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Introduction

In mid-March, ateam of forty A merican negotiators arrived in Canberrafor the first
session of abilateral negotiation that was originally expected to p roduce afree trade agreement
with Australiaby “sometimein 2004”*. That same week, USTR Z oellick and business and
political members of the American-Australian Free Trade Agreement Coalition ce lebrated the
launch of the negotiationsasa“win-win” venture for both countries that would not only produce
important economic gainsin both markets but also contribute to the two partners' relationships
with othersin the Asia-Pacific region and the su ccessful completion of the WTO Doha Round
multilateral trade negotiations.? More than two hundred companies have signed on to the US -
based coalition in support of the FTA. In Australia, the negotiations enjoy the strong supp ort of

an AustraliaUnited States Free Trade Agreement (“A USTA”) business group and are seen as

! Lead Australian negotiator, Stephen Deady , at a21 March 2 003 press conference with Ralph Ives.
2 Remarks by UST R Robert Zoellick, March 19, 20 03.



central to the Common wealth Government’ s objective o f strengthening Australia’ s aliance with
the United States (DFAT 2003, 86-91). Two Australian studies have suggested that an FTA
could produce significant economic benefits for both Australia and the United States and both
governments are actively seeking input and feedback from their priv ate sectors in suppo rt of the

negotiating effort.

The project also hasimportant critics and detractors. In Australia, Professor Ross
Garnaut of the Australian National University’s Research Scho ol of Pacific and Asian Studies
has taken the position that the completion of an FTA with the United States would no t only
diminish Australian econo mic opportunities but also weaken Australia’ s security. A February,
2003 report prepared by ACIL Consulting for the Australian Rural Industries Research and
Development Corporation “low -balls’ potential economic gainsfrom an FTA and strongly
suggests a negative impact of an FTA on Australian farmers (ACIL 2003). In Washington,
representatives of the American dairy, sugar and beef industries have testified that fr ee trade with
Australiawould do irreparable harm to these sec tors of the U.S. economy, cutting far m incomes,
forcing thousands of farmers out of business and endangering United States security (Australian

Financial Review, January 22, 2003, 7)

President Bush and Prime Minister Howard have made it clear they would like to see the
FTA deal done inthe course of 2003 and there are rumors of aBush visit to Australiain October.
In the face of this political imperative, the negotiators on both sid es have now had to accelerate

an already tight timetable.



Isthislikely to be agood agreement or not? How will the negotiations affect the WTO’s
Doha Round and other strategic Australian and American interests? In this paper, and at this
early stage in the bilat eral negotiations on an agreement, | propose to review the claimed bene fits
and costs of afree trade agreement between the United States and Australia, the core objectives
of playerson both sides of the Pacific, the potential trade and investment effects of an agreement

and theimplications of an FTA for both countries’ relations with third countries.

Although | am aware of the 28 March 200 3 |etter to President Bush by Senator Grassley
and seventeen of his Senate colleagues urging the inclusion of New Zealand in these FTA
negotiations between the USA and Australia, | will not comment on that prosp ect in the body of
this paper other than to state the ob vious: including New Zealand would clearly complicate the
already politically dicey agriculture sidet o the negotiations and it is difficult to see how the
current U.S. Administration would p ut New Zealand on the same favourable political plane as
Australia. American unhappiness with statements made by the New Zealand Prime Minister in
the context of the recent war in Iraq have evidently translated into an unwillingnessin
Washington to include New Zealand in an FTA deal. In Appendix 1to thispap er, | briefly
discuss how the Australia-New Zealand CER Agreement might need to be factored into an
Australia-USA FTA and other issues relative to possible trade liberalisation between the USA

and New Zealand.

Objectives of an Australia - USA FTA

Political leadersin the two governments and their private sector coun terparts have

already commented extensively on the objectivesfor abilateral FTA. Inthe 2003 White Paper



on Foreign and Trade Policy, the Australian Government sign als the coming FT A as an effort to
make the economic relationsh ip commensurate to the se curity relationship. The Australian
authorities also see clear trade and other economic benefits as flowing from the FTA, provided
that it offers genuine liberalisation of ben efit to Australian exporters. Australians have identified
prioritiesin anumber of areas where they are globally competitive. Asan exampleof apriority
on the industrial side, Australian firms have developed awell-deserved global reputation for
producing high-speed catamaran ferries and they see the FT A as an opportunity to gain an
exemption from U.S. “Jones Act” limitations on their usein the American market. Prioritiesin
agriculture include acc ess to the highly protected sugar and dairy mark ets, as well as the more-

open, but still protected American market for beef.

In a speech delivered in late October, 2002 3 Australia's Trade Minister Mark Vaile cited
as objectives beyond those straightforwardly related to trade liberalisation
the attraction of additional American investment to Australia, with consequent

positive effects on employment and produc tivity;

greater integration of businessin th e two markets, enabling new synergiesin areas
such asresearch and development, materials sourcing, marketing and use of

information technologies,

using the FT A to foster “competitive liberalisation” through its demon stration

effectsin the WTO and other trade fora; and,

3« Australiaand the United States: Opening Markets’, Sp eech by Trade Minister Vaileto the launch of Ame rican
Australian Business 2003 .



engendering a broader appreciation of the bilateral alliance and the role of the two

countries in underpinning stability and prosperity in East A sia and the Pacific.

More recently, Minister Vaile added that he w antsto use the FTA negotiationsto discipline the
extent to which food aid might be use d by the United States to undercu t commercial Australian
agricultural exportsto post -war marketsin Irag and elsewhere (Australian Financial Review,

April 8, 2003, 5)

The FTA negotiation with the United States also enjoys the strong support of the
Business Council of Australia’, which seesit as enhancing the glob al competitiveness of
Australian companies and th e economy and the “AUSTA” business group, which set out a long
list of its objectivesfor the FTA in aJanuary 2003 submission to the Department of Foreign
Affairsand Trade (DFAT). Among other objectives, AUSTA wantsto see all barriersto trade
and investment removed within ten years, alegal right to national treatment of investment,
mutual recognition of professional qualifications affecting trade in servicesand in technical
standards affecting goods trade, free movement of people and safeguards on security of accessto

markets.®

In hisNovember 13, 2002 n otification to the U.S. Congress of the President’ sintention to
enter into FTA negotiations with Australia, USTR Robert Zoellick provides con siderable detail

on United States' objectivesfor the FTA. On abroad political level, and much like his

*“BCA backsfreetradetalks’ Letter to the editor from BCA C EO Katie Lahey, the Australian Financial Review,
March 24, 2003.
® AUSTA Submission to the Department of Fo reign Affairs and Trade, January 2003 (International Trade Strategies)



counterparts in Canberra, Ambassador Zoellick sees a number of objectives be yond the
commercial considerations at stake in the agreement. His message makes clear that the FTA is
also seen as a tool to enhance co operation in the WTO and help achievejointl y held objectivesin
ashared agenda. Another cited objective of the FTA isto strengthen the foundation o f the
security alliance and “facilitate the building of new networks that enhanc e our Pacific
democracies’ mutual interests, shared experiences, and promotio n of common values so that we

can work together more eff ectively with third coun tries”.°

Ambassador Zoellick’s no tification letters contain nearly five single -spaced pages of
detailed trade negotiating objectives for the Austral ian FTA. Selected exam ples of American
objectives give aflavour of the likely approach of American negotiators. The USTR saidhe
would seek elimination of duties and oth er charges affecting imports of A merican goods, the
suppression of Australian single desk export operation s for wheat, barley, sugar and rice, and
strengthened cooperation between U.S. and Australian authorities with respon sibilities for
sanitary and phytosanitary measures. The USA will be seekingto enhance the level of
Australia's protection of intellectual property rights’ and, in certain areas, will seek to have
Australia apply levels of protection morein linewith U.S. law and practices. The USTR
promised to p ursue a comprehen sive approach to market accessin Australiaf or services and
explicitly referenced financial services and telecommunications services. On the investment

front, Zoellick’ sletterstarget “trade-distorting barriersto U.S. investment in Australi a, including

® USTR Zoellick’s November 13, 2 002 |etters to Speaker Hastert and Senator Byrd.

" Inthe 2003 National Trade Estimates Report on Foreign Trade Barriers, UST R expresses concern over Australian
policiesin respect of paralel im ports (affecting CDs, books, DV D s, software and electronic games), copyright
piracy issues, ageneral low p riority assigned to IPR enforcement, and the p ossibility that Australia may allow
“springb oarding” by generic pharmaceutical m akers allowing immediate marketing appr ovals on expirati on of
patents held by others.



investment screening” and establish the goal of securing for U. S. investorsin Australia
“important rights that would be comparable to those that would b e available under U.S. legal

principles and practice.”

The recent issuance of the annual USTR National Trade Estimatesr eport on barriersto
American exports reiter ates concerns about aspects of the Pharmaceutical Benefits Scheme and
elaborates on those areas where the US believes Australiaislax in fighting infringement of

intellectual property rights.

The timing of the FTA negotiationsisfortuitousfor “f ortunetellers’ aiming to predict the
eventual content of abilateral agreement. Considerable additional guidance on the co re
negotiating obj ectives of both the United States and Australia can be drawn fr om the free trade
agreement each has recently separately concluded with Singapore. Infact, it seems that much of
the discussion in the March and May negotiating sessions was devoted to focusing the a ttention
of the bilateral negotiating groups on aspects of the Singapore texts. Evidently, the negotiators
have found this to be particularly valuable in the case of the investment and se rvices chapters of
the Singapore agreements’ texts. Of course the Singapore texts are not esp ecially instructivein
respect of agriculture, one area of the U.S.-Australian negotiation where objectives of the two

sides seem certain to come into conflict (at least in the near term).

It could be that the recently concluded USA -Chile FTA providesinsight into how
Washington will handle the d emands of another coun try with a strong interest in exporting farm

products to the American market. A review of the Chilean agreement’s provisions for market

8 | dem.



access in agriculture seems to have bo th good news and bad news for Australia’ s aspirationsin
beef, dairy and even sugar. For beef, Chile will gain unlimited accessto the U.S. market at in-
guotatariff rates after just four years. In dairy (cheese, milk powder, condensed milk and
“other” dairy products), Chile will see quantities availableto its exporters increased by around
seven percent every year until limitations are fully removed in year 12. In sugar, the year -on-
year increaseis only five percent, but restrictions on quantities are again totally removed in year
12°. So the good news s that these sensitive products were on the table and trad e will be
liberalized. Thebad newsisthat it will take afew yearsto get there — at least in dairy and sugar.
Australians might also obj ect to the side letter on sugar trade that is evidently part of the Chilean
deal and may worry over Chilean and Ame rican agreement that specia “snap -back” safeguards

are possible in these sectors.

Both the Americans and th e Australians profess publicly that everythingison thetablein
the negotiation and that there areno a priori exceptions. Both say their objectiveisa
comprehensive negotiation. “Comprehensive” in thiscon text hasto be interpreted to mean that
no areais ruled out for negotiation and th at requests for policy modifications and liberalisation
will be entertained and acted o n even if afinal outcome does not produce immediate free trade
across-the-board. Politicsissureto get inthe way on both sides of the Pacific. For example, to
be credi ble Washington will need to find waysto significantly liberalize existing barriers to beef
and even dai ry imports from Australia. Notwithstanding indu stry complaints, this can likely be

done without gen uinely serious consequence s for these sectorsin the USA.

® United States Trade Representative (USTR), 2 003 From Website http://www.ustr .gov. Text of USA -Chile FTA,
General Notes, Tar iff Schedules of the United S tates,



Consider the situation in the dairy sector. Following Australia’s FTA with New Zeal and,
the Australian dairy industry successfully undertook a series of structural adjustments, the
outcome of which has been the focusing of producers and processors on responding solely to
market demands. Intheglob al context, itisa“fair trader”. Inaddition, theindustry, while
efficient, is small compared to other world producers and itslikely focus in the U.S. market
would be on shipping increased quantities of value added dairy products (mainly cheese) not the
bulk dairy commodities (milk powder and bu tter) increased imports of which would burden the
operation of the American support program for dairy. Seen in contex t, the ability of the United
States to accommodate Australiain dairy seemsclear: A ustralian dairy exportsto the USA in
2001 amounted to just US$ 84.3 million and afour -fold increase in that trade (an amount
Australiamight reasonably be expected to achieve over the medium -term if trade were
liberalized) would put total imports from Australiaat just 1.4 percent of the value of American

farmgate milk production in 2001.

Sugar is another matter. U.S. sugar policy has fostered price levels so h igh that other
industrieslike corn sweeteners depend upon continued high sugar pricesfor their own continued
profitability. Actualy, itisnot at al | clear that Australian sugar producers wou ld benefit from
enhanced access to the American market — particularly if the United States also lib eralizes trade
insugar inthe FTAA or USA-Mercosur contexts. T he Australian sugar industry isin areal mess
according to arecent report by the CIE (CI E Sugar, 2003). While Queensland was once the
competi tive leader in world sugar markets, according to the CIE report, Brazil is now achieving

cane growing costs 30 to 40 percent below Australia’s. While Australian sugar exports could

19$24.7 billion in 2001, using the U.S. Department of Agriculture definition of “cash receipts from marketings of
milk”



benefit from enlarged qu otas at high USA pricesin the short term (while quotas restricted
competitors accessto the American market), the Australian sugar industry would proba bly not
gain much from USA liberalization of the market over thelongterm) unlessit takes drastic steps

to enhance its productivity.

Australian accessto the U.S. market for fast ferriesis also problematic, both because of
the general political difficulty in dealing with maritime ques tions and (significantly) because of
the peculiar way in which the “Jones Act” restrictions are sheltered in the WTO.™ That said, the
Jones Act might not be as serious abarrier as one would think. Australian firms have reportedly
negotiated special joint venture construction an d leasing arrangements that get around the J ones
Act to some extent. In addition, the Jo nes Act only appliesto cabotage trade so Australian f ast
ferries can till be sold to Americans for use in transport between U.S. and non -American

destinations.

In the same vein, Australiawill certainly resist anticipated U.S. demands for radical
changesin single d esk export operations, restrictions in audiovisual servicesand the
pharmaceutical benefits scheme. But aswith the anticipated situationin U.S. agriculture,
Canberra' s resistance to radical change does not mean that it would none theless be possible to
meaningfully address spec ific problem areas rai sed by the USA. Canberra might even want to
use the FT A negotiation as an excuse to change in areas like single desk (which has been
criticized inside Australia as anti -competitive and which was singled ou t as a problem for the

sugar industry in the CIE report ref erred to above).

™ See paragraph 3 of General Agreement on Tariffs and Trade 199 4.
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Notwithstanding the obviously warm bilateral relations of the post-lraqg war period, it
seems clear that neither the United States nor Australia coul d be expected to be satisfied with a
“trophy” agreement without a credible free trade outcome. This might not be an agreement to
completely freetrade overnight ™4, but both governments share the core objec tive of making the

coverage of thisFTA as comprehensive as possible.

Potential Trade and Investment Effects of an FTA =

For the United States, an Australia — USA FTA clearly does not have an economic
significance in the same league as (NAFTA) or the current FTAA exercise in the Western
Hemisphere. Theimpact of an agreement will be proportionately much more important for
Australia. Considerably lessthan two percent of total American exports are destined for
Australia, compared to rou ghly 11 percent of total Australian exports destined for the United
States. Still, the numbers are large enough to make the negotiation interesting for both sides.
Two-way merchandise trade exceeded US$ 20.8 billion in 2002 (Austraiarecorded adeficitin
goods trade of US$ 7 billion for the year). ** It isvery hard to come by up-to-date data on
services trade that has su fficient detail to be significant for this exercise. Against this
background, in 1999/00, bilateral services trade reached nearly US$ 6.6 billion, with annual
growth in Australia’ s services exports to Americarising much faster than imports of services
from the USA.™ Clearly, thereis already a certain amount of economic integration of the two

markets. Salesof servicesin Australiaby magjority U.S.-owned affiliates totalled US$15 .1

2 In part due to their federal nature, neither the American nor the Australian internal markets could be said to be
completely free of barriers to trade. Whether we are concerned with insurance regulation, product standards,

labeling requir ements or professional qualific ations, substantial barriers prevail inside of both countries.

B3 In this paper, certain statistics emanate f rom U.S. sources and others from Australian sources. For cons istency, all
values are shownin US$. The exchange rate used isthat for late April, 2003 reported as A$ 1.66 = US $ 1.00.
 Australian Bureau of Statistics Report 5422 (December Quarter, 200 2)

> Department of Foreign Aff airs and Trade (D FAT).
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billion in 2000, while sales of servicesin the United States by majority Australian-owned firms
totalled US$8.7 hillion. Total sales (goods, services and investmen t income) of U.S. affiliatesin
Australiaamounted to US$ 56 .6 billion in 2000, with Australian affiliatesin the U.S. recording
total sales of US$31.9 billion. *® The United Statesisthe largest recipient of Australian
investment at US$ 70.4 billion and Australia’ s largest source of investment at

US$ 141.5 billion (DFAT 2003, 89)

Discussion in Australia of the possible economic effects of an FTA with the United Stat es
centres on three studies, two of which produced reportsin mid -2001 and were undertaken at the
request of DFATY and athird study that surfaced in February 2003 and which was prepared for
the Australian Rural Industries Research and Develo pment Corporation.’® For ease of
discussion, | will refer to these reports as the CIE study/report, the M onash study/report and the
ACIL study/report. In addition to the reports themselves, the CIE in March 2003 issued a

reaction to the ACIL report.”

The original CIE study isthe source for most of the positive economic claims made for
an FTA by DFAT, AUSTA and other propo nents of an agreement wi th the United States. In
their modelling of possible ou tcomes, CIE researchers made use o f both the APG-Cubed model
and the GTAP model. The CIE explains that both models were used in order to exploit the

advantages of each, with the APG -Cubed model provi ding greater information on financial

1% U.S. Department of Commer ce, Survey of Current Business, December 200 2.

17« Economic Impacts of an Australia — United States Free Trade Area”, Centre for International Economics, June
2001 and An Australia— USA Free Trade Agreement: Issues and Implications’, Australia n APEC Study Centre,
Monash University, August 200 1.

18« A Bridgetoo Far? An Australian Agricultural Persp ective on the Australia/United States Free Trade Area ldea’,
ACIL Consulting, Februa ry 2003.

9« Australia — United States Free Trade Agreement: Comments on the ACIL Report, Centre for International
Economics, March 200 3.
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flows, the timing of effects and the macro econ omy and the GTAP model providing greater
sector® and country detail. The CIE, inits study, assumed complete removal of all identified
barriersto trade between the United States and Australia. Calculations were also done o n the
basis of afifty percent removal of barriersand a25 percent removal of barriers, with the models
yielding roughly proportional resultsin econ omic benefit to the participants. 1n all of the
scenarios studied by the CIE, both the United States and Australiagained through the negotiation
and implementation of an FTA. The CIE al so concluded that the FTA would create more trade
than it would divert and that there would be a positive economic impac t on third countries

(particularly for New Zealand).

Some of the figuresregularly quoted by the Co mmonwealth Government and attributed
to the CIE study are:
net economic welfare gains over 20 years of about US$ 20.1 billion, shared evenly

between the tw o countries;

a4 percent (about US$ 2 billion) increase in Australian GDP by 2010, with acumulative

benefit over 20 years of about US$ 15.5 billion;

a 0.8 percent overall rise in Australian exports by 2006 (with a poten tial 350%+ increase

in dairy exports)?; and,

% Appendix 2 provides partial summary tables drawn from the CIE GTAP modelling where Australian and
American export sector sregistered gains of more than 5 percent.

2 |nits discussion of the sectoral changes found in the modelling, the CIE is careful topoi  nt out that certain very
large percentage gains (for example, dairy and sugar for Australia) are off of very low bases.

13



enhanced investment flows into key A ustralian economic sectors, such as mining and

agriculture. (DFAT, 2003, 91)

Central to alarge proportion of the econo mic gainsfound inthe CIE report are researchers
assumptions with respect to the imp act of servicestrade liberalisation. With such alarge
percentage of the two countries' economies no w accounted for by services, it seems reasonable
to assume that the removal of bar riersto trade in services through the FTA would produ ce cost
reductions contributing to economic welfare. Inits study, the CIE notes the many difficulties
associated with quantifying the impact of services liberalization. Researchinthe areato dateis
fairly slim and the CIE relied primarily on estimates of the costs of trade barriers produced by
staff membersin various stud ies done at the Australian Productivity Commission. For example,
these studies estimated the cost (in terms of price impact) of barriersin the Australian banking
sector at 9.3 percent, and at 0.57 p ercent in the Australian retailing and wholesale secto r.
Estimates of the price impact on professional engineering servicesin the USA were 3.6 percent
and 2.26 percent for the American retail and wholesale se ctor. Overall, the CIE researchers
appear to have applied a conservative approach, for example, by limiting Australi & simpact on
the U.S. services market to one -twentieth of what could be th e potential effect of Australia’'s
entry (because Australia’s GDP is only about 1/20™ of the US GDP). Globally, (for the FTA)
CIE seemsto have been con servative as well, estimating the cost reduction to the ec onomy asa

result of assumed full liberalization of servicestrade at only 0.35 percent (CIE, 2001, 58 -68)..

ACIL takes adifferent approach and ANU’s Professor Garnaut argues that the “ uplift” in

services productivity (the 0.35%) found by the CIE should be discounted because it arises out of

14



an unrealistic assumptio n that all barriersto services trade would be removed by an FTA . How
servicestradeis treated is therefore very important, but nobody who has looked at the potenti al
FTA so far seemsto have afirm grip on what would realistically happen to trade patterns and
efficiency gainsin particular services sectors. Thisimportant gap in the researchisaproblem

for the analysis of the Australia-USA FTA..

As noted earlier, the CIE modelling was done on the basis of the total removal of al
identified trade barriers. Under these assump tions, it is not surprising that the sectors sho wn by
CIE as deriving the greatest ben efits from the FTA aredairy and sugar. Other sectorsforecast as
likely to benefit from reasonably large increases in expo rts to the United Statesinc lude ferrous
metal products and mo tor vehicles and parts. For the United Stat es, CIE sees the biggest
potential gainsin exports of motor vehicles and parts and metal produ cts, with smaller gainsfor

beverages and wood and paper products (CIE, 2001, Tables 4.5 and 4.6)

The 2001 Monash study takes afar less quantitative approach to examining the possible
benefitsto Australia of an FTA and, in fact, citesliberally fr om the dlightly earlier CIE study’s
findings on quantifiable economic be nefits. The Monash study devote s most of its commentary
to the anticipated q ualitative benefits to the Australian economy over the lon ger term as aresult
of itsintegration with the much larger A merican economy. For example, the study expects that
an FTA would foster greater competitiveness in the Australian economy through itsinfluence on
busi ness adaptation to new infor mation and communication techno logies, business culture and

encouragement of best practicesin key aspects of economic activity.

% Garnaut notesin his paper that, at the very least, i tis hardly likely that Canberr awould anytime soon remove
ownership restrictions aff ecting Telstraand major Australian banks.
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The Monash study also predicts important positive inward investment eff ects for
Australiaasaresult of the FTA’s contribution to improved condition sfor investors and
endorsement of Australia’slong-term prospect s as a place for American firmsto do business.
Among the important qu alitative benefits to Austral iaidentified by the Monash study are FTA-
inspired institutional arrangements addressed to resolving problems relating to busine ssvisas,
techni cal standards, recognition of professional qualif ications and oth er regulatory issues
(Monash, 2001,xii) Monash researchersareright, | think, when they say that such issues, while

hardly “sexy” can often be serious impedimentsto the conduct of business across frontiers.

Coincidentally, the 2003 ACIL study began making the roundsjust asthose who criticize
the FTA on its projected n egative impact on Australia sregional and security intensified their
public attacks. The ACIL report criticizesthe “robustness’ of the CIE study, finds alikely
negative impact of an FT A on Australian farmers and even po stulates that complete bilateral free
trade by 2010 woul d be “slightly detrimental” to the Australian economy. The ACIL analy sis
completely discounts CIE’ s services sector benefits analysis and assumes that the con clusion of
an FTA with the USA “could un dermine Australia s participation inthe WTO and itsmultilateral
negotiations’ and “have a deleterious e ffect on the prospects for advancing other forms of trade
liberalisation” (ACIL, 2003, vi) ACIL statesthat its GTAP -type modelling was “arguably more

standard” than that employed in 2001 by the CIE.(ACIL, 2003, 39)

The ACIL report and its criticism of the CIE’s approach hasd rawn arapid and strongly

argued reaction from the CIE, which calls ACIL’ sanalysis flawed and points out that ACIL’s

16



conclusions contradict itsown analysis. Apart from taking issue with ACIL’ s misrepresentations
of the CIE’ s earlier work and discus sing the errorsin ACIL’ streatment of trade diversion effects,
the CIE criticizes ACIL for itsusein the modelling of parameters for the elasticity of Australian
export demand that are unresponsive to changesin sales. The CIE points out that the
“Armington elasticities’ (the de gree of substitutability between locally sourced and impo rted
products) used by ACIL initsmodelling were too low and should have bee n doubled (as wasthe
case for the CIE study and asis recommended by GTAP model developers). The CIE argues
that if ACIL had “corrected” the elasticities used, its analysis of the FTA’s economic impact

would have approximated the findings of the CIE study.( CIE Comments, 200 3, 5)

In the context of thisFTA, | think ACIL might be faulted for its presumption that free
trade with the United Stateswou Id lead to no productivity increasesin Australia’ s services sector
(ACIL suggests such increases are amatter of opinion). ACI L also seemsto start with astrong
biasinitsreport. In astatement that seemsto reveal much abou t ACIL’s going-in mindset, the
report categorically concludesthat

“...bilateral free trade cannot on first principles be given acle an bill of health. The

merits of abilateral deal are dif ficult to estimate with c onfidence, but they will always

hurt some trading partners and ben efit others...” (ACIL, 2003, 48)

The ACIL study islikely to be relied upon by those who are naturally critical of the FT A
for other reasons and who seek to bolster their claims with studies of economic effects that
support their own position, however, it isunlikely t o displ ace the CIE study as the more

generally accepted basis on which to judge the probable economic effects of abilateral FTA.
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There is some argument with the going-in assumptions given to the CIE (in particular, whether
these are redlistic), but overall the CIE’s study appears well -reasoned and documented and the

CIE criticism of the ACI L method ology seemsjustifiable..

The first U.S.-based study of the potential trade and investment effects of a bilateral
Australia-USA free trade agreement see msto be John Gilbert’s CGE simulation of US Bilateral
Free Trade Agreements prep ared for thisI1E conference®. The United States|nternational Trade
Commission (USITC) also has a study underway of the potential impact of the FTA on United
States interests, but the USI TC report is due to be a co nfidential document available only to

American negotiators.

Gilbert’ s study does not include an analysis of the impact of tradein services
liberalisation and it is addressed only to liberalisation th rough removal of tariffs affecting trade
ingoods. Evenonthisbasis, Gilbert finds small welfare gains for both the United States (0.01%
of GDP) and Australia (0.02% of GDP) which he ascribesto an expected improvement in both

countries terms of trade vis non-Members.?

Implications of an FTA for Trade (and Other) Relations with Third Countries

There arereally three issues worth di scussing in this section of the paper: (1) would the
negotiation of an FTA undermine the prosp ects for asuccessful WTO “Doha Round”?; (2)

should we expect the proposed FTA to produce imp ortant trade diversion ef fects?; and, (3) what

% CGE Simulation of US Bilateral Free Trade Agreements, John Gilbert, Dep artment of Economics, Utah State
University.
# |dem, page 9.
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could be theimpact of the FTA on Australian (and to alesser extent USA) political, security and

trade interests with East Asian countries?

Relations with Third Countries:

In Australia, by far the greatest heat has been generated by the d ebate on the third of the
issuesraised above. Early architects of Australian policy in respect of East Asia have argued
that the negotiation of a FTA between Australia and the United Stateswould b e adisaster on a
number of fronts. Probably the most vocal spo kesman for this viewpoint i s Professor Ross
Garnaut, who has stated categorically t hat he is opposed to the free trade agreement with the
United States “amongst other things, becauseit is not free tr ade, and because it would be
antithetic to continued progress towards free trade”.” Most recently, Garnaut’s criticism of the
FTA hasfocused on what he believes will be the very damaging effects on trade of the American
approach to rulesof originin preferential trading arrangements. As noted ab ove, Professor
Garnaut a'so doubts that there would be real be nefit to Australiafrom an FTA not because he
disagreeswith the CIE’ s economic analysis but because he ¢ hallengesthe DFAT assumptions on

which the CIE was obliged to base its analysis.

Although heiscritical of the FTA on anum ber of counts, Professor Garnaut’s main
concern seems to stem from the belief that governmentsin Australia’ s al-important East Asian
markets will react to a bi lateral agreement with the United States by reappraising their historic

resistance to preferential trading arrangements. Having argued succ essfully in favour of

%« Australian Security and Free Trade with America’, paper presented by Professor Garnaut at the Austraian
Business Economists meeting on US and Australian Free Trade Agreement: National Intere st or Vested Interest,
Sydney, 27 February 2003 .
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multilateralism in trade relations and against regionalism, Australiahas so f ar been able to avoid
asituation where these East Asian markets seeit asin thei r interest to create their own
preferential arrangement that could exclude Australia. Professor Garnaut acknowledges that
Chinaand the ASEAN countries announced in 2002 that they would seek to enter afree trade
agreement, but argues that negotiation of such an agreement
“will not be a straightforward matter. The presenc e of trade diversion in an
Australia-United States free trade agreement against East Asian countries would generate

reactions that increase the probability of it happening”.?

Professor Garnaut believes the FT A would likely create significant trade diversion, that
preference margins post -FTA would disadvantage East Asian exporters and that the global
significance of the Australia USA agreement would (probably) be enou gh to move East Asiato

create its own regional framework at the expense of Australia..

In fairness, Professor Garnaut opposesthe FTA on other cou nts as well, including on the
theory that it would actually worsen relationships with the United States. First, as noted earlier,
he takes issue with th e assumptions underlying the economic analysis of the CIE and expresses
doubt there would be real ben efit to Australiafrom the deal. Second, he is among those who
believe that the negotiation of an FTA will distract Canberra and Washington from the impor tant
WTO work in Geneva and decrease the prospects for asuccessful Doha Round. Third, he sees

this as adangeroustime to risk souring the bilateral U.S.-Australia alliance by placing

% Garnaut “Australian Security and Free Trade with America’, page 16
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contentious trade issues on the table. Professor Garnaut’ s views are echoed by other

commentators at the ANU.

Not surprisingly, Garnaut is on amore or less permanent ¢ ollision course with Alan
Oxley, aprincipal author of the Monash Stud y, head of the AUSTA business group supporting
an FTA, and Australia’ s former Ambassador to the GATT in Geneva. Oxley’ s Monash Study
accepts and endorses the CIE findingsin respect of trade diver sion from an FTA? and stakes out
aposition (already in 2001) in oppo sition to Garnaut’ s view on the East Asian dy namic:
“1f the suggestion isthat Australia needsto consider any proposal for strengthening its
relationship with the United States, such as negotiating an FTA, in thelight of its
possible impact on relations with countriesin East Asia, that is an altogether diff erent
proposition. Other countriesin the region do n ot feel so constrained (Singaporeis
negotiating an FTA with the United States and South Koreais studying theidea.) And
given that the strengthen ing of the relationship with the USisimpo rtant to Australia’ s
economic and political interests, to suggest that actions to strengthen ties shou Id not be
pursued for their own merit must surely beto subsume Australia’ s national interest to that

of another country’s.” (Monash, 2001, 90)

Initsrecent submission to the Australian Senate, the AUSTA business group (headed by
Alan Oxley) continues this line of reasoning. The group states that “there is no evidenc e China

considers an Australian/US Free Trade Agreement will chill Australian -China economic

' The CIE found there would be some trade diversion bu t that it would be outweighed by global trade creati on due
tothe FTA.
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relations”.®. Not everyone gets the sameimpression, however. A March 26 article appearingin
The Australian newspaper cited “apparent co ncernsin Chinathat the free trade agreement being
negotiated between Australia and the USisasignal that Canberrais placing lessemphasi son its
Asian trading partners’ ( The Australian, March 26, 2003, 12). These " apparent concerns’ were
reportedly recounted by Labour’s shadow minister for trade, Craig Emerson, after hisreturn
from arecent visit to China. Mr. Emerson and hi s staff declined to elaborate when | contacted

his office for comment.

What about the impact of the Australia — USA FTA on APEC? It seems doubtful there
would be much impact either positively or negatively as APEC seemsto have lost Australian
policy-makers attention as aforum for trade liberalization. Most APEC trade-related discussion
these days seems related either to backstop ping work inthe WTO (i.e., APEC TEL workshops
on WTO telecommunications services negotiations) or arefocused on regional issueslike how to

deal with the need for enhanced sec urity requirements for containers, etc.

Trade Diversion:

The CIE study found a number of cases where an FTA between the United States and
Austraia could be expected to produce trade diversion, but also conclu ded that trade creation for
Australia, the United States and the world as awhole would out weigh the trade diversion. For
example, CIE found increased American automotive exportsto Australiadisplacing a
considerable value of auto exports from Japan and Eur ope and increased Australian sugar and
dairy exportsto the USA displacing Latin American and European produ ct. But the modelling

also showsthe FTA leading to considerable increasesin the seregions exports of other goods to

2 AUSTA submission to the Australian Senate, March, 200 3.
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the United States. In terms of net trade creation, the CIE estimated an increase in net importsto
Australiaof US$675 million and an increasein net USA imports of US$ 1.1 billion. (CIE, 2001,

42-44)

It should be pointed out that Professor Garnaut does not accept the CIE conclusionsin
respect of trade creation and trade diversion. He argues that “it would be possib le for the total
value of world trade to expand even if there were substantial trade diversi on and no trade

creation at all”. %

In marked contrast to the CIE Study , the ACIL study asserts that one reason the prop osed
FTA would negatively impact on Australiais “the predominance of trade diversion, especially
from Asia, that such an agreement would create” (ACIL, 2003, 37) Asthe CIE pointsoutin its
reaction to the ACIL report, no economic modelling results are offered by ACIL to explain this
statement. Infact, the only basisfor ACIL to hold such aposition seemsto be its acceptance of
the likelihood of trade diversion as articulated separately by Professor Garnaut.(ACIL, 2003, 35)
The CIE reactionto ACIL’s position on trade diversion makesfor good reading in a step-by-step
tutorial on why ACIL’sfocus on potential effectsin Australian export markets is misplaced.(CIE

Comments, 2003, 10-11)

In general, | have found little reason to criticize the CIE study, however, the modelling
resultsin respect of trade diversion produ ce some results that seem either counter -intuitive or at
oddswith other CIE studies. For example, Australia isforecast to greatly expand sugar exports

to the USA largely at the expense of Latin American sugar exporters, yet in itsown separate

® Garnaut “ Australian Security and Free Trade with America’, page 9.
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study of the sugar sector in Austral ia, the CIE notes the hu ge cost advantage now en joyed by
Brazil (also negotiating with the USA onan FTA). Similarly, itishard to believethat USA
exportsto Australia of automotive vehicles and parts would actually rise by over US$ 500

million at the expense o f Japanese and European manufacturers.

WTO Negotiations and Impact on the Doha Round:

Free Trade Agreements are not pop ular among certain “multilateralists’ in the trade
community. The Director -General of the WTO, Supachai Panitchpakdi and many academics
have pointed out that the worrying tendency to negotiate FTAS has accelerated importantly i n
recent years and Dr. Supachai has been critical of FTAs as undercutting the Doh a Round in
public remarks he has made since taking office. A frequently-voiced criticism isthat FTA
negotiations distract trade officials from the more important job at hand — the negotiation of
multilateral trade liberalisation. Thisview enjoys con siderable sup port in some Australian

circles.

ACIL’ sreport strongly supports the mu ltilateral negotiations underway in Genevain the
context of the WTO Doha Round. (Who in thisdebate do esnot?) ACIL’smodelling, not
surprisingly, finds full multilateral trade liberalization creating significantly greater economic
benefitsfor Australiathan abilateral FTA or unilateral Australian liberalization. ACIL goeson
from hereto strongly criticize the planned FTA on groundsthat it would be a distraction of
officials’ time and government interest. Worse still (and thisisreally curious), ACIL suggests
that “The US, for exampl e, might feel it had done en ough if it had moved somewhat to mee t

Australia’ s demands in the FTA context and might be lessinterested in meeting those demands
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inthe WT O context.” (ACIL, 2003, vii) ACIL also seesthe FTA as potentialy undermining the
credibility of Australia’ s position on agricultureinthe WTO if it agreed to pursue an FT A with

the United States that excluded agriculture.

These are not credible con cernsin my opinion and in fact, fly in the face of recent
Australian Government policy statements. DFAT’sr ecent White Paper makes explicit that
agriculture hasto be dealt with in the FT A with the USA. That same doc ument makes clear that
the Commonwealth sees the WTO Round as its best hope for mgor trade gains and that
liberalization of agricultural marketsis apriority for the country in the multilater al negotiation.

(DFAT, 2003,53)

In everything they have said publicly on th e subj ect, the Government of Australia, like
the United States Government, clearly sees the negotiation of an FTA asa complement to the
multilateral negotiations of the WTO. Bot h Washington and Canb erra have used the term
“competitive liberalisation” to explain how the d emonstration effect of an FTA could help
achieve objectivesinthe WTO. On this point, | cannot help but note that on e of the largest
FTAs, NAFTA, was concluded at acritical stage of the Uruguay Round ne gotiations and many
commentators have credited the NAFTA negotiat ion with helping to p ush the Uruguay Round

toward a successful conclusion.

Conclusions

This negotiation hasonly just started. 1t’sgoing to be an interesting exercise, particularly

in the light of the political -level decision to accelerate the timetable for conclusion of the talks.
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Chief negotiators Ralph Ives and Stephen Deady and their teams have their work cut out for
them. Notwithstanding th e extremely friendly atmosphere that ch aracterized the start of
negotiationsin Canberrain March, there are certain to be more difficult negotiationsin the

months to come.

Coststo Australia’' s Regional Relationships :

\ IsAustralialikely to do irrepar able harm to itsimportant political and economic relations
with East Asiaif it concludesan FTA with the United States? Th at seems very doubtful. For
starters, there are probably only avery limited number of goods and services where U.S. and
East Asian exporters are likely to be competing head-to-head in the Australian market, so the
introduction by Australia of preferences favouring U.S. suppliersisu nlikely to divert importers
away from Asian and toward American supplie rs. The CIE study identified autos as an area
where Japan could lose ou t to the Americansin apost-FTA world, but my observation is that
there are many incentives for Japanese fir msto both produce in, and export to, the Australian
market. At the sametime, thein centiveto Ford, and GM to ship large numbers of U.S.-produced
right hand drive vehicles to Australiais not that clear, given their important existing i nvestments
in Australian manufacturing operations which have no w been integrated into their global
production plans. The new Pontiac GTO isare-branded Holden Monaro, produced in Australia

for world-wide markets.

Another reason to doubt the potential East Asian backlash predicted by someisthe East

Asian history of choosing deals with clear economic bene fits when faced with achoice of

concluding either apolitically or economically-motivated trade deal. Chinarecently faced such a
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choicein concluding along -term gas supply contract. A political choice favouring regionalism
would have given the prize to Indonesia, but Chinachose Australia asits partner because the

economics outweighed the politics.

Finally, the negotiation of an FTA with the Unite d Statesisno more asign of Australia
disengaging from East Asia than it isof Australia abandoning multilateralism for bilateralism.
Australia has negotiated an FT A with Singapore and isin the proce ss of cutting a deal with
Thailand. A bilateral dialogue with Japan on closer econo mic relations has been un derway for
some time and Canberraand Beijing arein the early stages of asimilar discussion.

| just don't see the big risk.

Coststo the Multilateral Trade Negotiations:

What about the impact of the FTA negotiationsonthe WTO process? Well, where are
the Doha Round negotiations at this point in time? Anyon e reasonably familiar with the Geneva
negotiations and th eir prospects and wou ld say that thereis currently no risk that the FTA
negotiations are going to get in the way of progr essin Geneva. The Geneva negotiations have
slowed on their own merits. Quite predictably, the talks are stalled, awaiting one of those
periodic political crisesinthe GATT/WTO that inspire every one with the need to compromise
and move on. Through periodic surveys of experts, the | nstitute for International Business,
Economics and Law has been collecting somefairly reliable information on attitudesto the WT O

talksin Genevaand in key capitals. W hat the polls have shown isthat (a) every one continuesto
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support the WTO talks as the biggest game in town, (b) amost nobody thin ks the Doha Round
will finish on schedule and (c) most trained ob servers of the WTO are relaxed by this scenario
becauseitis“normal” for amultilateral trade negotiation. Inthe words of agood friend, “we' ve
all seen thismovie before”. The professio nals understand that, like the war in | rag, the Doha

Round will take aslong asiit takes.

The Round will finish eventually and it will finish successfully because finishing
successfully isimportant to all of the WTO’s Members. Thereisno su bstitute for the global
system and it will take along time before the trend toward regional trade agreements takes (most
of) us away from the belief in the primacy of the multilateral system. If for no other reason, only
the WTO talks can credibly address the need t o reform global trade in agriculture. Thisis
important for the USA, Australiaand the Cairns Group. It isalso, and perhaps more
significantly, an objective that represents the only hope for many Least Developed Countriesto

trade their way out of pover ty.

WTO Director-General Supachai Panitchpakdi and his Deputies will make speeches
about the threat to the WTO posed by regionalism while USTR Zoellick and Trade Minister
Vaile speak of their “competitive liberalisation” effortsin the FTAsthey are nego tiating.
Conventiona wisdom in Genevaties progressin the GATT/WTO multilatera | sphereto
successive EC enlargements. It seemsto me that it’sjust as easy to accept that the “ competitive
liberalization” of non-EC preferential agreements could also contribute positively to the

multilateral negotiating dynamic.
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Economic Benefits of a Free Trade Agreement :

This paper haslooked briefly at the studies done in Australia concerned with potential
economic benefits of an FTA and | think there are clearly mor e reasons to side with the CIE
analysisthan the ACIL report. DFAT might have given the CIE some unrealistic assumptions to
work from but those assumptions are not impossible. For its part, ACIL clearly started with a
big chip on the shoulder against any FTA and that probably poisoned the outcome. Gilbert's
study might not see big gainsfor either side (although he d oes not treat services which figured so
importantly in the CIE study) but it also does not find the FTA impacting negatively on either

country.

Leaving aside the studies, it is clear that the mgjority of the business co mmunity in both
countriesis strongly supportive of an FTA. Companies know there are gainsto be madein
enhanced movement of personnel, eliminati on of duplicate product testing, labelling and a more
secure environment for investment and movement of capital. Also FTAsarevaluablefor their
implementation through ong oing institutional mechanisms that can be important tools for
resolution of business problems or discussion of additional trade liberalisation. Thereisalso a
good chance that difficult probl ems and barrierswill be significantly modified if not eliminated.
On the economic side, there really do not appear to be any important down -sides to this
agreement, given that the two cou ntries are already relatively open to each other in most key

sectors.

Australia asked for this negotiation. Infact, A ustralia started asking for this negot iation

guite some time back. Ambassador Zoellick has long belie ved that it isin the interests of both

29



countriesto conclude an FTA. Therecent war in Iraq complicated pub lic debate on the issue, at
least in Australia. Some commentators openly expressed the view that Australia would be given
economic benefits through the FTA asadividend of the country’s participation in the c oalition.
| have sought to dissuade people from perpetuating this point of view. | have made the point that
even if the Administration wanted to reward Australiain this way, that won’'t carry much water
with those facing aloss of protection in their market and a consequen t reduction in profitability.
Sensitive political issueswill come up o n Capitol Hill and Members of Congress are only going
to support an FTA if they believeit'sagood d eal for the United States. Of course, Canberrais

also committed to the negotiation of a good deal.

There are plenty of indications that the Australian — USA FTA can be a succes sfully-
negotiated, econo mically meaningful agreement of benefit to both countries. The two
governments are committed to pursuing a“large” agreement in arelatively short time fr ame.
Reliable economic studies support the prospect of mutual gains. And in both countries, the
mainstream business co mmunity appears strongly supportive of the FTA and eager to get on with
an integration process. In Australia, early scepticism over the benefits of aFTA seemsto be
changing in favour of broader suppo rt. Reportedly, fifty-six percent of respondentsto arecent

poll now say they would sup port an FTA, against only 22 percent opposed to adeal. ®

Of course, that’ s not all thereisto the story. | nthiscase, there will be considerable
opposition to a“full-scope” FTA from vested interests in both countries and some will continue

to argue against an FTA on more political grounds. All of thiswill keep it interesting for the

% UMR Research poll carried out (March 28 -30, 2003) for politica lobbyists Hawker Briton and reported in the
Australian Financial Review on 8 April 2003b”V allewantsfood aid in FTA terms”.

30



negotiators and the n ewspapers. Asof the date of this paper’ s drafting, the question isnot

whether agood deal can be done, but rather whether it can be done by the end of 2003.
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APPENDIX 1

Australia— New Zealand Closer Economic Relations (CER) *
And Issues Relative to New Zealand in an FTA with the USA

At the outset of this paper, | noted that | believed the chances for aNew Zealand — USA
FTA wererelatively remote and therefore planned to concentrate on a strictly bilateral Australia-
USA FTA (whichwasin any event the topic assigned for this |1 E conference). That said, there

are someissuesworth reviewing, if only briefly.

CER entered into force in 1983 and has been hugely successful in integrating the
economies of Australiaand New Zealand. Through three general reviews of CER’s operation, it
was progressively widened and deepened. Apart from the elimination of tariffs and quantitative
restrictions on trade in goods and extensive liberalisation of trade in services, CER replaced the
use of antidumping action with competition p olicy instruments and has moved far into
“domestic” policy measuresin other areasaswell. CER embodies agreements on in dustry
assistance, technical barriersto trade and harmonisation o f regulatory barriersto trade, such as
the setting of food saf ety standards. CER has by all accounts been a huge succ essthat has linked

the two partners so closely that it is not unusual in 2003 to read seri oustalk of monetary union.

The extent to which New Zealand exporters might benefit directly (through CER) from

anAustralian — USA Free Trade Areais hard to assess in the absence of knowing what rules of

3! Background information on the CER is summarized fr om Closer Economic Relations: Background Gu ide to the
Australia-New Zealand Econo mic Relationship, Australian Depar tment of Foreign Affairs and Trade, Feb ruary
1997.
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originwould apply inthe new FTA. CER originrules specify that in order for merchandise trade
to qualify for free movement, the last proc ess of manufacturing and at least fif ty percent of the
value of the product should be in expenditure associated with materials, labour and factory
overheads or inner containers originating in the area. In the case of the USA FTA with
Singapore, origin rules go on for pages and appear complex. However, the United States seems
to have settled basically on an approach which requires either that the good be “wholly obtained
or produced entirely in theterritory” of Singapore or undergoes suc h additional processing in
Singapore as to bring about a“changein tariff classification” of the product in question.® On
the face of it, the application by the USA to Australiaof Singapore FTA origin rules could
complicate the o peration of CER given theintegration of the Tra ns-Tasman economies. It would
seen that about the only New Zealand origin goods that wou |d makeit to the USA under the FTA
would be those further processed enough in Australiato undergo achange in tariff classification.
Many products would likely fail the 90 percent plus content test of the Singapore-USA deal.
Whether Australian industries and the negotiators in Canberrawould be happy with such a
scenario is not known, but it islikely to be an interesting and complicated aspect of the

negotiations, given the CER context.

In the main paper precedin g this Appendix, it was briefly noted that the CIE study had
found indirect benefitsto New Zealand of an FTA between Australiaand the United States. This
is partly because as the Australian economy expands as aresult of the positive impact of the
FTA, New Zealand benefits from increased demand in the Australian market. To the extent that

the Australia-USA FTA liberalised dairy trade, New Zealand would gain thereaswell , mainly

# United States Trade Representative (USTR) From Website http://www.ust r.gov. Draft U.S. -Singapore Free Trade
Agreement Text, Chapter 3. To be considered wholly obtained or produced entirely in Singapore, lessthan ten
percent of the adjusted value of the good must be from non -Singapore sources.
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because it would pick up dairy salesin Japan and elsewhere as Australian dairy exporters
diverted some portion of exportsto amore profitable American market (Cl E,2001,26).. It should
be noted that John Gilbert’s study finds awelf are lossfor New Zealand in the case o f aUSA-

AustraliaFTA dueto adeterioration in New Zealand' s terms of trade. =

Notwithstanding th e letter from Senator Grassley and his colleagues, it isunlikely that the
United States will soon enter into free trade agreement nego tiations with New Zealand or that
Washington would nego tiate a CER-wide FTA with both Canberra and Wellington
simultaneously. | am assuming that New Zealand’ s contin ued policy with respect to nuclear ship
visits and the Clark government’ s statements made during the war in Iraq will sta nd in the way
of the American Administration’swillingness to pu t trade relations with New Zealand on the
same footing as tho se with Australia. This may be good newsfor Australia, not only because its
exporterswill not have to co mpete directly in the U.S. mar ket with New Zealanders, but also
because it could be more difficult for the United Statesto liberalize certain agricultural
restrictionsif it had to contend with imports from both countriesaswell. New Zealand is not an
issue for sugar but New Zealand is an important exporter of both be ef and dairy products. Over
thelonger term, an inevitably sequenced approach might actually work to New Zealand’ s benefit
if, through a good ex perience with increased imports from Australia, American agriculture

comesto believeit could also live with more beef and cheese from New Zealand.

% CGE Simulation of US Bilateral Free Trade Agreements, John Gilbert for I1E Conference.
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APPENDIX 2

Partial Summary of Australian and United States Sectoral Cha nges™
(Export Gains of Morethan 5 Percent)

AUSTRALIAN SECTORAL CHANGES

Sector Price of Aus Total
Aus Exports Export
Exportsto ToUSA Volume
USA Percent Percent
Percent
Other Crops -0.65 5.36 -0.26
Meat Products -1.95 7.77 1.69
Other Food Products -1.50 6.60 0.60
Dairy -18.53 354.30 6.21
Sugar -38.11 2550.81 14.84
Beverages and Tobacco -1.47 9.24 1.94
Textiles, Clothing & Footwear -7.92 75.48 10.40
Chemicals, Rubber and Plastics -2.13 8.26 2.55
Other mineral and metal products -1.83 10.52 1.04
Ferrous metal products -2.60 15.41 1.96
Motor vehicles and parts -1.92 10.33 3.77
Other transport equipment -1.10 5.69 1.90
Electronic equipment -1.21 6.75 1.15
Other manufacturing -1.16 6.48 1.98

UNITED STATES SECTORAL CHANGES

Sector Price of US USExports | Tota
Exportsto ToAus Export
Aus Percent Volume
Percent Percent
Other food products -2.21 9.21 0.11
Dairy -3.26 38.13 1.94
Sugar -0.87 72.07 16.91
Beverages and Tobacco -4.60 28.42 0.06
Textiles, Clothing and Footwear -10.48 104.50 0.83
Wood and paper products, publishing -4.65 19.48 0.21
Chemicals, rubber and plastics -2.65 8.62 0.08
Other mineral and metal products -4.31 25.14 0.08
Ferrous metal products -4.24 25.24 0.05
Motor vehicles and parts -8.53 46.60 0.78
Other manufacturing -2.93 13.30 0.07

¥ From CIE Study, Tables4.5 and 4.6. Repr oduced with the permission of the Centre f or International Economic
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