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By the time the debate on the Australia-US free-trade agreement developed any vigour in the 
wider community, this was already close to a "done deal".  

For the prospective FTA negotiations with China, the time for open debate is now. The starting 
point is to ask what the relationship between Australia and China might look like in 20 or 30 
years' time and juxtapose this with the question: "How can this be improved by a bilateral 
trade agreement?"  

These are two intrinsically complementary countries (like Australia and Japan after World War 
II), with much to be gained from free trade. This is a relationship which may not need too 
much artificial fostering through preferential and discriminatory rules: the operation of the 
market should get us to the right place.  

It may also be true that in a world where FTAs are common, Australia needs to play the FTA 
game just to stay ahead of the competition.  

In attempting a checklist, we might use the four-fold division suggested in "Golden 
straitjackets can chafe" (Economic Briefing, August 23):  

* First, the "pure" economic issues: here the main debate is about multilateral versus bilateral.  

* Second, traditional tit-for-tat trade negotiations aimed at squeezing as much as possible out 
of the other party, in terms of improved access to their market.  

* Third, traditional trade negotiations focus on access issues, but there is a range of "behind 
the border" issues which will have a large bearing on how much integration is possible.  

* Fourth, there is a wider diplomatic context: the deals may strengthen important political and 
strategic alliances or enhance our standing in the world.  

Economic issues  

Bilateral FTAs are a second-best form of trade liberalisation, justified by their defenders 
because the best Ô=multilateral reform Ô= is stalled and difficult. With this in mind, an FTA 
might adhere to the medical maxim, "first, do no harm". In practice this might mean not to 
offend the principles of multilateralism too much.  

One desirable element should be comprehensive coverage: the agreement should exclude 
few areas of trade (exclusions are, by their nature, the very areas where reduction of barriers 
would have the largest benefit).  

The parties to the FTA might make a commitment to pursue a parallel track of multilateral 
reform, perhaps formulating a list of common interests, to guide and perhaps even co-ordinate 
their multilateral negotiations.  



They might commit to reduce, over time, the wedge between preferential tariffs and their 
normal tariffs. It might also be possible to address the weakness of the proliferation of "hub-
and-spoke" FTAs by developing a template for individual FTAs that might be the basis for 
merging the bilateral arrangements into more region-wide arrangements over time.  

Does the FTA tackle trade distortions in areas that have been hard to address multilaterally? 
In short, is the FTA part of the process of "competitive liberalism"?  

Tit-for-tat talks  

What are the legitimate advantages we might seek to achieve over our trade rivals? This 
should be about better access, not setting up particular advantage for specific industries.  

In particular, we should avoid giving encouragement to industries whose longer-term future in 
a free-trade world would be unpromising.  

One important issue here will be the treatment of the vexed issue of dumping. We want to 
make sure this is not misused. China can legitimately out-compete us in standard 
manufacturing because of its intrinsic low labour cost advantage.  

As a result, we have not yet seen an end to the necessary restructuring of domestic 
manufacturing.  

Whatever the need for transitional industry support, negotiations should not be dictated by 
industry groups who may wish to confound dumping/predatory pricing with an ongoing shift in 
fundamental competitiveness.  

When it comes to improving access, the two countries may not start from comparable 
positions: Australia's border protection is low and there is plenty of opportunity for foreign 
suppliers and investors to enter the market here.  

In this sense we are more open than China, where arbitrary rules, non-transparent practices 
or special informal favouritism may give advantage to local producers. Our negotiators should 
hold a tough brief ("give less, get more") on these issues.  

Behind border rules  

Traditionally, the focus in trade negotiations was on border access, but as these barriers have 
come down, they are less of a constraint on economic integration. For Australia, with half our 
tariffs already at zero and the average of the other half only 5 per cent, integration is now 
more about common rules than about barriers to access.  

Behind the border issues are now more important. Full integration would require a much 
greater uniformity of the complex and ubiquitous domestic rules which govern economic 
relationships, as has occurred in the European Union.  

Such rule convergence is happening, even outside Europe. As globalisation has occurred, it 
has brought with it what Tom Friedman, in The Lexus and the Olive Tree, called the "golden 
straitjacket": the set of rules and practices which have been developed to govern international 
economic relationships.  

Can (and should) FTAs be used as part of the process of developing these rules? We can 
already identify efforts to use FTAs in this way. The US agreements with Chile, Singapore and 



Australia have contained clauses concerning labour, intellectual property rights and capital 
flows.  

There are important constraints on this rule-writing, however. Obviously, the rules should not 
be a disguised form of new barriers, where the requirements to meet the rules undermine 
comparative advantage.  

What would be some of the areas in which behind the border rules might benefit from some 
convergence or even uniformity between Australia and China?  

For many years Australia is likely to have comparative advantage in various skill-based 
services, particularly education, where the English language will remain a powerful advantage. 
We may be able to keep an edge in health and medicine. Intellectual property rights and 
telecommunications protocols might offer areas where developing compatible rules will give 
us competitive opportunities. Finance and capital markets (for example, bond markets, stock 
exchanges and futures markets) provide further potential opportunities.  

Australia has much expertise in mining, and might be able to work with the Chinese in 
developing their mining laws and regulation.  

Think of the advantages to Australia if we had common building standards with China: our 
architects and suppliers could tender for contracts with minimal opportunity for 
misunderstanding, and minimal specification of tender-specific detail.  

One of the primary areas for rule-making might be in investment, particularly Chinese 
investment in the Australian resources sector. Some of the issues here are:  

 Value adding in Australia.  
 Taxation and royalties (the danger of overly-vigorous competition between the 

Australian states).  
 The complexities of doing business with a monopsony buyer.  

The central issue of this rule of convergence is that the rules must be beneficial; it is easy to 
have too many rules, silly rules or unnecessary rules. This is best illustrated by the great 
improvement in governance which is occurring in East European countries as their rules 
converge on Europe's, as a preliminary to joining the European Union.  

It might seem presumptuous to suggest that China may benefit from using the FTA to adopt 
some of Australia's rules, but the past two decades of deregulation and economic reform have 
involved hammering out rules and practices over a wide range of issues (consumer protection, 
corporate law, regulation of monopoly infrastructure industries, government procurement) 
which may have application to China.  

Politics  

Here we are trying to anticipate events that have not yet occurred. For example, if there is a 
significant difference of opinion between China and the US, who will be our "best friend"? 
Then there is the difficult issue of how an open democracy develops a close relationship with 
a society which still retains strong elements of repressive security. Do we stay silent? If we 
don't, what happens to the relationship?  

What will this do for our relationship with Japan and South Korea? All these countries are 
doing FTAs, so they can't have any "in principle" objection. This won't stop them from having 



views on whether it is helpful for our relationship with them. How will the rest of Asia feel about 
it? Will China help us in our regional relationship? How does this fit with our relationship with 
the Association of South-East Asian Nations? We don't want the attraction of China divert us 
from the issues in Asean, closer to home.  

Perhaps the deepest issue is how we see the future in Asia. Is China so overwhelmingly 
dominant that much of the rest of Asia will be some kind of satellite supplier states, linked to 
and feeding the huge engine of China?  

Another issue is whether an FTA represents a wider opportunity to use the extra weight of this 
two-country relationship to influence the rules which are being written in regional and 
multilateral forums, so that we can collectively "punch above our weight" (Asia is seriously 
under-represented in the International Monetary Fund and World Bank).  

Conclusion  

In a world where FTAs have become common, we need to consider (but go beyond) the 
traditional economic issues of trade, with its emphasis on access to foreign markets. In this 
world, the central issue is not whether we are for or against FTAs in principle, but whether we 
can negotiate FTAs which take our international economic relationships in a clearly beneficial 
direction. This is the task for the negotiators of the FTA.  


