef from FTA partners. Assume that the pre-tariff price for
New Zealand beef (the price received by New Zealand producers) in China is
30RMB® per kilogram. Then as a non-FTA partner facing a 15 per cent tariff,
Australian producers can compete with New Zealand only when the pre-tariff
price of Australian beef is 26RMB (that is 30/1.15). When Australia becomes an
FTA partner with China, it can edge up its pre-tariff price towards 30RMB. The
extent of the RMB increase in the price of Australian beef will depend on the
supply response of Australian producers and the subsequent responses of pro-
ducers in New Zealand and other countries. However, we can be confident that
for Australian producers the eventual price effect will be positive.

In calculating the terms-of-trade effect for Australia from the three North Asian
FTAs, the CIE considered the tariff changes on Australian exports for the 11,000
commodities mentioned in the agreements. For a few agricultural commodities
there are significant tariff reductions. For example, in the China-Australia agree-
ment, Chinese tariffs on imports of Australian dairy, beef, lamb and wine all fall
by more than 10 percentage points phased in over the next four to 11 years.
However, for most of Australia’s exports the FTA tariff changes are negligible. In
total, the CIE estimates that the FTAs with the three North Asian countries will
give Australia a terms-of-trade improvement of about 1.2 per cent.

From here, we can understand the 0.4 per cent welfare increase (increase in
private consumption). Under business-as-usual assump-
tions, the export share in Australia’s GDP will be about 20
per cent over the next 20 years. An increase in the price of
our exports relative to the price of our imports of 1.2 per now and 2035 the agreements
cent is equivalent to a gift worth 0.24 per cent of GDP (that will cause jobs to be 9000

is, 20 per cent of 1.2). Private consumption is about 60
per cent of GDP. Consequently the terms-of-trade gift will
enable us to increase private consumption by 0.4 per cent absence of the agreements.”
(that is 0.24/0.6).

“...In the average year between

higher than they would be in the

What about all the other effects of FTAs? Proponents claim that they will create
jobs. For example, commenting on the CIE study, Federal Minister for Trade
Andrew Robb was quoted in the Sydney Morning Herald, 16 June 2015 claiming
that because of the agreements:

“... Australian jobs would grow by 9000 per year to be 178,000 higher in 2035 ...”

This is a misinterpretation of the CIE analysis. In fact the CIE study says that the
agreements will cause job numbers to be 5434 higher in the year 2035. What
their modelling implies is that in the average year between now and 2035 the
agreements will cause jobs to be 9000 higher than they would be in the absence
of the agreements. It seems that Mr Robb erroneously derived his figure by
adding the employment effects in each of the 20 years and assigning the grand
total (178,000) to 2035.
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Despite assertions to the contrary by our political leaders, free-trade agreements
are not primarily about jobs. Aggregate employment depends on macro-eco-
nomic conditions, particularly the balance between real wages and productivity.
Over the long run, this balance adjusts to ensure that employment is approxi-
mately labour supply (determined mainly by demographic factors) less about six
per cent (the unemployment rate determined by labour market frictions includ-
ing frictions in wage adjustments). The path of employment over any period
longer than a couple of years will be determined independently of whether or not
Australia completes the trifecta of North Asian free-trade agreements by ratifying
the agreement with China.

Because wage rates adjust with a lag, favourable economic policies, such as a

free-trade agreement that improves the terms of trade, can cause a short-run

increase in employment. A favourable movement in the terms of trade tempo-

rarily increases employment by increasing the value of what Australian workers

can produce relative to the cost of employing them. We suspect this mechanism

explains CIE modelling results showing that the North Asian FTAs will generate

an employment gain in Australia of 0.07 per cent (8000 jobs) in 2016, increasing

to 0.11 per cent (14,000 jobs) in 2020 when most of the Chinese tariff cuts will

be in place. These are reasonable estimates of the short-run employment effects

of a phased in terms-of-trade improvement of 1.2 per cent. The CIE modelling

implies that the employment effect of the

agreements gradually declines, reaching 0.04

per cent (5434 jobs) in 2035. The job effect is “The CIE projects a long-run real wage
dissipated by wage adjustments. The adjust-
ment process seems unrealistically slow in
the CIE model. Nevertheless, the general
proposition reflected in their model is correct:
in the short run, the benefits of terms-of-trade improvements are realised through
an increase in employment; in the long run, they are realised through an increase
in real wages. The CIE projects a long-run real wage increase of 0.3 per cent in
Australia from the agreements.

increase of 0.3 per cent in Australia from the

agreements.”

As well as goods and services trade, the three FTAs deal with foreign direct
investment (FDI). They include reductions in Australian red-tape on inbound FDI
from Japan, Korea and China. These reductions are quite minor. CIE’s view’ is
that there will be no discernable effect on FDI from these countries, which has
been growing very rapidly over the last 10 years without FTAs. Going around the
other way, in the case of China, the FTA may encourage Australian FDI, especially
in the services sector. However, the growth of Australian FDI in China is likely to
be determined largely independently of the FTAs. In any case, it is doubtful that
FTA-related Australian FDI in China will have a noticeable effect on the welfare of
Australian households.
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Trade policies have been contentious in Australia for at least 125 years. They were
a major stumbling block along the road to Federation in 1901. Victoria favoured
a protectionist policy for the new nation while New South Wales favoured free
trade. The Victorians won and set Australia on a path
to very high tariffs for manufacturing. It was not until

the 1980s that substantial progress was made in dis- . o -
mantling the tariff wall, Asian countries, identification of the

“In the case of the FTAs with the North

Lack of community understanding often creates con- winners is straightforward... cattle and

troversy over trade policies. As described earlier, the other meat animals, wool, bovine meat
reallocation of resources caused by a trade policy products, sugar, dairy products and

may be benign, particularly when the economy is
growing strongly. Unfortunately, adjustment processes
are sometimes painful as attested by depressed
areas such as Elizabeth in South Australia. In popular discussions of adjustment
problems the role of trade policies is frequently exaggerated. Trade policies are
blamed for structural adjustment problems that arise from other factors including,
exchange rate appreciation associated with the success of our mineral industries
(Dutch disease); the emergence of developing economies as producers of manu-
factured goods; labour-saving technical changes in manufacturing processes;

leather products.”

and communication technologies that have increased Australian consumers’
awareness of foreign products.

But even when they are understood, trade policies are contentious because they
are approximately zero-sum games. In the domestic economy there are winners
and losers and although the overall national prize is not zero, it is usually quite
small, e.g. a total welfare gain of 0.4 per cent. Winners and losers are created
because trade policies work by reallocating resources between alternative activi-
ties. With a cut in tariffs, import-competing industries have fewer resources than
they otherwise would have had (provide fewer jobs and use less capital) while
export-oriented activities have more resources than they otherwise would have
had. Unlike a good health or social policy that can make everyone a winner, a
trade policy tends to pit the interests of one part of the community against those
of another.

In the case of the FTAs with the North Asian countries, identification of the winners
is straightforward. They are the subset of industries producing the agricultural
products and related downstream products for which the agreements include
substantial tariff reductions in Japan, Korea and China. As shown by the CIE
modelling, Australian industries that gain resources include cattle and other meat
animals, wool, bovine meat products, sugar, dairy products and leather products.
When the FTAs are fully implemented, the CIE projections for the output gains by
these industries lie in the range of 1.5 per cent to 11 per cent.®
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The Australian losers are mainly in the manufacturing sector and include paper
products, chemicals, metal products, motor vehicles and parts, transport equip-
ment and electronic equipment. The CIE projections show output contractions
for these industries in the range of 0.6 per cent to 2.3 per cent.® The agreements
partly remove tariff protection from these industries. However, the current tariffs
are low and their removal will have little effect.

The main negative impact of the FTAs on manufacturing is via the exchange
rate which appreciates in response to increases in agricultural exports and the
terms of trade. Appreciation reduces the $A price of manufacturing imports,
with negative consequences for import-competing
manufacturing industries. Appreciation also damps
the gains to the export-oriented agricultural indus-
tries, but unlike the manufacturing industries, the process that is moving the global
agricultural industries receive a substantial boost
from the cuts in tariffs by Australia’s North Asian
FTA partners, particularly China. In addition, appre-
ciation explains why the CIE modelling of the North Asian FTAs shows negative
effects for Australian mining. The FTAs do not give miners an improvement in their
access to the North Asian countries while at the same time the induced apprecia-
tion reduces the $A value of mineral exports.

“We should think of FTAs as a continuing

economy inexorably towards free trade.”

Why does boosting agricultural exports and improving the terms of trade cause
appreciation? Perhaps the easiest way to understand this point is to think about
the balance of trade (the value of exports less the value of imports). It is reason-
able to assume that the FTAs will not noticeably affect Australia’s balance of trade.
By increasing the foreign currency value of exports, the FTAs must also increase
the foreign currency value of imports. The mechanism is the exchange rate. With
foreigners demanding more $A to buy Australia’s exports, the $A appreciates,
stimulating Australia’s imports by reducing their $A price.

Global negotiations have not been effective in securing significant trade liberalisa-
tion, and for many countries unilateral liberalisation is welfare-reducing because
terms-of-trade losses outweigh efficiency gains. FTAs are complex and expensive
to negotiate, but they can be achieved. We should think of FTAs as a continuing
process that is moving the global economy inexorably towards free trade.

In the debate concerning the China-Australia FTA, the Government under former
Prime Minister Tony Abbott exaggerated the potential benefits. This is under-
standable: the Government was keen to take credit for negotiating the deal while
at the same time portraying the Opposition as sacrificing the national interest to
support the narrow interests of the CFMEU and the ACTU.
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Nevertheless, the attitude was unfortunate. If it does not engage in an evidence-
based truthful discussion about the North Asian FTAs, the Government runs the
risk of creating unrealistic expectations and eventual disillusionment, with FTAs
being blamed for economic ills not of their making. This has the potential to inhibit
Australia’s participation in future FTAs that will be necessary to safeguard our
competitive position as FTAs between other countries proliferate.

The Opposition led by Bill Shorten has focused attention on the labour-market
aspects of the China-Australia FTA. The agreement largely eliminates the require-
ment for businesses operating in Australia to look for Australian residents to fill
vacancies before bringing in workers from China under the 457 visa program.
There are many other requirements under this program that Chinese workers
would still need to meet. Expert opinion (for example, David Crowe’s article on
page 12 of The Australian, 4 September 2015) suggests that the liberalisation of
entry requirements under the China-Australia FTA will have a negligible effect on
job opportunities for Australian workers.

Whether this opinion is right or wrong is not the main point here. Eliciting and
testing information and analysis relevant to policies proposed by the Government
is a vital role of the Opposition. Rather than branding Mr Shorten as an economic
saboteur, Mr Abbott would have served the community better by laying out the
evidence on how the China-Australia FTA will affect the Australian economy,
including the labour market.

What is the evidence? The best available modelling shows that the North Asian
FTAs will contribute about 0.4 per cent to Australia’s economic welfare. This
is a worthwhile gain, but not a game changer. The gain will arise mainly from
an increase in the prices we receive for our exports to China. The FTAs are not
about creating jobs: employment in Australia will be determined almost totally
independently of the FTAs. As with all trade policies, there will be losers as well
as winners. The structural effects of FTAs will be absorbed much more easily if
the Australian economy continues to grow at around three per cent. If growth
stagnates, then the downward pressure on manufacturing exerted by the FTAs
will exacerbate existing structural problems.
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Endnotes

See World Trade Organization (2015), list of all the RTAs in force, available at; http://rtais.wto.org/ui/PublicAlIRTAList.aspx
The best textbook presentation is Corden (1974 & 1997). See also Dixon and Rimmer (2010).

See for example, Vousden (1990, chapter 10).

See CIE (2015, p 30).

More information on ASEAN, including a list of association member countries is available at: http://dfat.gov.au/international-relations/
regional-architecture/asean/pages/association-of-southeast-asian-nations-asean.aspx

RMB = Renminbi or CNY (Chinese Yuan), e.g. 100.00 Chinese Yuan Renminbi (CNY) = 21.9265 AUD

(& I O

6

7 In their modelling, CIE (2015, p. 14) assumed no effect on inbound FDI for Australia from the North Asian FTAs.
8 CIE (2015, pp. 24-5).

9 CIE (2015, p. 25).
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_ules-based trade as 4
pivotal power

Susan Harris Rimmer

The nature of trade itself is changing, the contribution of
trade to macroeconomic growth is changing; and the
multilateral system is under challenge in terms of trade
governance regime. What are the real benefits and long-term
consequences of bilateral or multilateral arrangements”? And
how transparent and democratically accountable are they?
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Introduction: simply everything about trade
nas changed

Trade between nations is one of the most ancient forms of diplomacy. It is also
one of the components of diplomacy transformed the most in the 21st century.
While it maintains its centrality to development and macroeconomic growth, it
raises a range of concerns about transparency, efficacy, national interest, devel-
opment pathways and human rights.

All nations, including Australia, state that they desire an open, predictable, non-
discriminatory, and rule-based multilateral trading system centred on the World
Trade Organization (WTO). Yet the universal consensus is that the trade system
is in deep trouble. The nature of trade itself is changing, the contribution of trade
to macroeconomic growth is changing; and the multilateral system is under
challenge in terms of trade governance. This chapter is designed to help the non-
expert navigate the current trade debates in Australia.
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The DNA of trade is changing, with most trade experts urging reforms to the WTO
in order to adapt to the new world of global value chains, integrated global stan-
dards, and transnational investment flows. As Nancy Pelosi, Minority Leader of
the United States (US) House of Representatives, recently stated when describing
the Trans-Pacific Partnership:'

In order to succeed in the global economy, it is necessary to move beyond stale arguments of
protectionism versus free trade ...

Today, driven by a new technological revolution, national markets are being transformed into
global networks of finance, production and distribution. Markets — for goods, money and even
labor — are integrating across borders beyond the reach of national legislative bodies.

John Ravenhill, Director of the Balsillie School of International Affairs and Professor

of Political Science at the University of Waterloo (formerly Head of the School

of Politics and International Relations at the Australian National University), has

found that international trade increasingly represents trade in components as part

of the production of a product. With global manu-

facturing, goods are now ‘made in the world’ rather . " .

. . L The geo-politics of trade are changing.
than in a single country. Ravenhill points out that

one implication of the rise in global value chains is As the WTO reaches its twentieth

that traditional trade statistios, which are measured anniversary’ many member Coun’[ries are
on a gross basis rather than value-added, may be , .,

‘ , , worried about a clash among blocs...
obsolete, and so ‘concern over bilateral trade imbal-

ances is clearly misplaced’.? Traditional trade policy
is no longer an effective tool to assist domestic industries either, according to
Austrade Chief Economist, Mark Thirwell.® Trade in services is a crucial area of
liberalisation according to almost all economists, but as we enter into a service
and knowledge-driven economy this area of negotiations has proven particularly

slow and difficult.

The fundamentals of trade are changing. Global trade is growing slower than
global production. Trade growth numbers of 3.1 per cent in 2014 and four per
cent in 2015 may be greater than those of recent years, but they remain signifi-
cantly lower than long-term average growth rates.*

Trade deals now often deal with regulatory compatibility between nations (har-
monisation or mutual recognition) rather than tariff preferences. This includes
areas like product standards that more directly affect consumers.

The geo-politics of trade are changing. As the WTO reaches its 20th anniversary,
many member countries are worried about a clash among blocs such as the
BRICS (Brazil, Russia, India, China, South Africa) versus the OECD (Organisation
of Economic Cooperation and Development) nations. They sometimes face
backlash by citizens against some globalisation impacts. Important global trade
negotiations stall while regional preferential trade agreements proliferate, often
likened to noodle bowls or spaghetti.®* The WTO website lists 276 Regional Trade
Agreements currently in force, and the figure is rising.®
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Colourful descriptions abound over the state of the multilateral trading system
and the potential rivals among the mega-regional trade agreements. Professor of
International Political Economy, Jean-Pierre Lehmann was particularly potent in
Forbes:’

Here we are in 2015 and the global trade agenda is in a total mess. The 20th anniversary of the
establishment of the WTO marks a narrative littered with missed deadlines, disappointments,
and failed negotiations. The Doha Development Round is dead and has been for some time
even though officially unacknowledged.

As to the much-ballyhooed “mega-regionals,” the TTIP® is stalled. The TPP® which The
Economist (and many other publications) proclaimed was going “into the home stretch” at a
meeting convened in Maui, Hawaii, on July 28 to 31, in fact bit the dust due to irreconcilable
differences on issues including Canadian dairy and Japanese rice.

Lehmann laments that there will be no need to tell the public to calibrate their
expectations about the Nairobi WTO round in December 2015 because there are
no expectations — hopeful, angry or otherwise. Failure is in part due to a lack of
accessible information for the average citizen about the seismic changes occur-
ring in the world of trade.

There are some bright spots on the multilateral “ ..the WTO Agreement on Trade
trade agenda. A historic WTO agreement on Trade
Facilitation reached in December 2013 in Bali'® aims
to make it easier and cheaper for goods to flow by US$1 trillion per annum and create
through the ports and customs processes of 160 21 million jobs.”

countries. Just before the G20 Brisbane Summit,

the US and India reached a deal that allowed

leaders to commit to implement all elements of the Bali package and in June

2015, Australia formally accepted the WTO Agreement on Trade Facilitation. On

full implementation, it is estimated it may increase global GDP by US$1 trillion per

annum and create 21 million jobs.

Facilitation...may increase global GDP

Leaders at the Brisbane G20 Summit were also able to commit to defining
a WTO work program on remaining issues of the Doha Development agenda.
The leaders did help control trade protectionism through enhanced monitoring
mechanisms but the WTO noted that stock of restrictive trade measures intro-
duced by the G20 in 2014 continues to rise despite the pledge. Former Prime
Minister Tony Abbott expressed hope that this outcome would “re-energise the
global trade negotiations to tackle important outstanding issues such as trade
in agricultural products and the liberalisation of important services sectors vital
to global economic growth”." WTO Director-General Robert Azevédo wants to
open conversations on the future of the ‘negotiating pillar’ of the WTO — the rules
that govern decision-making in the body."? G20 leaders subsequently agreed
that, in Antalya (G20 Turkey, November 2015), they would discuss ways to make
the multilateral trading system work better. APEC’s decision to liberalise trade in
environmental goods and services has been broadly welcomed.
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This all means that as economic diplomacy has achieved a certain primacy for
Australia in 2014-15, trade has become an increasingly sophisticated and difficult
negotiating area. This paper seeks to explore Australia’s role in supporting rules-
based international arrangements, including:

e Australia’s historic approach to the multilateral trade regime;

e Possible benefits of bilateral and plurilateral arrangements;

e Focus on the Trans-Pacific Partnership (TPP) negotiations;

e Key criteria for a successful bilateral or plurilateral agreement; and

e |Long term consequences of favouring bilateral agreements over multilateral
regime.

Economic consultant, Stephen Pickford has opined that:

Trade is a major driver of global growth, but the growing list of bilateral and regional trade
agreements is risking sidelining the multilateral system, and the World Trade Organization
(WTO) as its centre."®

Is this contention correct? And, if it is, what are the consequences of this
approach?

Peter Varghese, Secretary of the Department of Foreign Affairs and Trade (DFAT)
suggests it is the “meta challenge of Australian foreign policy” ... namely, “How
do we maximise economic opportunity and minimise strategic risk'* as the Indo-
Pacific region becomes more powerful?” We must think more deeply about
whether it is possible to spread risk and be nimble while still strengthening the
multilateral system, and while engaged in the complex game that is modern trade
negotiations.

This paper concludes with several recommendations aimed at making Australia’s
current activities more supportive of the multilateral system, and increasing trans-
parency for citizens. The Federal Minister for Trade Andrew Robb needs to make
the case for trade liberalisation in clearer terms. Rather than a ‘trust us’ approach,
a public conversation about the possible winners and losers is necessary along
with an explanation as to why the agreement is in the nation’s best interest. An
alien looking at Australia’s trade debates in 2015 might not recognise us as com-
mitted to trade liberalisation, but in fact there is still a deep commitment to the
WTO.15

Beeson and Higgott argue that middle powers like Australia do have the potential
to successfully implement ‘games of skill’, especially at moments of international
transition.® It requires a certain level of diplomatic infrastructure and investment
as well as integrated strategy. The question is: How skilful have Australia’s efforts
been in these mini-lateral dialogues, enhanced regionalism and plurilateral pro-
cesses, what are the challenges and what more can be achieved in these fora?
The discussion that follows highlights the need for a new foreign policy white
paper following the integration of DFAT and AusAID. In the absence of the Asian
Century paper’s adoption, there has not been a white paper since 2003."” The
public debate will be enhanced if a clear vision is provided.
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Australia has traditionally shown strong support for the Bretton Woods institutions
and the WTO, based on the middle-power premise that ‘Australia can neither
bully nor buy its way in the world so an international rules-based order is in our
best interests. An effective multilateral system is the surest way to get there’.®

The 1980s and 1990s were characterised by trade liberalisation and the lifting
of tariff barriers with (mostly) bipartisan support.'® Australia showed leadership in
establishing the Cairns Group, a coalition of agricultural exporting countries com-
mitted to agricultural trade reform, and attempting to influence the Doha Round
to expand free trade on agriculture.?° The Doha Development Agenda was offi-
cially launched in November 2001 at the WTO’s Fourth Ministerial Conference in
Doha, Qatar with the fundamental objective of improving the trading prospects
of developing countries. However, the subsequent collapse of these talks means
Australia has been obliged to pursue other options.

The emerging economies are no longer emerging, but have arrived. According to
data from the International Monetary Fund (IMF), the combined gross domestic
product (GDP) of the top seven emerging nations is now bigger than those of the
conventional Group of Seven?' industrialised nations, when measured in terms of
purchasing power parity. The contours of power are almost unrecognisable from
2001 to the present day.

In this context, the Coalition has prioritised economic diplomacy,??> as exempli-
fied by the repeated refrain from former Treasurer Joe Hockey that Australia
is ‘open for business’.?® The four pillars of Australia’s economic diplomacy are
trade, growth, investment and business — “opening up the Australian economy,
to empowering private sector growth, to encouraging investment and creating
conditions for business partnerships to flourish

» 24 . . )
and trade to flow”. The emerging economies are no longer

As a result, Australia has strengthened its focus emerging, but have arrived ...The contours
on continuing investments in regional architec-

ture. Our new Ambassador to the Association

of Southeast Asian Nations (ASEAN) is crucial 2001 to the present day.
as the region moves slowly towards the ASEAN

Economic Community. Our membership of Asia-Pacific Economic Cooperation
(APEC) is increasingly important, with one long-term goal being the achievement
of a Free Trade Area of the Asia Pacific, as endorsed by APEC members in 2014.
There is new emphasis on mini-lateral dialogues such as the Indian Ocean Rim
Association (IORA) and meetings of foreign ministers from Mexico, Indonesia,
Korea, Turkey and Australia (MIKTA).2> More effort was directed to plurilateral
processes such as the Trans-Pacific Partnership (TPP) trade agreement, as well
as the hot pursuit of bilateral free trade agreements, following the model of the
Howard Government trade agenda which signed the Australia-US Free Trade
Agreement 10 years ago.

of power are almost unrecognisable from
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Australia has concluded bilateral free trade agreements with China, Japan, and
Korea. As well as the recently-completed TPP agreement, Australia is involved
in negotiations of other major mega-regional agreements: the Trade in Services
Agreement (TiSA) and the Regional Comprehensive Economic Partnership
(RCEP). Australia is also a party to the ASEAN-Australian-New Zealand Free
Trade Agreement (AANZFTA).

Federal Minister for Trade Andrew Robb ascribes Australia’s pursuit of bilateral
and plurilateral agreements as a direct result of the failure of the Doha round:

Because, unlike the era of GATT? — which ended in 1994, only two years before my last Press
Club appearance — now the role of Trade Minister is not being swept along by powerful external
currents of multilateral trade deals involving 150+ countries.

The difficulty of landing the TPP with only 12 countries, albeit 40 per cent of world GDP, illus-
trates how hard these multi-party agreements are. By the way, while | think it is still do-able, it
has to be the right deal for Australia.

Yet, with no WTO deal in two decades, in the modern era — as a country — you've got to row
your own boat in cutting bilateral trade deals, or risk our economy missing coming waves of
growth. Waves can be caught, or if you leave your run too late, you can miss the cut and the
next set may be a long time coming.?

Australia’s trade leadership was on display as host of the G20 Leaders Summit
in Brisbane, November 2014. The trade session was by far the most animated.
Thankfully, there was a last-minute deal between the US and India, which saw
India remove its veto to advancing the WTO agreement on trade facilitation.

Mike Callaghan (Lowy Institute) argues that one of the main roles of the G20 is
to “provide a circuit-breaker to intractable international economic issues”, and
he identifies the “collapse in 2008 and continuing impasse in the WTO Doha
Development Round of multilateral trade negotiations” as a front-runner in that
category.?® In Brisbane there were some modest outcomes:

Our growth strategies include reforms to facilitate trade by lowering costs, streamlining
customs procedures, reducing regulatory burdens and strengthening trade-enabling services.
We are promoting competition, entrepreneurship and innovation, including by lowering barriers
to new business entrants and investment. We reaffirm our longstanding standstill and rollback
commitments to resist protectionism (Leaders communiqué 2014).2°

The Leaders agreed to define a work program to complete Doha, and find ways
to make the WTO work better. But to be fair, they have been saying this since
2008 with little joy so far.

Another issue that emerged at the Brisbane Summit was that the Australian politi-
cal attitude to climate change may be impacting our international reputation in
this area, such as the APEC negotiations around trade in environmental goods.
The link between political insecurity and economic governance was very Clear at
the G20 Summit with issues raised on topics such as Ebola, the annexation of
the Ukraine and the conflict in Syria. An oncoming storm is brewing over the idea
that TPP rules will be presented to the WTO for approval, a process the BRICS
may reject. MIKTA will be very important as a grouping within the G20 to keep the
avenues for communication open.
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The benefits of any trade agreement are not an exact science, especially in the
negotiation phase. The WTO posits that trade can increase GDP in a number
of ways — for example, by improving resource allocation through specialisation
according to comparative advantage, or by allowing economies of scale in pro-
duction to be exploited. “Open economies also grow faster because trade fosters
investment, innovation, and institutional reform”.%°

DFAT’s Peter Varghese underlined this recently in a speech to the Lowy Institute,
stating that ultimate success in trade comes not from trade agreements, but from
a domestic economy that puts a premium on productivity and competitiveness.®"

But even compensating for the vagaries of the international economy and behind-
the-border reforms, the economic credentials of bilateral and mega-regional
trade agreements are contested.
Bilateral agreements are particularly
contested in economic terms. The
Australia-US FTA generated con- agreements, but from a domestic economy that puts a
troversy over the simple question of
whether Australians were better off

“...ultimate success in trade comes not from trade

premium on productivity and competitiveness.”

or not as a result of the deal made

by the Howard Government.®? Lowy Institute economist, Leon Berkelmans points
out that, at the time the Australia-China FTA was signed, it was estimated to
boost Australia’s GDP growth by 0.04 per cent per year for 10 years. At trend
growth of three per cent per year, that is the approximate difference between
Australia’s GDP today and our GDP in five days’ time.®

The Centre for International Economics (CIE) has estimated the collective con-
tribution to the Australian economy of the three FTAs signed with China, Japan
and Korea at 0.05-0.11 per cent of GDP by 2035%, a relatively low impact.
Bilateral trade arrangements also carry a risk of trade diversion rather than trade
creation, a point on which most economists agree. The ASEAN-based Regional
Comprehensive Economic Partnership is an example of ‘bundling’ trade ties, and
therefore has not attracted the same level of critique. Preferential trade agree-
ments of all kinds carry direct costs, staffing requirements and opportunity costs
for business, government and community stakeholders.

Australia’s unions argue that the memorandum to the China FTA allows Chinese
companies to bring in their own workforce for projects worth over $150 million,
and removes the requirement for jobs to be offered to local workers first.
Australia’s Department of Immigration and Border Protection does have the flex-
ibility to decide that jobs should be offered to local workers before it issues visas
to overseas workers, but the agreement itself does not require this to take place.
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The economic benefits of mega-regional arrangements, such as the Trans-Pacific
Partnership, are currently also contested. Berkelmans has argued that the TPP
would bring limited economic gains to Australia with possible downside risks.2®
Other economists, such as the Lowy Institute’s Tristram Sainsbury argue that
these agreements risk trade diversion by their limited coverage of global trade,
and are not really compatible with a trading system dominated by global value
chains and goods that are ‘made in the world’.%®

Sainsbury argues that the greatest economic gains from international trade poli-
cies should be broad multilateralism promoted through the WTO that reform the
governance of trade:

Whilst it can be argued that DFAT, and Australia, can only do so much to promote trade without
the political will to revive the multilateral trading system, a continued policy prioritisation of
bilateral and regional trade agreements, badged as a macroeconomic policy argument, sends
a signal that economic diplomacy is ignoring cost-benefit analysis.*”

Not all benefits must be economic, however. There may be considerable politi-
cal advantages to these negotiations, an outcome that Productivity Commission
reports are very cautious about indeed.® The concern is that “deals that are
struck in haste for primarily political or nebulous foreign policy reasons carry risk
of substantial economic damage”.*

In contrast, the DFAT website lists the benefits of the TPP in the following terms
of opportunity to shape rules and increase opportunities of access for Australian
business:

e The TPP has the potential to forge stronger economic links between economies
in the Asia-Pacific region based on common rules for trading. It is in Australia’s
interests to be involved in order to shape the direction of the initiative.

e The TPP will provide new opportunities for Australian goods to be used in
manufacturing and production processes in the region.

e Australia does not have existing trade agreements with a number of the current
TPP parties. The TPP could provide Australian exporters of goods and services
with increased access to these new markets. The TPP could also build on
the FTAs Australia has concluded by providing additional access for Australian
goods and services into those TPP countries.

e The TPP provides an opportunity to benefit Australia’s significant services
sector, through enhanced access for service suppliers involved in education,
legal, financial, mining and agricultural services.

® The TPP will provide substantive outcomes on electronic commerce which will

benefit consumers and businesses.*° (emphasis added)

In the next section, | assess the TPP in more detail, providing a particular case
study of the tension between plurilateral processes and multilateral institutions.
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The US Trade Representative (USTR), Ron Kirk describes the TPP as “an ambi-
tious, next-generation, Asia-Pacific trade agreement that reflects US priorities and
values”. The TPP has sometimes called WTO-Plus or 21st century trade.*'

There are 12 parties: Australia, Brunei, Canada, Chile, Japan, Malaysia, Mexico,
New Zealand, Peru, Singapore, the US and Vietnam. There is accession architec-
ture that may allow other countries to join in due course. The TPP’s main focus
was to reach agreement on configuring the disciplines to support formation of
transnational production networks, including intellectual property, investment,
competition policy, services, customs procedures and investor-state dispute
settlement.

The TPP text still remains largely secret, but the outline*? indicated that the agree-
ment is wide-ranging, covering some 20 areas, including competition, customs,
e-commerce, intellectual property, investment, industrial relations, environmental
norms, financial services, public procurement practices and market access.
In 2012, Wikileaks leaked the TPP’s annex on pharmaceuticals and medical
devices, intellectual property and investment chapters, as reported in the
Huffington Post.*® In the US, there has been a high-level debate on the impact of
the treaty upon open government, intellectual property, the digital economy, and
public health. There has been widespread concern about the lack of transpar-
ency, due process, public participation, and good governance surrounding the
TPP negotiations. For example, Congressman Sander Levin presented a report
to the Council on Foreign Relations reviewing the areas of debate and conflict in
the TPP negotiations. The report highlighted significant concerns about workers’
rights, environmental protections, access to medicines and human rights. There
are also concerns about developing countries’ access to medicines — where the
patents are held by American pharmaceutical companies, it will take longer and
will be more expensive to get generic drugs. Former US Democrat Congressman
Henry Waxman stated, “In my view, it is essential to safeguard countries’ sover-
eign authority to take the most appropriate and most feasible action to protect
the health of their citizens”.*

In Australia the debate has had less profile in terms of process, but some busi-
ness associations expressed concern that US businesses had better access to
the negotiation text. Those concerns were echoed by some Parliamentarians,
including a cross-party group. The TPP was negotiated like other trade deals but
its unique features left many stakeholders wanting a new process for consulta-
tion. Former Australian trade negotiator, Alan Oxley dismissed criticism as coming
from a “noisy minority” and the Australian government dismissed most specula-
tion about adverse impacts of the agreement.

Most local debate was about the potential impact of the agreement on public
health*® and intellectual property rights*® such as the US attempts to extend
patents over pharmaceutical drugs. Had Australia acquiesced, it would have
risked unacceptable increases in healthcare costs, particularly the Pharmaceutical
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Benefits Scheme. If the mega-regionals go beyond commercially driven pro-
tectionism into the realm of social preferences for consumers and debates on
mandatory standards*’, then consumers have a right to be treated as a full stake-
holder in these negotiations.

Who's afraid of Investor-State Dispute Settlement
clauses?

The China-Australia FTA and the TPP both have clauses on investor-state dispute
settlement (ISDS), in keeping with a trend to insert such clauses into trade agree-
ments. Typically these clauses empower businesses from
one country to take international legal action against the
government of another country for alleged breaches of the
agreement, such as for policies that allegedly discriminate businesses from one country to
against those businesses and in favour of the country’s
domestic businesses.

“Typically these clauses empower

take international legal action
against the government of another
Concerns about ISDS clauses in Australia have been crys-
tallised by Philip Morris tobacco suing the Commonwealth
government in the Hong Kong jurisdiction in relation to the agreement...”
plain-paper cigarette packaging on the grounds of ‘an

expropriation of its Australian investments’. There is a

related WTO case under way that challenges the Australian legislation.

country for alleged breaches of

Pascal Lamy and Alan Oxley defend ISDS clauses as a good way of guarding
against unreliable legal systems. Lamy said, “If you are an investor in China would
you trust the Chinese court system? | don’t think so”. However, Tim Harcourt,
former chief economist at Australia’s trade promotion body Austrade, said the
ISDS was a “blunt instrument” to protect companies’ interests:

Giving international companies the right to sue countries left, right and centre is probably not
the way to build those (free trade) institutions.

US Democratic Senator Elizabeth Warren has said:

ISDS would allow foreign companies to challenge US laws — and potentially to pick up huge
payouts from taxpayers — without ever stepping foot in a US court.

The WTO has a well-developed dispute resolution process for members. The
extension of dispute resolution to ISDS clauses is a new phenomenon that has
not yet been tested in legal terms in relation to corporates versus governments
relying on a trade agreement for standing. The attitude of Australia’s general
public on such clauses is also not yet known. A public consultation in the
European Union on prospective investment rules produced a wave of resistance
against ISDS clauses.*® The prospect of complexity, cost and time for transna-
tional trade litigation will bear careful examination. In particular, the impact of ISDS
clauses on the implementation of public policy goals must be monitored.
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What do the multilateralists say about the
Trans-Pacific Partnership?

Most of those who advocate for the multilateral system, including myself, see
trade as a cornerstone of a peaceful and prosperous world. As Cordell Hull, an
author of GATT, wrote in 1937:

| have never faltered, and | will never falter, in my belief that enduring peace and the welfare
of nations are indissolubly connected with friendliness, fairness, equality and the maximum
practicable degree of freedom in international trade.*

The reaction of committed multilateralists has been antagonistic to the TPP. The
former head of the WTO Pascal Lamy said the significance of the deal has been
over-hyped and the gains ‘relatively modest’.

[t's probably not worth the full-blown trumpets claiming it is the first 21st century trade
agreement.%

Olivier de Schutter, former Special Rapporteur on the right to food, has called for
a human rights impact assessment of the TPP, claiming the TPP’s emphasis on
regulatory policies suggests that “business interests will trump human rights”.®!
Various human rights activists have queried whether the TPP provisions will be
compatible with the WTQO’s Agreement on Trade-Related Aspects of Intellectual
Property Rights, or the principles and objectives of the World Health Organization
Framework Convention on Tobacco Control.

Joseph Stiglitz argues:

If negotiators created a genuine free-trade regime that put the public interest first, with the
views of ordinary citizens given at least as much weight as those of corporate lobbyists, |
might be optimistic that what would emerge would strengthen the economy and improve social
well-being. The reality, however, is that we have a managed trade regime that puts corporate
interests first, and a process of negotiations that is undemocratic and non-transparent.?

US economist Jeffery Sachs lists®® five main objections to the plurilateral agree-
ments in play at present:

1. They are not trade treaties, but agreements aimed at protecting investors.

2.They ignore great challenges of sustainable development: the environment and growing
inequality.

3. Their investor-state dispute settlement clauses give absolutely unjustified and dangerous
powers to investors vis-a-vis the state.

4. The entire process is not transparent, and this secrecy alone is reason enough to reject the
two treaties.

5. Finally, ... the Obama administration has not presented one analysis of the cost and benefits
with regard to jobs, different industries, income distribution, economic growth and trade.
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| would say that the kind of globalization that we have right now, which in some ways expands
the pie, but does so at high costs to the poor, to many poor, to rising inequality, to more frequent
financial crises, and to a growing environmental catastrophe. Nothing that | know of these two
treaties would do anything but continue us along that course, perhaps accelerated.

Most of these commentators would have a pro-trade stance but their comments
are illustrative of the rapid development of trade negotiations and their content in
recent years. Trade deals have always had winners and losers and been discreet,
elite exercises. But the world around them has changed.

Key criteria for a successful bilateral or
plurilateral agreement

It is all in the design of these new-generation trade deals. We can adopt Draper
and Ismail’s question of whether the mega-regionals represent building blocks
towards multilateral convergence or stumbling blocks towards fragmentation, and
there are varied opinions by governance scholars about the likely outcome of a
successful TPP.

Systemic scenarios will hinge, to a great extent, on how China responds and whether one of the
unstated objectives of the US-led mega-regional drive, that of not necessarily excluding China
but rather compelling the world’s second largest economic power towards accepting new
norms and rules on pre-established terms, leads to gradual consent or contest — particularly
in the context of a powerful Asia-Pacific coalition like the TPP where China is by design an
outsider to negotiations.%*

The US Defense Secretary Ashton Carter was quoted in a speech in Arizona
saying, the “TPP is as important to me as another aircraft carrier”. Barack
Obama also made similar comments, “If we don't write the new rules for free
trade around the world, guess what, China will. And they’ll write those rules in a
way that gives Chinese workers and Chinese businesses the upper hand”.® This
type of comment was a jarring note in Obama’s address® to the University of
Queensland during the Brisbane November 2014 G20 meeting.

Australia should reject any geopolitical drivers behind the TPP, AlIB and recently-
signed FTAs that are based on Chinese containment. When former Prime Minister
Tony Abbott reportedly told Angela Merkel that Australian foreign policy towards
China is driven by “fear and greed”, it was not an adequate response. If the TTP
and TTIP are designed to set the path of global standards®, then they should not
offer a take it or leave it formula to parties not involved in the negotiations. As one
US Trade Representative, Robert Zoellick said in 2003, “America will not wait for
the ‘won’t do’ countries”, reflecting an unconstructive attitude. China acceded to
the WTO in 2001 and should be encouraged to join the trade space as an active
governance partner to ensure a peaceful rise.®®
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In fact, Australia should consider the opposite path — one that entails a more
strategic vision. World Bank economists Aaditya Mattoo and Arvind Subramanian
urge a comprehensive China Round: “a China-inspired agenda — whose aim
would in fact be to anchor China, to the maximum
extent possible, in the multilateral trading system”.%°
As the next host of the G20 after Turkey, China will
be paying close attention to the blockages in the
multilateral trade framework. India is also about to global trade is two to three per cent, a
issue a new Foreign Trade Policy. Australia should be
urgently putting our case for better global governance
in our few remaining months on the G20 troika.

“...none of the mega-regionals include

any African countries. Africa’s share of

sad and unacceptable figure.”

Australia should also more carefully consider the development impact of our
current trade stance in case of spill-over effects. Trade analysts have opined that
without careful design, countries outside the TPP and TTIP could be hit with three
negative impacts:

1. There could be a direct discriminatory effect that asserts itself through trade or
regulatory diversion as the TPP sits on top of existing preferential agreements.5°
For example, MG Quibria of the Policy Research Institute (Bangladesh) argues
that the TPP may have a profound impact on the lives of the poor in Dhaka,
especially women. Vietnam could gain share in the US market by diverting
exports in apparel, textiles, footwear and leather goods from other poor Asian
countries, such as Bangladesh, Laos, Cambodia, and Nepal.

2. New arrangements may have the practical impact of import restrictions.
3. New regulations may raise production costs in third party economies.

Of course all these negative side-effects could impact Australia: we could end up
locked out of the TTIP with one (contested) estimated outcome being a seven per
cent drop in real per capita income due to loss of sales in the US and EU.®!

Worth noting is the fact that none of the mega-regionals include any African
countries. Africa’s share of global trade is two to three per cent, a sad and unac-
ceptable figure. None of the current trade energy redresses this asymmetric
figure.

Long term conseguences of favouring bilateral
agreements over multilateral regime

What are some of the long-term consequences of the trend towards bilateral and
plurilateral trade agreements? The best-case scenario is that they are comple-
mentary. Advocates argue that these agreements keep the momentum and
habits of cooperation strong during a slow period while the WTO inches forward
the Trade in Services Agreement. The agreements could promote sustainable and
balanced economic growth for all involved, even if modest. But the results could
be substantial in GDP terms.
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Draper and Ismail argue that plurilaterals “could, in principle, be used to pioneer
new rules or market openings in an otherwise clogged system, thus keeping the
WTO at the centre of the global trading system”.®? They enumerate two ways
in which this could happen - first, by negotiating a code of conduct to govern
subsequent negotiations of plurilaterals that could be introduced into formal WTO
processes. Second, by accelerating efforts to launch the ‘sustainable’ and global
value chain plurilaterals and opening them up to all WTO members. These current
deals may be inconsistent with a 21st century trading system that will be domi-
nated by global value chains and goods that are ‘made in the world’.

Australia should consider these recommendations carefully. What is needed is
to restore confidence in the world trade system by pushing forward the Doha
Round (in whatever form that takes), supporting reforms of WTO governance,
and making sure that any regional trade negotiations are consistent with WTO
rules, with open and fair accession.

The worst-case scenario is the diminishment of WTO authority, and greater
complexity in dispute resolutions due to ISDS clauses that impede the ability
of governments to prosecute domestic agendas in public health. We may see
delays in large trade issues that are best tackled in multilateral forums, such as
trade facilitation, financial liberalisation, telecommunication liberalisation, and
farming subsidies. The public could turn against the trade agenda and withdraw
their support for an area of foreign policy that was broadly approved.

Australia pursued the TPP with vigour and, as with bilateral FTAs, considerable
success. These deals do not always have the social support required due to con-
cerns they will be “Trojan Horse’ deals that will allow international corporations to
limit the measures that can be taken by national parliaments to promote public
health, user-based intellectual property regimes, labour and technology transfer.
DFAT contests these concerns.®

Harvard University political scientist, Robert Putnam reminds us that diplomacy is
always a two-level game®: the domestic coordination and public support can be
as hard as or harder than the global negotiations, as President Obama found over
the TPP. Australia should pay more attention to civil society concerns about our
participation in trade deals, and be clear on who the winners and losers of such
deals may be.

The Lowy Institute’s Stephen Grenville has put these questions very concisely:

While there are good reasons for conducting these negotiations behind closed doors, the
general principles of our approach shouldn’t be secret. What issues do we feel strongly about?
What do we have to give away and what will we win in return?%

My own conclusion is that, acknowledging the limited options Australia has at its
disposal, we lose more than we gain in moving away from the multilateral trade
system. What is clear is that the public debate on this issue is less rich and less
urgent that it needs to be. Our ultimate success in trade comes not from trade
agreements, but from a domestic economy that puts a premium on productivity
and competitiveness, while reducing inequality. Trade liberalisation that encour-
ages development and interdependence is still a noble diplomatic pursuit.
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1. Australia should reject any geopoalitical security drivers behind trade agreements
of any sort. Instead, as an open and engaged middle power, Australia should
seek to enhance the rule of law in our region. In particular, that nations must
ensure any bilateral or plurilateral trade agreements are consistent with WTO
rules as a basis for signing, and that there are open and fair accession regimes
for the Trans-Pacific Partnership, the Transatlantic Trade and Investment
Partnership, and the Regional Comprehensive Economic Partnership.

2. Australia should also consider more carefully the development impacts of our
current trade stance in case of spill-over effects for developing countries. More
attention is needed to the design of regulatory compatibility measures and their
impacts on third country economies.

3. The impact of investor-state dispute settlement clauses on the implementation
of public policy goals must be monitored, as well as the complexity, cost and
time for transnational trade litigation.

4. Australia should present much deeper analysis to Parliament of the possible
cost and benefits of trade agreements with regard to jobs, different industries,
income distribution, economic growth and trade, and allow for the agreements’
modelling to be contested.

5. A Parliamentary Friends group for trade negotiations should be considered - to
require higher levels of transparency and democratic accountability than has
historically applied, and to seek evidence of rigourous human rights, gender
and consumer analysis.

6. Australia should consider a public listening campaign by the Federal Minister
for Trade to problem-solve and socialise difficult areas of trade policy and bring
added transparency to the topic. This would help build some consensus about
the endgame.
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Australia’s foreign student alumni, especially from
developing countries, represent our most significant
underused resource — people who are rapidly becoming
important business people, policy makers and
researchers. How can we engage them and tap into their
potential value as carriers of ideas and entrepreneurial
dialogue between Australia and their host countries”
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We live in a mobile age. At least, it is a reasonable conclusion to draw from the
three billion individual air passenger journeys made in 2014 alone. Never before
have so many people from so many different countries travelled as they do now,
domestically and internationally. We travel so much it is causing immense strains
on both global transport infrastructure and on the environment through pollution
and energy use.

However, mobility in 2015 is not a story of uniform movement across the planet.
People are certainly travelling around short term, but the vast majority retain the
same depth of embedded allegiance to a specific place as they did in 1980.
According to a 2014 McKinsey Global Institute study on international connectiv-
ity and the related internet trade cross-border issues, the share of people living
outside their home country has remained remarkably steady at 2.7 per cent since
1980." While population increases mean the figure itself has risen, proportionately
we are as static as 35 years ago — before the onset of the internet and the era
of hyper globalisation. The world might be a village now, but on the whole, we
remain the same trenchant home bodies we were a half-century ago.
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The truly transformative change of the last three decades lies not in the story
of permanent migrations, nor in the vastly increased numbers of tourists whose
short visits are unlikely to leave a profound mark on either them or their destina-
tions. The real change lies in the story of international students in Australia whose
numbers have vastly shot up, and whose time abroad at a key period in their lives
is often life-changing.

Within this story of international students is the way that countries in the devel-
oping world feature, particularly India and China. Their movement reverses the
previously prevailing trend (before the last 20 years) whereby the developed
world was internationally mobile, and the developing world was largely immobile.
Instead, a new potential elite is forming before our eyes. This chapter argues that
we need to make sense of what that means to them, and particularly what it
means to us, since this story has Australia on the frontline.

According to UNESCO, global international student numbers doubled from two
million in 2000 to four million in 2012. In 2012, the top source countries for over-
seas tertiary students were in Asia, with China first and India second.

TABLE 1
TOP 10 COUNTRIES OF ORIGIN FOR MOBILE STUDENTS, 2012

Country Numbers of students studying abroad
China 694,400
India 189,500
Republic of Korea 123,700
Germany 117,600
Saudi Arabia 62,500
France 62,400
United States 58,100
Malaysia 55,600
Vietnam 53,800
Iran 51,600

Source: UNESCO

The developing world, through China, India, Vietnam and Iran, has effectively
contributed almost a quarter of global international student flows. The economic,
political and cultural implications of this phenomenon are still being worked out.
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But the sheer numbers and their exponential rise will have an impact on relations
between the host and source countries, on their economic interlinks, and on their
relationships with each other. Put simply, a whole new class of influential actors
has rapidly evolved and they will have an impact for decades into the future. We
need to understand more about this group: what their existence now entails, the
kinds of contributions they are likely to make, and the complexities potentially
created by their appearance.

In particular, citizens of the People’s Republic of China (PRC) have contributed

hugely to this era of sharply-increasing student international mobility and migra-

tion. Alongside Indian students, they are the main potential contributors to

international connectedness. China’s case is especially stark. Bear in mind that

the very first group of overseas students from the PRC did not appear until the

1978 start of the process. By 2014, however,

there were a total of 459,800 PRC nationals

studying abroad (according to the Chinese “They are part of a richer narrative where
Ministry of Education). The vast majority of
these (92 per cent) were self-funded. For a
country that ranks 90th in the International
Monetary Fund global per capita GDP ratings, between their homes and the host country...”
this is even more extraordinary, especially

they figure on several levels — as potential

carriers of ideas and entrepreneurial dialogue

when we remember that high numbers
of these students paid international fees often several times the cost of local
courses, as well as significant travel and living costs.?

Indian students offer a less dramatic but still significant case. According to
Australian Education International, in 2005, there were 22,500 Indians studying
tertiary degrees in Australia. Following the 2008 global economic downturn, this
figure fell to 12,600 in 2012, but picked up the following year to around 15,000.2

Australia’s experience offers a case study of how mobility from (in particular)
the PRC and India shows huge potential and needs to be seen as a far more
significant phenomenon than just a source of tertiary education funding. While
this theme is seductively simple to buy into, it is almost certainly a huge over-
simplification. A host country like Australia needs to think of these students as
far more than just economic agents. They are part of a richer narrative where
they figure on several levels — as potential carriers of ideas and entrepreneurial
dialogue between their homes and the host country, as sources of skilled labour
which might prove increasingly precious in the future, and as ambassadors for
Australian cultural and political values.

Currently, these students exist largely in a void and risk becoming the country’s
most significant, and largest, underused resource. As will be shown later, if
Australia does not have a proactive attitude to the opportunities represented by
the new group of international students heading our way, there are plenty of less
benign outcomes that could arise. It is important to determine, sooner rather than
later, the way we want the Australian story of this new phenomenon to unfold.
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The Chinese Confucian saying, “How pleasurable it is to welcome visitors from
afar” is so often repeated by non-Chinese public figures welcoming visitors from
the PRC that it has become a kind of cross-cultural cliché. But new life has been
breathed into the phrase in recent years as so many cashed up Chinese globe-
trotters have become crucial for the global economy. These days the smiles of
those who greet them are derived more from estimating their profits from this new
phenomenon, as from contemplating the opportunity to stimulate new relation-
ships with people from a place we once, until quite recently, found mysterious
and exotic.

Students have been the infantry of this new, peaceful but immensely powerful and
important army. In 1980, if anyone had declared that, within three decades, stu-
dents from the PRC would comprise the vast majority of foreigners studying in the
West (specifically Australia, the US and the UK), they would have been regarded
as a misled fantasist. In fact, as late as 1979, the University of Sydney agreed to
host the first contingent of PRC students since 1949. There were merely nine of
them, most undertaking post graduate courses. And it was largely a diplomatic
gesture of friendliness, while a very early response to China’s new process of
‘reform and opening up’. In no way was it intended as a strategic move to build
on over the coming three decades, even though by 2014, the university’'s PRC
alumni would total more than 30,000. Of these, the university maintained contact
with about 13,000. In 2015, approximately 5000 were studying in Sydney, com-
prising more than 10 per cent of the whole university. But this has largely evolved
through dynamics and changes in the PRC itself, not because of any long term
strategic plan developed in the leadership offices of Australian universities.

The University of Sydney is by no means unique. Of the 247,000 international stu-

dents across Australia in 2013, 92,000 were from the PRC. The second largest
contingent, from India, contributed 16,000. A decade prior, in 2005, the figure

from the PRC was 38,000 — less than half. And in the 1990s,

it barely registered. In 1994, Chinese constituted merely 2500

of the 110,000 combined total of all international students.*® “In terms of financial

In terms of financial contribution, it would be hard to over- contribution, it would be hard

estimate how much this one group has made to tertiary to overestimate how much this
education in Australia, and to Australia’s wider economy. And one group has made to tertiary
yet, there is a sense in which their story — of their lives here
and of their potential contribution beyond the revenue dollars
—is overdue for far deeper consideration: it is one of the most Australia’s wider economy.”

education in Australia, and to

tangible ways of understanding what sort of different engage-

ment Australia might have with its most significant regional

neighbours. There is also so much we can learn about the extent that the new
areas of international connectivity — trade, flow of ideas and skills — will be facili-
tated by this group. As the 2014 McKinsey report said, these areas are essential
to robust growth in the future.®
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Of course, part of the issue of struggling to make sense of what is happening
around student mobility from China, India and other emerging economies to
Australia, is that the increase has been so sudden and dramatic that we (the host
country) have not had the time to really think how to respond, and then find the
right framework. There was nothing planned on either side about this, either in
India or China, or elsewhere for that matter — it has been an organic process
with its own internal logic and dynamics, constituted by hundreds of thousands
of individual and family decisions. Its new
prominence has almost crept up on the world,
taking us all by surprise. Almost from nowhere,
a whole generation of some of the most tal- of some of the most talented people from
ented people from other countries have come other countries have come to Australia ...
to Australia (and the US and UK) and acquired
a huge amount of knowledge, new skills, and
new relationships. Some have decided to new skills, and new relationships.”
stay long term and find jobs. But many have

returned to their homeland.

“Almost from nowhere, a whole generation

and acquired a huge amount of knowledge,

Now that this phenomenon is well established, the question we have to ask our-
selves is, how well are we using this group to deepen understanding back in their
homes and create long term value for both countries? After all, they are now rich
in experience and knowledge of Australia, and often hold a very favourable view
of our culture, environment and assets.

Australia is famously the ‘lucky country’. And our universities have been recipi-
ents of good fortune, at least until now, thanks to this rise of Chinese student
numbers. A huge source of new revenue appeared almost out of thin air. But all
good things come to an end. After all, Chinese universities are stealthily creeping
up the international league tables, despite some well-understood and researched
problems.”

Before these students start to feel that the educational system in their own
country is adequate for their needs and the numbers of the last few years start to
head downwards, Australia needs a plan B. The good news is that there is such a
plan staring us in the face.

Engaging more intelligently and sustainably with the appearance in Australia of
so many students from emerging economies like China and India, in such large
numbers in only a decade and a half, has to start off with some self-criticism.
What narrative will we fit this newly-emerged, hugely significant group of highly
motivated, young and dynamic students from very different cultures and back-
grounds into? If Australia as a nation, and its universities as key institutions
constituting the economic, cultural and political life of that nation, asks itself this
question, there might be an embarrassed silence.
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China raises particular issues, some that are symptomatic of the problem of

relations with emerging economies overall. The national narrative towards China

is at best ambiguous, and at worst subliminally (and often visibly) antagonistic.

We don’t need to look much beyond three of our most recent Australian Prime

Ministers to find evidence. In 2007, the self-designated sinologist Kevin Rudd was

elected as perhaps the first national leader who was conversant and engaged

with China. As a Mandarin speaker, in 2008 he was able to declare to students in

one of China’s most elite universities that Australia and China were “true friends”.

But a year later this phrase came back to haunt him when his government deliv-

ered its 2009 Defense White Paper that was widely regarded in China as painting

it into the corner of an enemy and figuring it as a threat. Allowing US marines to

rotate in Darwin from 2011 moved this perceived antagonism from rhetoric to

actuality. Julia Gillard restored the bilateral relationship to one of neutrality, and

under Tony Abbott, the relationship became pragmatic

and trade-focussed. But, in reported comments made to

German Chancellor Angela Merkel late in 2014, even Mr *...our mindset has largely been
Abbott let slip that sentiment in Australia towards its largest that they are privileged to have

trading partner was a combination of “fear and greed”.® .
9p g come here, for which they should

Fear and greed would be a good way to describe Australia’s
overall attitude towards China. But is this harshly narrow
narrative really the best analysis we can offer of the Chinese
student experience in Australia? Huge numbers of students have come here,
paid high fees, been educated, passed some of their life’s most formative years
here, and now know a lot about their host country. Is there not a better story
we can send them home with? It sounds like the experience of someone who
thought they were living in the house of a friend until they give their host a ‘thank
you’ gift, whereupon they discover that the gift was all the relationship was ever
about. China might be the most extreme case, but other emerging economies
like Indonesia, Vietnam, and Iran, which have also sent us international students,
probably wouldn’t figure any better. The only difference is that they are less prom-
inent and therefore have been given less thought. On the whole, our mindset has
largely been that they are privileged to have come here, for which they should be
grateful: their presence seen as more like a gift than anything resembling mutual
gain and service. The worst aspect of what we can call this ‘fear and greed’ nar-
rative is that it patently doesn’t map out the more complex truth.

be grateful...”

International students from developing countries are a hybrid group. Over time,
they have become more sophisticated and their demands of their educational
experience have diversified and expanded. Some want to stay here, many have
filled local needs taking positions as academics or professionals, and some have
become key advisors on relations with their native land for Australian companies,
government institutions and universities. Many of those who have returned home
have established companies that work in partnership or as allies with Australian
counterparts. In other cases, the skills and acculturation they acquire in Australia
helps them compete with us more effectively. Often the companies they work
for in third countries go head-to-head with Australian companies for business.
Internationalisation is neither a neutral nor wholly positive process. While it brings
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clear benefits in many areas, there are plenty of others where the rise of more
effective, more globally-oriented and innovative companies from the developing
world make a crowded marketplace even harder for Australians to operate in.

Politicians with a preference for keeping things black and white might prefer to
avoid the pain of confronting this complexity. But for the majority of others in
Australia there is an urgent need to resolve these questions of how best to relate
to international students — how to fit them into a more suitable, clear-sighted,
sustainable narrative that factors in the mutual benefits and risks.

Plenty of Chinese, Indians and other international students offer a great deal to
Australia. But many others belong to a more nuanced story that demonstrates
how Australia is moving into an era that exposes us to new demands, new risks
and new threats. The overall narrative is not a straightforward one that can be
mapped out by the parameters of ‘fear and greed’. But it does mean Australia
needs to learn about this issue much faster than it might want to: it must come
up with answers about its own expectations too quickly for the comfort of some.

This issue derives its urgency from the potential long term benefits on offer to

the global connectivity story as it relates to trade, services and goods. There are

huge potential economic benefits if we manage this challenge well. Long after

the iron ore Australia digs up has ceased to be important (importance that has

already diminished in the space of three years), many of the international stu-

dents who were here previously, are here now, and

are continuing to come, will be ambassadors for “This group stands to be one of
Australia, will work for Australian companies, and
will be transmitters of ideas. Many of them will even
become Australians. This group stands to be one of resources. But before this can happen,
Australia’s greatest potential economic resources. they must be better nurtured...”

But before this can happen, they must be better

nurtured — something that will only happen through

strategic foresight. Leaving things to chance risks outcomes that are at best

Australia’s greatest potential economic

mediocre and at worst detrimental to Australia’s national interest. Consider for
instance, the lost advantage from failing to identify those international students
who might be ideal for certain skills gaps in Australia, and not offering them
opportunities to remain long term.

Even in terms of ‘soft power agents’ (promoters of values and ideas), international
students have immense utility. For example, just as Australians’ images of China
and India stray some way from reality, the same applies in reverse. Australia is
widely seen as a tourist destination — a sunny, beach-drenched quasi Utopia.
That’s enough for fuelling the tourist appetite for an Australian holiday. But it does
ill service to this country’s finance, creative and human resources, and captures
next-to-nothing of the fact that Australia’s real strengths are in the service sector
that forms 80 per cent of its economy.

The stereotype of Australia as a lifestyle rather than a country means that, even
with comprehensive and well-negotiated free-trade agreements with partners like
China and the one being discussed with India, it will be a truly formidable battle to
shift attitudes in the developing world among the all-important emerging middle
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classes. And these very people will be the source of so much global growth in
the coming decades as they consume and invest, and play a greater role in their
own and the global economy. The contingent of international students who have
lived here, already know Australia — its complexity and intellectual assets. They
are surely the best qualified and the best placed of agents to effect the changes
we seek. They stand to become allies of both countries, but only if they are
embraced as part of a strategic, coherent narrative.

It might seem risibly over-simplistic to propose a policy whose sole urge is for a
change of narrative and the right accompanying mentality. But in fact, changing
attitudes is easy to say and among the hardest to achieve. The bland truth is that
in terms of practical issues, Australia is doing nothing wrong at the moment: it
has taken the opportunity to host large numbers of foreign students from devel-
oping countries, and on the whole they have had good experiences here. This
could probably continue, up to a point. Ad hoc and unstructured engagement
with alumni as they return home might not be exciting, but it will not cause great
pain either — at least not in the short term.

But McKinsey’s nagging question is whether Australia can really maintain its com-
petitiveness, its wealth and its good fortune by continuing to regard partners like
China solely as sources of capital and material reward, rather than as partners
within much more dynamic relationships. Especially when faced with the clear
potential role that could be played by former students from these places who
have lived in Australia. When it comes to relationships based on people-to-people
contact, former international students could become the
prime agents of change — towards mutual exchanges
in thinking rather than currency, towards investment
flows into ideas and attitudes rather than real estate and on people-to-people contact, former

mining companies, and for exploring the resources of international students could become
the mind rather than the earth.

“When it comes to relationships based

the prime agents of change...”

For the cynical, it is good to return to the McKinsey

report cited earlier. It calculates that by 2025, the global

flows of cross-border trade will triple the 2012 figure, reaching US$85 trillion. Until
recently, labour-intensive goods have dominated these flows. However, knowl-
edge industries are the future and each passing year they are taking up a larger
stake.® Emerging economies, which China sits at the heart of, already constitute
a third of these flows. China alone figures in 12 per cent of global business.
And with the emergence of stronger, interconnected digital industries, the ways
in which consumers and businesses in these emerging economies link with the
world around them is diversifying by the day. These are hard figures to stand in
front of and remain stony-faced and stoically self-denying.
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In the end, despite our abundant natural resources, Australia cannot practice
indifference towards the accelerating phenomenon of global connectivity and the
rewards and growth that will flow from it. Once the strategic objective is clear
enough — a world of greater connectivity, where services and human capital are
key — the challenge becomes one of tactics.

It should be seen as essential to forge a strong role for international students
as tangible actors in this process rather than accidental by-products. Universities
are now embarked on this quest. Stronger government support and recognition
is still needed. But that should be easy enough, because the most wonderful
aspect of this proposal is that it carries no major financial cost, just an intellectual
investment.

The good news is, if we make the right kinds of improvements, Australia stands
to gain at every level.
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5. Australia and the
fourth freedom

Alex Dobes

.............................................................................

Should free movement arrangements, such as the one
between Australia and New Zealand (the Trans-Tasman
Travel Arrangement), be extended to citizens of other
countries”? Who first? And where do we start in
determining the scope of any such agreements”?

.............................................................................
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brewery and the preparation for privatisation of the country’s electricity distribution

companies. His education includes a degree in Chinese and Linguistics from the University

of Melbourne, and an MBA from INSEAD (France).’

Australia and New Zealand have a long-standing arrangement, the Trans-Tasman
Travel Arrangement (TTTA), for free movement of labour between the two coun-
tries. Former Prime Minister Tony Abbott suggested that Australia develop a
similar arrangement with Singapore.

Free movement arrangements can have significant benefits and pitfalls. Among
the latter is the danger (perceived or real) of welfare tourism. Australia has dealt
successfully with this apparent problem in the past; the European Union (EU)
arguably less so. However, Australia’s remedy may have over-reached somewhat
by removing the pathway to permanent residency for New Zealanders arriving in
Australia after February 2001.

There is a group of around 20 compatible (small and wealthy) countries with
which Australia could feasibly establish free movement arrangements. Singapore
is one such country, and a brief examination of differences between Singapore
and Australia gives some idea of the details that need to be addressed before a
working arrangement can be implemented. Healthcare, military service, access
to public housing, and different legal sanctions are all important details that could
affect the lives of people moving between the two countries.

Free movement is probably best implemented as a loose arrangement between
two countries, leaving each government the flexibility to adapt to changes in cir-
cumstances and perceptions. This has been the approach taken by Australia and
New Zealand, in contrast to the free movement agreements of the EU, which bind
governments to detailed obligations.
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In a 1977 lecture in Chicago entitled ‘What is America?’ Milton Friedman posed
the following question:

| have always been amused by a kind of paradox. Suppose you go around and ask people, “The
United States, as you know, before 1914 had completely free immigration; anybody could get
on a boat and come to these shores? — was that a good or a bad thing?” You will find hardly a
soul who will say it was a bad thing. But then suppose | say to the same people, “But now what
about today? Do you think we should have free immigration?” “Oh no,” they’ll say, “We couldn’t
possibly have free immigration today.”

What's the difference?®

Professor Friedman answered his own question by saying that “it is one thing
to have free immigration to jobs, it is another thing to have free immigration to
welfare”. Taking this thought a step further, he concluded that, in a welfare state,
illegal immigration brings greater benefits than legal migration, since illegal immi-
grants do not have access to the welfare system. In the Friedman analysis, illegal
immigrants cross borders only in order to find work.

This conclusion is consistent with a strong aversion to the welfare state, but has

limited value when considering practical approaches to immigration policy. For

example, American economist Bryan Caplan has pointed

out a “keyhole™ solution to the problem of immigra-

tion to welfare states: restrict access to welfare for legal *...New Zealanders who arrived
immigrants. Further, Professor Caplan notes that Milton after 26 February 2001 are still
Friedman was once presented with this exact solution to
his paradox, and his response was that he hadn’t really
thought about it, and didn’t think it would work because it very limited access to Australian
would not be politically feasible.’ welfare benefits.”

eligible for Medicare but have

In reality, Australia has implemented this keyhole solution

for New Zealand citizens. Under the TTTA, New Zealanders

have free access to Australia, subject to health and character conditions that
exclude very few people. However, New Zealanders who arrived after 26 February
2001 are still eligible for Medicare but have very limited access to Australian
welfare benefits. For example, they must wait 10 years before they are eligible
for Newstart Allowance (unemployment benefits) or Sickness Allowance, and can
only receive such benefits for six months.®

This leads to two interesting questions:

e Does free movement for New Zealanders benefit Australia?

¢ |f the New Zealand arrangement works to Australia’s benefit, might it also work
with other countries?
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Free movement of goods, services and capital is widely accepted as welfare-
enhancing (using “welfare” in the classical meaning of prosperity and standard of
living), and these three freedoms have been agreed (to differing degrees) between
a wide range of countries through free-trade agreements. The World Trade
Organisation (WTO) has registered 276 such agreements.”

The fourth freedom is free movement of labour. The International Organisation for
Migration (IOM) has grouped this into three types:®

e Full mobility of labour.

e Mobility and market access for specified service providers. This is a feature of
groupings such as the North American Free-Trade Agreement (NAFTA) between
Canada, Mexico and the US.

¢ Facilitating the entry and temporary stay of people engaged in specific activities
(such as trade and investment) without granting market access. This is a feature,
for example, of the Asia Pacific Economic Cooperation (APEC). Business travel-
lers are able to obtain an APEC Business Traveller Card, which functions as a
pre-approved three year multiple entry visa to APEC member countries.®

Implementation of the second and third types of arrangements is relatively
straightforward, and is usually little more than a simplification of bureaucratic
procedures.

However, the first type of arrangement can have far reaching consequences, and
is rarely implemented. One barrier to implementation is that human beings are
much more complex than goods or services, a point frequently raised in discus-
sion of the fourth freedom:

Men and women come with cultures and skills and grow up in dense familial and social
networks. They have spouses and children. They need education, health care, political engage-
ment, and all the other fruits of society. They bear responsibilities to society as well, including
taxes and perhaps military service."®

The best-known example of full labour mobility

across borders is the European Union (EU), which “The best-known example of full labour
has all four freedoms as its core membership
principles.” Additionally, the European Free Trade
Association'? (EFTA) has a European Economic Union (EU), which has all four freedoms
Area (EEA) agreement with the EU that incorporates as its core membership principles.”
free movement of nationals as a basic principle.'

The Nordic Council has allowed free movement of

nationals between the five member countries™ since 1954 (1955 in the case of

Iceland), an arrangement somewhat superseded by the EEA and the Schengen

Agreement.'®

mobility across borders is the European

GLOBAL NETWORKS: TRANSFORMING HOW AUSTRALIA DOES BUSINESS
82



The primary benefits of migration are intuitively easy to understand: migration
allows labour resources to flow to their most productive use, and fills gaps in
labour markets. However, the overall picture of benefits and costs is much more
complex, and has been the subject of extensive study.

An OECD synthesis of migration studies shows that migration generally brings
net economic benefits to the receiving country.’® Reasons include that migrants
boost the working proportion of the population, increase labour market flexibility,
and frequently bring new skills.

Studies published by the European Commission (EC) in 2013 show that free
labour movement within the EU brings net benefits to destination countries, as
mobile EU citizens are more likely to be in active employment than nationals of the
host country. The EC acknowledged that some mobile EU citizens (perhaps one
per cent) were not working in their host countries, but emphasised that “workers
from other Member States are net contributors to the public finances of the host
country”.'”

The EC’s figures are no doubt accurate. However, they were released in an atmo-
sphere of increased hostility toward the idea of EU-wide free movement, arising
from rapid (possibly too rapid) expansion of EU membership. Statistics alone
were not sufficient in addressing the concerns of EU citizens.

Starting with the Treaty of Rome in 1957, the European Economic Community
(EEC) was a smaller and looser grouping of countries where people generally
moved for work but not for welfare. Workers in the poorer south had an incentive
to move to the wealthier north, where they found plentiful work. Eventually the
southern states acquired a standard of living that weakened the incentives for
northward migration.

This balance within the EU changed in 2004 with the accession of eight formerly
Communist countries (including Poland), and further in 2007 with the accession of
Bulgaria and Romania. The EU now included countries with starkly lower wages
and weaker welfare systems. In 2004 there was disquiet about a possible flood
of workers moving westward (nicknamed “the Polish plumber”), but it turned out
that these workers filled gaps in the western labour market. A more serious back-
lash began in response to the 2007 expansion.'® Here the concern was more
noticeably about “benefits tourism”, as the EU was now a more closely integrated
group, with each country required to give equal access to welfare benefits to all
EU citizens.™

Proponents of the EU fourth freedom used statistics (as with the EC studies
above) or plain disparagement when faced with concerns about welfare tourism.
In a February 2014 interview with the Guardian, European Commissioner LaszId
Andor stated that, “Benefits tourism as such is a myth”.2° British tabloids treated
this as a personal challenge to prove him wrong.
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Within days, The Daily Mail found and interviewed a benefits tourist from central
casting. Rudi lon, who drove a Mercedes, had gone from collecting the equiva-
lent of £17 a month in Romanian child benefits, to £300 a week in a bundle of
British benefits. About 100 of his relatives had joined him in Britain, and he had
seen scores of Romanians arriving every week. “Of course
Romanians will settle in Britain if they get this kind of money”,

. . . ' “It is like walking down the
he said. “It is like walking down the road and seeing a sack full

of cash that someone has dropped, picking it up and no one road and seeing a sack full
saying anything.”*" of cash that someone has
In response to the Rudi lon story, the Romanian ambassador in dropped, picking it up and no

London, lon Jinga, published an opinion piece in the Guardian
stating that the problem had been exaggerated, as only
1740 Romanians in the UK (representing 1.45 per cent of the

one saying anything.”

Romanian community) were claiming benefits. All the Romanians who wanted to
be in the UK had already arrived, so the problem wouldn’t get any bigger. Wages
in Romania had risen, and other reasons why Romanians would be content with
life at home included that “houses are more affordable, the food is organic and
the sun shines for longer than in other parts of Europe”.??

Dr Jinga’s statistics were no doubt accurate?®, and for every Rudi lon there
were probably 50 Romanians in the UK working and paying taxes. However,
the statistical approach did not win the battle. In May 2015, the UK government
announced that it would seek to renegotiate its relationship with the EU (espe-
cially the welfare provisions), after which it would hold a referendum on continued
EU membership.2*

The UK was not the only country going through this process. A backlash in
Switzerland resulted in a 2014 referendum whose outcome forced the Swiss gov-
ernment to draft quotas for EU nationals moving to Switzerland.?

Under the TTTA, around 650,000 New Zealanders (more than 10 per cent of New
Zealand’s citizens) live in Australia. This clearly has an impact in both Australia
and New Zealand, which has been the subject of some studly.

The Australian Productivity Commission (PC) and the New Zealand Productivity
Commission (NZPC) have published a report entitled Strengthening trans-Tasman
economic relations, which includes extensive examination of the impact of the
TTTA. Modelling by the PC suggested that increased movement of New Zealand
workers to Australia increases Australia’s GNP, but decreases the GNP per
worker. However, the latter conclusion relies on an assumption that capital stock
is fixed, rather than increasing in response to an increase in population and labour
supply.?®
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In addition to modelling, the report also summarised empirical studies of the
impact of the TTTA, which found that New Zealanders in Australia:

* Have relatively high labour force participation rates;
* Have relatively high employment rates;
¢ Help to alleviate labour market shortages;

e Appear to be a complement rather than a substitute for local labour.?”

Recent developments confirm the responsiveness of the TTTA to changing labour
market conditions. Net immigration from New Zealand has recently shown a
large decline in response to an increase in spare capacity in the Australian labour
market.?8

Overall, then, it appears that the TTTA is a successful policy that benefits
Australia.

Commentators have noted one important point where the TTTA differs from EU
free movement arrangements: it is not an agreement between governments, but
a set of procedures independently implemented by two governments working
together towards a broadly agreed common aim.?® This absence of a prescriptive
and detailed agreement leaves each government the flexibility to respond quickly
to any change in circumstances or perceptions.

As previously mentioned, New Zealanders who arrived after 26 February 2001

have only restricted access to Australian welfare benefits. These restrictions

were introduced in response to a public perception in

Australia of welfare tourism by New Zealanders, so-

called “Bondi bludgers”. At the time, there were around "...the TTTA differs from EU free
20,000 New Zealanders receiving Australian unemploy- movement arrangements: it is not an
ment benefits. There were also concerns at ‘back door’
migration by Pacific Islanders who had acquired New

agreement between governments,

Zealand citizenship.® but a set of procedures independently

When the Australian government moved to restrict Implemented by twaidovemments...

access to welfare, then New Zealand Prime Minister

Helen Clark commented that New Zealanders in Australia had roughly the same
unemployment rate as Australians, so the problem was more imagined than real.
At the same time, she expressed hope that the changes would neutralise the
unjustified Australian perception of welfare tourism.®

The statistics cited by Prime Minister Clark were no doubt accurate, and the
problem was no doubt minimal. However, the Australian government chose to act
in a way that seriously addressed the public perception of a problem (whether real
or not). The end result was that the expression “Bondi bludger” was consigned to
history, and the fourth freedom was maintained.
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During his June 2015 visit to Singapore, former Australian Prime Minister
Tony Abbott said that “Soon, | hope that employment and residency rights for
Australians and Singaporeans in each other’s countries will resemble those of
New Zealanders and Australians”.® In considering this, it is worth examining how
an extension of the fourth freedom might work in general, before focussing briefly
on Singapore.

As seen with the example of Bulgaria and Romania, inclusion of less wealthy
countries in free movement arrangements can have unintended consequences —
over-extension risks a backlash.

Another risk is that unregulated flows can be larger than anticipated. When the
UK opened its labour market to newly-acceded EU members in 2004, the gov-
ernment estimated that around 13,000 Poles would move to the UK; by 2011 the
actual number was 579,000.%

The policy implication is that, to avoid unintended consequences, free movement
of labour is best established with small and wealthy countries, at least initially.

Table 1 shows key characteristics of a range of relatively wealthy countries. All
of these countries are apparently considered low-risk by Australian immigration
authorities, judging from their eligibility for eVisitor visas (European countries) or
Electronic Travel Authorities (non-European countries).®* A more differentiated
indicator of risk is the non-return (overstay) ratio for each country’s nationals in
Australia. This ranges from a low of 0.17 per cent for Luxembourg to a high of
3.87 per cent for Estonia.

Apart from Cyprus and Hong Kong, all of the countries/territories in Table 1 are
eligible for the US Visa Waiver Program (VWP). This is another useful indicator of
risk, as the US currently extends this privilege to 38 countries/territories, based
on extensive analysis of risk factors. The equivalent list for visa-free entry to the
Schengen area is less useful as a risk indicator, since it errs on the side of inclu-
siveness, and includes low-income countries usually considered to be high-risk,
such as Albania and Paraguay.®’

Many of the countries in Table 1 have working holiday arrangements allowing their
nationals to work in Australia for up to 12 months, and longer in regional locations
such as Adelaide and Hobart. There is no cap on the number of people taking up
working holiday visas, and their activities in Australia are only lightly regulated.®®
As such, flows under working holiday arrangements are a useful indicator of
potential flows under free movement arrangements.*

Another indicator of potential flows is the total number of Australian residents
originating from each country.*

As an example, we can contrast Canada and the UK. The UK has not quite
double the population of Canada, but it has six times the number of working holi-
daymakers in Australia, and more than 20 times the total number of residents in
Australia. This suggests that a free-movement arrangement with Canada is likely
to result in smaller flows than a similar arrangement with the UK.
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TABLE 1
WEALTH, POPULATION AND VISA PROFILE OF SELECTED COUNTRIES/TERRITORIES®*

GDP Wor.king Working ) General e us
Population per capita GbP . holiday holiday visa Augtrallar] non-return L Visa
(million) (nominal per capita agregment holders in re3|dent§ rate agregment Waiver
$US) (PPP) with . Australia place of birth (%) with . Program
Australia Australia
Australia 23.6 61,219 46,433 = = 16,890,250 = = Y
New Zealand 45 43,837 35,152 = = 616,960 0.44 Y Y
Brunei 04 36,607 73,233 N NA 3180 0.62 N Y
Canada B3 50,398 44,843 Y 4620 50,940 0.66 N =
Cyprus 0.9 26,115 30,769 Y 63 20,780 2.28 N N
Denmark 5.6 60,564 44,343 Y 910 11,180 0.26 N Y
Estonia 1.3 19,671 26,999 Y 1486 3910 3.87 N Y
Finland 515 49,497 40,347 Y 1073 9820 0.36 Y Y
Germany 81.1 47,590 45,888 Y 18,286 129,040 0.36 N Y
Hong Kong 7.3 39,871 54,722 Y 10,905 94,420 0.65 N N
Iceland 0.3 51,262 43,637 N NA 730 1.61 N Y
Ireland 4.6 53,462 49,195 Y 6121 93,180 1.27 Y Y
Latvia 2.0 15,729 23,707 N NA 5150 3.61 N Y
Lithuania 29 16,386 27,051 N NA 3250 2.99 N Y
Luxembourg 0.6 111,716 92,049 N NA 280 0.17 N Y
Malta 0.4 24,876 33,216 Y 75 45,920 1.61 Y Y
Norway 52 97,013 66,937 Y 271 4770 0.36 Y Y
Singapore 5.5 56,319 82,762 N NA 70,100 0.26 N Y
Slovakia 5.4 18,454 28,175 N NA 6430 0.87 N Y
Slovenia 2.1 24,019 29,658 N NA 8060 0.82 Y Y
Sweden 9.7 58,491 45,987 Y 3385 12,510 0.60 Y Y
Switzerland 8.1 87,475 58,087 N NA 15,720 0.24 N Y
Taiwan 234 22,598 45,854 Y 23,270 55,960 0.73 N Y
UK 64.5 45,653 39,511 Y 30,315 1,221,260 0.58 Y Y
USA 319.0 54,697 54,597 N NA 104,080 0.51 N -
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Another example of interest is Malta. As with New Zealand, around 10 per cent
of Malta’s citizens (46,000 people) live in Australia. At the same time, only 75
Maltese citizens (at last count) have taken up the opportunity of a working holiday
visa. This suggests that the large flow of past decades is less likely to be repli-
cated today.

The approximately 10 per cent of New Zealand’s citizens residing in Australia
gives some indication of the potential size of unregulated flows over an extended
period. Ten per cent of the UK population would be more than six million
people. Just one per cent of the US population would be more than three million
people. This potential risk factor has been recognised by UK proponents of free
movement between the UK, Australia and New Zealand. The Commonwealth
Exchange has noted that “one of the biggest concerns for Australia and New
Zealand would be the populations involved”.*' Mayor of London Boris Johnson
has commented, “Whether they would be actually delirious with joy in Australia
about the idea of loads more Poms coming out to Australia, | don’t know ..."#?

In addition to New Zealand, seven of the countries in Table 1 have reciprocal
healthcare arrangements with Australia, providing access to necessary medical
care (but not optional or private care).*® Basic healthcare is an exception to the
general principle of restricting access to welfare. Visitors do not plan to fall ill or
have accidents, but it is inevitable that some of them do. In that situation, it is best
to know who will cover the expense. One
alternative is to make private health cover
mandatory, as is the case with most student
visas in Australia. However, that creates an
enforcement task, and does not guarantee establish such programs on a pilot basis with
that all visitors will be covered. Student visas

“Given the potential pitfalls of free movement
arrangements, a sensible approach is to

a small number of the lowest-risk countries.”
have a start date and end date, so verifica-

tion of insurance cover is relatively simple.
A free-movement visa would have no end date, so compliance with insurance
requirements would be more difficult to enforce.

There are numerous other questions associated with free movement. For example,
would people arriving under a free movement arrangement have a defined
pathway to permanent residency and citizenship? The PC and NZPC report con-
sidered that some of these questions had not been satisfactorily resolved in the
case of New Zealanders residing in Australia.** It is possible that the Australian
government over-reached in moving to end the perception of welfare tourism. A
10-year waiting period for unemployment benefits is understandable; complete
removal of the path to permanent residency seems excessive. A more consistent
approach might be to have the same waiting period for both permanent residency
and for the welfare benefits attached to it.

Given the potential pitfalls of free movement arrangements, a sensible approach
is to establish such programs on a pilot basis with a small number of the low-
est-risk countries. Selection of these countries requires extensive analysis and
consultation, as well as an indication of interest from the other party.
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A number of factors may come into play when considering countries for a pilot
program:

¢ Historical affinity. New Zealand’s long history of people exchange with Australia,
pre-dating the TTTA agreement, has probably assisted in the smooth running
of the TTTA arrangement. Australia has similar long-standing engagement with
both Ireland and the UK, and to differing degrees with many Commonwealth
countries.

e Administrative simplicity. It is easier to establish freedom of movement where
Australia already has an extensive framework of administrative cooperation.
For example, the existence of a reciprocal healthcare agreement removes one
potential complication in establishing free movement. An agreement on data
sharing between governments simplifies verification of citizenship, health and
character requirements.

e Strategic value. Singapore is a natural candidate on a number of criteria,
including the expressed intention of the two countries to strengthen their com-
prehensive strategic partnership (CSP). However, the Singapore government
has not publicly responded to former Prime Minister Tony Abbott’s suggestion
of New Zealand style free movement.

A successful pilot program could eventually serve to expand free movement to
more countries, and potentially to larger countries. It is possible that Canada
is the upper bound of expansion, as larger countries present a greater risk of
unacceptably large flows. Alternatively, a pilot program could demonstrate that
free movement is self-regulating when welfare benefits are severely restricted for
non-citizens, so that countries larger than Canada are viable options. However,
a move to larger countries would be some way into the future, when the dynam-
ics of free movement to and from Australia are better understood. Our current
understanding is based on a sample of one, which is rarely a good basis for
extrapolation.

Singapore and Australia are both wealthy developed countries with a long-
standing relationship — Australia was the first country to recognise Singapore’s
independence in 1965.%° Broadly speaking, an arrangement for free movement
between the two countries seems feasible.

However, with fourth freedom arrangements, details are important. One such
example is healthcare.

Singapore and Australia do not have a reciprocal healthcare agreement, and
the two healthcare systems have different approaches. In Australia, Medicare
covers 100 per cent of treatment and accommodation costs in public hospitals.*®
By contrast, the Singapore government website jokes that, “Some say that in
Singapore, it is better to die than to get sick, because of the cost of healthcare”.
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The government pays for 20 to 80 per cent of hospitalisation expenses in
subsidised wards. There are safety nets beyond that, but apparently nothing
comparable to Medicare.*”

Some details might be more easily resolved. For example, more than 80 per
cent of Singaporeans live in government subsidised (HDB) housing.*® Would
Australians be eligible for this benefit? The arguments against are probably
overwhelming.

There are differences in social values. For example, Singapore carries out around
2000 canings each year.*® In March 2015 two German nationals (aged 21 and
22) were sentenced to be jailed and caned for spraying graffiti on commuter
trains.%® What might be the reaction in Australia to a similar sentence passed by a
Singapore court on Australian nationals?

Singapore has universal male conscription, requiring citizens and permanent
residents to serve for two years upon turning 18. Families moving abroad are
required to obtain exit permits (and often pay a bond) for sons aged over 13.%
Would free movement reduce the pool of conscripts? Would Australians resident
in Singapore under free movement provisions be subject to conscription?

None of the above is an insurmountable obstacle to achieving a free movement
arrangement. In some cases, a first-best solution may be replaced by a second-
best solution. For example, if the healthcare systems are ultimately incompatible,
mandatory private health insurance may replace the option of a reciprocal health-
care agreement.

The Singapore case is interesting, and this superficial examination of details is a
glimpse of the amount of work necessary to establish just one free movement
arrangement.

The TTTA between Australia and New Zealand is a good arrangement that
has worked to Australia’s benefit. Australia should consider extending a similar
arrangement to additional countries, particularly some of the countries listed in
Table 1.

An important feature of the TTTA is that it is not a prescriptive and detailed agree-
ment between governments. Rather, it is a set of procedures independently
implemented by two governments working together towards a broadly agreed
common aim.

Former Prime Minister Tony Abbott suggested that TTTA style free movement
could be implemented between Australia and Singapore. This appears to be
feasible, but would require significant administrative work and consideration of
potential pitfalls.
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The TTTA has some apparent shortcomings, particularly regarding a defined
pathway to permanent residency for New Zealanders resident in Australia. The
government may wish to consider these apparent shortcomings, and how they
might be addressed both in the New Zealand context and in the context of
expanding free movement to additional countries.
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Holiday Maker visa programme report 31 December 2014’. Available at: http://www.border.gov.au/ReportsandPublications/
Documents/statistics/working-holiday-report-dec14.pdf

e Number of residents in Australia is the estimate as at 2014, and is from Australian Bureau of Statistics (ABS) 2014, ‘Estimated
Resident Population by Country of Birth — 1992 to 2014’. Available at: http://stat.abs.gov.au/Index.aspx?Queryld=743

e General non-return rate represents numbers as at 30 June 2013, and is from DIBP 2015h, ‘Modified Non-Return Rate Quarterly
Report Ending at 30 June 2013’. Available at: https://www.border.gov.au/about/reports-publications/research-statistics/statistics/
visit-australia/quarterly-report-june-2013

 Reciprocal healthcare agreement information is from DHS 2015b, ‘Health care for visitors to Australia’. Available at: http://www.
humanservices.gov.au/customer/enablers/medicare/reciprocal-health-care-agreements/health-care-for-visitors-to-australia

e US Visa Waiver Program information is from US Customs & Border Protection (CBP) 2015, ‘Frequently Asked Questions about
the Visa Waiver Program (VWP) and the Electronic System for Travel Authorisation (ESTA)". Available at: http://www.cbp.gov/travel/
international-visitors/frequently-asked-questions-about-visa-waiver-program-vwp-and-electronic-system-travel

US Customs & Border Protection (CBP) 2015, ‘Frequently Asked Questions about the Visa Waiver Program (VWP) and the Electronic
System for Travel Authorisation (ESTA)'. Available at: http://www.cbp.gov/travel/international-visitors/frequently-asked-questions-
about-visa-waiver-program-vwp-and-electronic-system-travel Accessed on: 1 June 2015. Canada is not included in the US Visa Waiver
Program, as Canadian nationals have more favourable entry conditions to the US than those offered to VWP country nationals.
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European Council 2011, Council Regulation No 539/2001 listing third countries whose nationals must be in possession of visas when
crossing the external borders and those whose nationals are exempt from that requirement, revision published 11 January 2011.
Available at: http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=CONSLEG:2001R0539:20110111:EN:PDF Accessed on: 28 May
2015

DIBP 2015a, ‘Working Holiday visa (subclass 417)'. Available at: https://www.border.gov.au/Trav/Visa-1/417-
There is a difference between a working holiday visa (subclass 417), and a work and holiday visa (subclass 462). The latter has
significantly stricter educational and other selection requirements, and usually has a country-specific cap on numbers. US citizens are

eligible for a subclass 462 visa, but not a subclass 417 visa. DIBP 2015e, ‘Work and Holiday visa (subclass 462)’. Available at: https://
www.border.gov.au/Trav/Visa-1/462-
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40 The statistics on origin capture country of birth, but not necessarily citizenship or family background. The differences are unlikely to be
significant when using place of birth as a very rough indicator of propensity to live and work in Australia.
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Commonwealth Exchange 2014, How to Solve a Problem like a Visa, p.30. Available at: http://www.commonwealth-exchange.org/s/
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customer/enablers/medicare/reciprocal-health-care-agreements/health-care-for-visitors-to-australia Accessed on: 28 May 2015
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44 PC & NZPC 2012a, Strengthening trans-Tasman economic relations, pp. 152-155. Available at: http://www.pc.gov.au/inquiries/
completed/australia-new-zealand/report/trans-tasman.pdf Accessed on: 28 May 2015

45 Abbott, T 2015, ‘Address to the 35th Singapore lecture’, Singapore, 29 June. Available at: https://www.pm.gov.au/media/2015-06-29/
address-35th-singapore-lecture-singapore Accessed on: 30 June 2015

46 Department of Human Services (DHS) 2015¢, ‘Medicare services'. Available at: http://www.humanservices.gov.au/customer/subjects/
medicare-services Accessed on: 22 August 2015

47 Singapore government 2015, ‘What help will | receive when | am sick?’, 4 August. Available at: http://www.gov.sg/factually/content/
what-help-will-i-receive-when-i-am-sick Accessed on: 22 August 2015
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Singapore Department of Statistics 2011, Census of Population 2010 Statistical Release 2: Households and Housing, p. xi. Available at:
http://www.singstat.gov.sg/docs/default-source/default-document-library/publications/publications_and_papers/cop2010/
census_2010_release2/cop2010sr2.pdf Accessed on: 22 August 2015

US State Department 2013, ‘Singapore Human Rights Report 2013’ Available at: http://www.state.gov/documents/organization/220439.
pdf Accessed on: 21 August 2015. This report notes 2,203 canings carried out in 2012, which appears to be the most recent year for
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