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This submission is presented by 19 Australian and New Zealand businessmen and

economists who are concerned about the current direction of trade policy.

The terms of reference guiding the Commission's study make it clear that Australia's
trade policy priority is to reinforce the primacy of the multilateral system. The WTO is
in trouble. After eight years of intensive trade negotiations, the Doha Round has not
been able to deliver an outcome. As a result, the multilateral system is under
challenge from a large and growing array of less comprehensive regional and bilateral
arrangements. That is the context in which the study of trade agreements has been

commissioned. And it is the focus of our submission.

The pursuit of disparate and less comprehensive agreements has distracted attention
globally from more rewarding multilateral and unilateral opportunities to liberalise.
Their coverage of goods and services is selective, they discriminate between countries
as import sources and export destinations, and they make customs administration
more complex for government and business. Ross Garnaut provided an account of
their negative effects in a statement to Parliament in November 2008 (see Hansard

extract in Attachment 1).

The current preoccupation with bilateral and regional agreements is creating ambiguity
about our own trade policy goals. They are now "part of the policy landscape ", play a
major role in the conduct of Australia's trade policy, and have used resources needed
to reinforce the primacy of the multilateral system. The inherent conflict was evident in
the Mortimer report, which dismissed the need to address the shortcomings of the
WTO system on the grounds that it "would be resource intensive and unlikely to attract
support in the short term". |If Australia has resources to pursue bilateral and regional
agreements, but not enough to address the shortcomings of the WTO system, that
raises questions about our trade policy priorities and our commitment to the multilateral

system.

There are now approximately four hundred such agreements globally. Their increasing
prevalence has weakened confidence and interest in the multilateral system. And
WTO management is in denial, insisting that "no major overhaul of the system is
required." This business-as-usual response, and the obvious reluctance to recognise
any need for change, makes it imperative for the future of the multilateral system to be

discussed more widely--in major international forums, and outside the WTO.



G20 leaders have committed to fight protectionism in each of their three Summits over
the last two years. That commitment is not self-fulfilling. Their fourth Summit, in
November 2010, will provide an opportunity for Australia to introduce into discussion
the crucial issue still outstanding--that is, how to act on that commitment and reinforce

the primacy of the multilateral system.

The challenge for Australia, and for the world trading system, is captured in the
Commission's terms of reference:

"It is widely acknowledged that the benefits of trade liberalisation are greatest if the
liberalisation is undertaken multilaterally. Nevertheless, conclusion of the current round
of multilateral trade negotiations has proven elusive and many countries have sought
more quickly realisable outcomes through bilateral and regional free trade
agreements.... The proliferation of free trade agreements poses many challenges for
Australia and for the global trading system. Countries not party to agreements can be
disadvantaged by the preferences offered to others under the agreements.

The Australian Government is committed to reinforcing the primacy of the multilateral
trading system and resisting any rise in global protectionist measures."

The arguments favouring pursuit of less comprehensive bilateral and regional
agreements would have relevance only if the less discriminatory and more rewarding
unilateral and multilateral options were not available. But they are. And the two are
related. It is now clear from the Doha experience that countries participating in the
WTO system can secure the additional gains available from multilateral negotiations
only if each is working at home to secure the larger unilateral gains from opening its

own markets.

There is only one way to reinforce the primacy of the multilateral system, and thus
secure the rewards available from liberalising in a multilateral context. That is to
address directly the shortcomings of the WTO system responsible for the flight to less
comprehensive agreements. The Australian and New Zealand governments have an

opportunity to promote an initiative that can address those shortcomings.

The initiative was detailed in a policy brief published recently by the Lowy Institute for
International Policy—Message to the G20 : Defeating Protectionism Begins at Home.
It recognises the domestic source of the problem that has stalled progress in the
multilateral system, and advocates a domestic transparency process that operates as a
public discipline on national decision-making about protection. Rather than repeat its
content and reasoning, we are including it in Attachment 2 as the response we propose

to address the shortcomings of the WTO system.



The initiative advocated in the Lowy paper was endorsed by Trade Minister Crean in
Parliament on 9 September 2009. The New Zealand Trade Minister has endorsed it
[Attachment 3], as have New Zealand business and industry organisations [Attachment
4] and trade policy institutes in Europe and the United States [Attachment 5].
Attachment 6 contains views expressed by a wide range of sources, over several
decades, about the inadequacy of existing WTO processes. These confirm that the
challenge now facing the multilateral system is not of recent origin. Its shortcomings
have been recognised, reviewed and discussed since the early 1980s, as has the

response we propose.

The time has come to air more widely the domestic transparency response to the
pressures threatening the viability of the multilateral system. Those making this
submission are therefore forming an international study group to report on ways of
resisting those domestic pressures. Its membership will be drawn from private policy
institutes in Australia, New Zealand, the US and the EU. A prominent US public figure

with extensive experience in trade policy will be asked to chair the group.

It will not focus on the Doha Round, but will concentrate on the options available to
counter the on-going threat of protectionism and to improve outcomes from future

rounds of multilateral trade negotiations.

As Trade Minister Crean recognised in his Parliamentary statement of 9 September,
this response to the difficulties facing the multilateral system has special relevance in
dealing with "behind-the-border" barriers to trade. The Doha Round has struggled to
open markets for farm and service sector products, where these barriers are major
obstacles to international competition. They are widely seen as belonging to domestic
policy, beyond the reach of existing WTO disciplines. Agriculture and services together
account for over 80 per cent of Australia’s gross domestic product, over 60 per cent of
domestic investment and 85 per cent or more of employment. Australia therefore has a
strong incentive to help the WTO address "behind-the-border" barriers, and is well

placed to argue the Lowy message.

The gains at issue for Australia are substantial, as are the costs of doing nothing. The
Lowy response is, we believe, the only one on offer that can address these non-border

barriers while leaving national governments in full control of domestic policy.



The need to recognise protectionism as a domestic policy issue is not limited to "behind
the border" barriers. It is now clear that diplomatic measure-by-measure negotiations
can only be part of what is required to enable governments to reduce trade barriers, in
all their forms. That approach never goes to the heart of the domestic causes of
protection. It is the dominance of particular interest groups over the domestic decision
making machinery that puts protective measures in place, and resists their removal.
The domestic transparency proposal in the Lowy brief focuses on that domestic

machinery.

The need to develop an effective response to the domestic pressures that have stalled
progress in the multilateral system was confirmed in a recent joint report (of 14
September, 2009) to G20 leaders—by the OECD, UNCTAD and the WTO. It
expressed concern that "measures taken temporarily to...protect jobs and business
profits now from the effects of the crisis...will continue to generate protectionist

pressures..."

The international group will operate outside governments, in the same way as the

Leutwiler and Long study groups did in the 1980s.

An issue still to be decided is whether the Australian and New Zealand governments
wish to support the study group's mission. We believe the G20 commitment on
protectionism, now a year since it was made, needs that support—as does the capacity

of the WTO system to open world markets.

The response we propose reflects the form of domestic policy governance that
underpinned trade liberalisation in Australia. The Australian government is therefore

well placed to offer it in international forums as a response to the domestic pressures

that have stalled progress in the multilateral system.

The logic of the approach we advocate is straightforward, was stated clearly in the
Lowy document and remains uncontested. Furthermore, it has been field-tested in

Australia.
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Wednesday, 12 November 2008 JOINT FADT 1 FOREIGN AFFAIRS,
DEFENCE AND TRADE

From pp 5-9

GARNAUT, Professor Ross, Professor of Economics, Australian National

University

CHAIR (Ms Saffin)—Welcome. Thank you for agreeing to come to this private
briefing of our committee. You have read the terms of reference for our inquiry.
We would like to benefit from your knowledge, understanding and wisdom of
APEC, trade and enhancing trade in the region or anything else you would like
to tell us about. The floor is yours. We will not ask about ETS and CPRS, as

much as we want to.

Prof. Garnaut—I thought | would open with some general remarks and then
you can take me into some more detailed territory in discussion as you wish. |
thought it would be useful to say a few things about where the international
trading system is headed in the world and the region and Australia’s
participation in it before talking about APEC and the sorts of trade policies that
fit alongside development of APEC. Then | will raise a couple of trade policy

issues from the contemporary environment.

| think this is a bad and dangerous time for the global trading system. | think
there has been serious fracture in the open multilateral trading system, which
has served Australia well for a long time. There is lip-service to open trade and
multilateralism. The intellectual and political mood has turned against open

trade. It has been an insidious process over a period of time. You do not get the
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wise support for free trade as a matter of course in the domestic political
discussion in many countries—maybe any countries—that we had at various
times in the past. | fear that the current environment—the environment of deep
recession in developed countries and problematic growth in many developing
countries—will be an unhappy environment for support for open trade in the
period immediately ahead. | myself think that global free trade is tremendously
important for global development and for Australian development, so | see
these things as very unfortunate developments.

Support for free trade is not an instinctive characteristic of human beings, rather
the opposite. The idea that each country will do better if it opens up to free trade
whatever anyone else does is correct, demonstrated by economic analysis and
by the experience of every country that tried it, but it is not the instinct of
humanity and so it is always hard to make the case. Even in this country, where
we have done so much better economically since we opened up to international
trade in the 1980s and 1990s, the polling shows continued quite strong support
for protectionist measures of various kinds. This is a common feature of political
attitudes to free trade everywhere. So the case for free trade is never made.

You have to keep making it, and at the moment no-one is really making it.

A symptom of that is the stalemate in the Doha Round. While what had survived
on the negotiating table up until that last failure a couple of months ago was not
ideal, it would have been a very substantial step forward. And for governments
not to be able to take that step | think is evidence of a big problem. Everyone
blames someone else or something else. The Indians and the Americans blame
each other. | think the problem is wider than any country’s position at that time.

There is just not the support for opening trade.

What was on the table would have meant significant things for agriculture and
our agriculture. For those who lived through the mid-1980s, removing
agricultural subsidies forever as a legal feature of the export trading regime
would have been a big step forward. Even if right at the moment they are not
the biggest problem in agricultural trade, they could come back as big problems.
There were huge problems under the Export Enhancement Scheme in the

United States and the European subsidies in the early and mid 1980s. So it is a
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big pity that that Doha Round, even with its limited objectives, even at the end

did not take that last step.

Another symptom of the weakness is the proliferation of bilateral and regional
free trade agreements. While they are dressed up as free trade, they are not.
As they become more important in the overall system the problems with them
become greater. It bureaucratises trade. If you are a country with free trade
agreements with a number of countries, all under different rules of origin, then
you have invited bureaucracy into every business decision. There is a decision
to be made then about whether this component comes from Thailand, America,
China or Japan and it is treated differently depending on that. Every company
has to have people who are experts in the stuff that has actually got nothing to
do with the fundamental economics of producing goods and services at a lower
cost. This is getting worse and worse. The environment is now one where it is
accepted that that is the main way forward. That is symptomatic of a deep
problem in the multilateral trading system. We happen to be pretty big losers
from that. The proliferation of bilateral arrangements through Asia has meant
that the terms of access for our agricultural products in a lot of markets are

relatively poorer than they were.

We have benefited so much from getting government out of the boardroom in
the last quarter of a century. To have a mechanism that is systematically putting
it back in is a costly business. The costs accumulate, bit by bit, over time as the
cost of protection did in Australia. There is not a single point in time at which

you can say there has been a whole lot added, but it gradually gets worse.

Some of these developments are also symptomatic of APEC having lost its way
on trade policy. The only organising idea for trade liberalisation within APEC
that ever made sense was open regionalism, which was the idea that the APEC
countries would work together to support an environment in which each country
would become a more open economy and, individually but through a process of
discussion and consultation—in which what was happening in each country was
influential in others—encouraged liberalisation within each country and where

APEC was a force for progress in the multilateral trading scheme.



Even in relatively recent times, since the new order of proliferation of free trade
agreements became important, there have been two instances when APEC was
of considerable importance on a global scale in pushing forward a genuine free
trade agreement through the multilateral system. One of these occasions was in
the immediate aftermath of 9-11 when APEC was meeting in Shanghai and
APEC’s decision in November 2001 to give a strong push for Chinese
membership of the WTO was influential. At that same meeting there was a
strong APEC push for finally launching the Doha Round. That was important at
the time. So | am not saying that APEC is not playing that role in open trade at
all. They were important developments but it was a fair time ago and there is no

current momentum for APEC to play a role in support of genuine free trade.

The idea of open regionalism guided APEC through its first decade or so. ‘Open
regionalism’ is defined as opening each country of the region to trade without in
any way discriminating against outsiders—essentially they do it through the
mechanism of unilateral liberalisation in each country. That had huge
momentum in the western Pacific region really until the Asian financial crisis in
1997 and 1998. It has no momentum now. Now you do not hear about the old
idea of open regionalism in an APEC context. It used to be the organising idea.
| think it is the only idea that actually works within APEC as an instrument of

trade liberalisation.

Finally | have a few remarks on contemporary risks. | see the current financial
crisis as a financial crisis of a dimension without precedent in my professional
lifetime. Whether it becomes a global recession that is the biggest in my
lifetime, we will have to wait and see. It may. The particular form that the crisis
has taken—extreme weakness in the financial system—has led to a
proliferation of government roles not only in the financial sector but beyond it in
a crisis atmosphere without the framework having been carefully thought
through. | think there are risks that that can put into the system—government
interventions that have consequences that are in the end costly and hard to

unwind.

Another risk in the system at the moment is associated with the issue that it was

my presumptuous task to do a major report on recently—climate change. The
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risk here is that, when some countries put in place strong constraints on
restricting emissions of carbon and other greenhouse gases and other countries
do not put in place comparable constraints, the pressures for those that are
doing it to put in place barriers to trade so that their firms are not at a
competitive disadvantage are irresistible. Those pressures take a different form
in Australia than in Europe and North America. In the US and Europe the issue
is mainly competition from imports from countries that do not have comparable
regimes. In Australia the bigger issue is a level playing field for exports. In both
Europe and the United States, alongside the discussion of strong regimes for
reducing greenhouse gases there is discussion of measures to put penalties on
goods coming from countries that do not have comparable emissions

constraints.

Senator FERGUSON—You said there is a stalemate in Doha and that bilateral
agreements were making life difficult for multilateral agreements to take place
and were making other distortions. What are the options? If we are getting
nowhere at Doha, and we have not been for quite some time, and you say that
a free trade agreement is not really a free trade agreement, what are the
options for governments of any persuasion to try and free up the trading
processes that currently exist? If multilaterals are not going to work, if free trade

agreements are not free trade agreements, what are the other options?

Prof. Garnaut—One trouble with free trade agreements is that they sound like
free trade but you are talking about something completely different. This was
carefully worked out in the economic discussion at the time of the formation of
the European community through the work of Viner and others. When two
countries remove trade barriers against themselves but keep barriers to the rest
of the world two things happen. It does free up trade between those two
countries but it actually increases distortions in trade with other countries. It can
lead to the replacement of low-cost production from a third country with higher

cost production from your partner country. That is the opposite of free trade;

8



that is protectionism. For example, in the motor car industry, if we have a free
trade agreement with the United States and Thailand but do not have it with
Japan and Korea—and we still have some tariffs mercifully; they are going
down to five per cent but even five per cent matters—then there will be some
cases where either final products or components that used to come from Japan
and Korea, because they are the competitive suppliers, will come instead from
Thailand or the United States. That is a protectionist development. So a free
trade agreement is a mixture of increased protection—in this case, protection of
your trading partner—and the freeing up of trade bilaterally. The way the
political economy and the political environment in which free trade agreements
are negotiated works is that usually countries take steps to block the true free
trade elements. The biggest gains from trade between us and the United
States, for both of us, would have come from opening up United States
agriculture, but they excluded sugar completely and put very long time frames

on other agricultural products, so—

Senator FERGUSON—Mainly beef, and we never filled our quota anyway, so it

did not really affect us.

Prof. Garnaut—In recent circumstances of very strong growth in demand in
Asia we have not filled the quota, but we are doing these things for a long
period of time. The general point is that there were no restrictions in the
negotiations on the protectionist elements. All the protectionist elements went
ahead and were agreed to by both sides very quickly. The real free trade

elements were contentious.

Similarly, in discussions between Australia and China, at an early stage China
said that it needed to put some constraints on agriculture. We said we needed
to put some constraints on textiles and some other things. Who knows? In the
current circumstances we might want to put some constraints on services
related to investment. Again, there is no issue about the protectionist elements
of the free trade agreement. Everyone agreed to those in a moment. But the
real free trade elements that could increase welfare in both countries were
contentious and restrictions were put around those. That is in the nature of the

political economy of negotiating a free trade agreement. It is just part of the way
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things work. And it is the way the rules of origin are negotiated, which end up
being highly interventionist, especially if you have very detailed rules of origin.
That is the way in which you really do bring governments right into the
boardroom. Experts on dealing with governments become central to business,

and | think that is very dangerous to productivity growth.

What do we do if we are facing roadblocks in a multilateral agreement? Let us
keep in mind that, first, the biggest benefits from free trade come to the country
that does it itself. The biggest benefits we could get from opening markets
would be to get rid of the last of our protection. We have got rid of most of it but,

let us be clear, we would be richer if we got rid of the rest.

Secondly, the biggest benefits we have got from other countries opening their
markets is the unilateral liberalisation that they have done. Much more than half
of our export trade is now with Asia. A very high proportion of that trade would
not be happening if it were not for unilateral trade liberalisation in those

countries, which they have done because it was in their own interests.

When | started working on China, China did not import significant amounts of
minerals. The reasons for that were the standard protectionist reasons. There
was an argument that you would displace a large domestic mining industry and
there were arguments that it would be strategically risky for China to rely on
foreign countries for supply of basic raw materials. They had that debate and

they got rid of all of that and we are the beneficiaries.

So the main way you get gains from other countries’ liberalisation is through
their own processes. The most important thing we can do is to encourage those
processes. The worst thing you can do is engage them in bilateral discussions

and have them thinking that their own liberalisation is a concession to us.
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MESSAGE TO THE G20:
DEFEATING PROTECTIONISM
BEGINS AT HOME

WHAT IS THE PROBLEM?

On 16 November 2008, G20 leaders made a commitment to resist
protectionism. When they meet in Pittsburgh, on 24 September 2009, they
will have an opportunity to review that commitment and to decide how best
to act on it. The advice they have received to date focuses on international
monitoring and short-term responses to the global economic crisis. These
measures do little to deal with the underlying causes of protectionism.

WHAT SHOULD BE DONE?

Protectionism results from decisions taken by governments at home, for
domestic reasons. Any response to protectionism must therefore begin
at home, and bring into public view the domestic consequences of those
decisions. G20 leaders should sponsor domestic transparency arrangements
in individual countries, to provide public advice about the economy-wide
costs of domestic protection. The resulting increase in public awareness of
those costs is needed to counter the powerful influence protected domestic
interests exercise over national trade policies.

That is the response proposed in this Policy Brief. Those listed on the

following page strongly commend it to G20 leaders when they meet in
Pittsburgh, on 24 September 2009.



The Lowy Institute for International Policy is an independent international policy think tank
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Helping the G20 resist protectionism’

During their meeting in Washington last
November G20 leaders made a public
commitment to resist protectionism. In the few
months since then they have confirmed by their
own conduct that their commitment is far from
binding. The World Bank reports that by the
end of February 2009 seventeen of the twenty
had ‘implemented 47 measures whose effect is to
restrict trade’.?

In a number of countries, including Australia,
the global crisis has prompted recovery
strategies that have involved supporting
particular activities, sometimes single firms,
against adjustment pressures that are shared
by domestic economic activities generally.® In
doing so they have transferred to taxpayers
(and the domestic community) responsibility
for the down-side of risks inherent in corporate
management. Selective support of this kind can
only exacerbate the long-term effects of other,
more overtly protectionist, responses to the
global crisis.

That issue aside, the actions of G20 leaders to
date suggest that each has seen their commitment
as an opportunity to limit other countries’
protectionism, rather than a need to address their
own. The US blames the EU for its reluctance to
reduce tariffs on farm products. The EU blames
the US for its reluctance to cut farm subsidies. The
US and Europe both blame developing countries
for not being prepared to lower their barriers to
imports of manufactured goods and services.
And developing countries are reluctant to do
that unless Europe and the US concede more on
farm trade. As a result, the commitment to resist
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protectionism remains just that—a commitment.
G20 leaders have yet to focus collectively on how
to act against the ongoing threat.

Leaders have received public advice from two
sources. Neither, however, deals with the
underlying causes of protectionism. The first
came from WTO Director-General Pascal
Lamy, who sees protectionism as a global
problem, requiring a global solution. His view,
that international governance is the answer,
reflects the crucial difference between the
world in which the WTO still operates and the
real world, where decisions about protection
are actually made.

The second advice came from seventeen
international trade economists mentoring G20
leaders in the lead-up to their April 2009 meeting
in London.* Advice from this group focused on a
short-term response to the global economic crisis.
The crisis may well have increased the temptation
for governments to resort to protectionism, but it
is not the underlying cause of it. The temptation
to raise trade barriers will not go away when the
global economic crisis ends. Experience over
the life of the stalemated Doha Round confirms
that protectionist impulses are alive in good
times as well as bad: For most of that Round
global economic conditions were normal, even
buoyant. Any response must therefore be effective
in the long, as well as the short, term. The
absence of an effective and long-term response
—one that addresses its ongoing causes—has
left governments with no defence against the
protectionist pressures that are contributing to
the present crisis, and without a basis for dealing
with them in the next.
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Fighting protectionism needs to begin at
home

This Lowy Institute Policy Briefprovides G20leaders
with a third option. It recognises that protectionism
results from domestic policy decisions made under
pressure from domestic interest groups operating in
their domestic political arena, and exercising power
over domestic decision-making on protection. It
therefore advocates a domestic response that can
address those ever-present pressures, rather than
continuing to rely solely on international processes
that experience has shown conclusively cannot.
Domestic policy governance is the basis for this

response.

Our proposal is that G20 leaders should
encourage individual governments to introduce
a domestic transparency process to provide
the information they (and their domestic
constituents) need to reduce the political costs
of resisting demands for protection — by raising
community awareness of the consequences for
their domestic economies of accommodating
those demands. It would help domestic economic
welfare to replace domestic political pressures
as the driver of domestic decision-making on
protection. The strength of this approach is that it
deals directly with the problem facing G20 leaders
at its source, while leaving national governments
in full control of domestic policy.

Outline of the Policy Brief

The remainder of this Policy Brief explains why
responsibility for responding to protectionism
rests primarily with individual countries, and
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why a domestic transparency process is needed to
underpin the existing international processes of
the multilateral system.

What might such a process look like? The Annex
to this Policy Brief provides an account of
Australia’s experience in developing a domestic
transparency response to protectionism. The
focus on Australian experience is not intended to
convey a view that it provides the only, or even an
appropriate, model for other countries. But there
areelements of the experiencethatother countries
are likely to encounter when considering their
own response to protectionism. The relevance of
Australia’s domestic transparency arrangements
is that they recognised, and responded directly
to, the domestic causes of protectionism.

Understanding what causes protectionism

In order to meet their commitment to fight
protectionism, G20 leaders need to come to grips
with what causes it.

A recent WTO study has provided an important
clue. After reviewing the experience of 45
member countries in the Doha Round, it
concluded that outcomes from multilateral
trade negotiations depend on decisions taken
by individual governments at home, about their
own trade barriers, and reflect the interaction
between private interest groups and systems of
national decision-making:

“This compilation of forty-five case studies...
demonstrates that success or failure is strongly
influenced by how governments and private-
sector stakeholders organise themselves at home
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...Above all, these case studies demonstrate
that...sovereign decision-making can...
undermine the potential benefits flowing from
a rules-based international environment that

promotes open trade.”

The WTO study confirms that the major
responsibility for resisting protectionism must
reside in the domestic policy environment
of individual countries. Many explanations
have been advanced for the failure to deliver a
conclusion to the Doha round — the size and
diversity of WTO membership, the complexity of
the issues, the growing importance of emerging
market players in the negotiations, the expansion
of negotiations to cover more controversial
issues such as trade in agriculture and services.
Fundamentally, however, multilateral trade
negotiations in the Doha Round have stalled
because pressure from protected domestic
interests has dominated the negotiating strategies
of their governments. While most market access
requests were in response to domestic producers
seeking external markets, the reciprocal offers
of access to domestic markets were heavily
influenced by protected domestic producers who
felt threatened by the prospect of having their

markets open to international competition.

One important result of the influence exerted
by domestic interests who depend on protection
is that the means used to protect them have
been moved further back into domestic policy,
and away from the authority of the WTO.
Their influence over national decision-making
has swamped consideration of the economy-
wide (national) interest in domestic decision-
making about protection. And it is these larger,
economy-wide, gains that provide the economic
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justification for opening domestic markets to

international competition.

Changing forms of protection

International trade negotiations have been
conducted by the GATT/WTO on the assumption
that the resulting reductions in trade barriers
would increase opportunities for trade, and
hence for domestic development in participating
countries, on the basis of what each does best.
Negotiations in early GATT Rounds involved
reducing tariffs, the main form of barrier
operating at that time. The assumption was
realistic then, because the resulting agreements to
reduce barriers were effective. This was because
of the relatively simple nature of the decision
rules involved when tariff reductions were being
negotiated. The proportional reductions of
tariffs in the 1960s (under the Swiss Formula, for
instance) automatically had the greatest impact
on the most highly protected (least competitive)
industriesof each participant.Inthatenvironment
international negotiations and agreements
achieved a great deal. They were responsible for
the very substantial liberalisation that took place
among North Atlantic countries.

But non-tariff barriers (NTBs) have become
increasingly important as the coverage of
negotiations was extended to include agriculture
and services. In these new areas the international
processes of the WTO are struggling to make any
progress. When governments individually seek
to minimise adjustment for their own protected
industries — for instance, by introducing non-
tariff barriers to replace the tariffs bargained
away — they cannot collectively (through
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international negotiations to reduce barriers)
increase export opportunities in their respective
areas of economic strength.

Average industrial tariffs in OECD countries
have been reduced from 40 per cent to 4 per cent
through multilateral agreements. At the same time,
however, non-tariff barriers (NTBs) have grown
to the point where they now affect a substantial
proportion of world trade. Many of these take
forms that belong to domestic policy and, for
that reason, are arguably beyond the authority of
international rules and agreements. Governments
introducing them have either made use of
‘exceptions’ in the rules for introducing protection
(such as for emergency relief, or against ‘unfair’
practices); or exploited loopholes or ambiguities in
the rules (such as ‘domestic’ production subsidies
and regulations of various kinds); or they have
simply occurred outside the international rules
(such as ‘voluntary’ export restraints).®

As Peter Sutherland observed in 2002, based on
his experience as director-general of the WTO:

“There is a side to the WTO that leaves in the
hands of governments many tools of trade
protection... There is no shortage of escape
routes from international competition...In the
end it all comes down to politics’.

The response adopted to these developments in
the Uruguay Round involved bringing all existing
barriers into future multilateral negotiations,
strengthening the international rules governing
non-tariff barriers, international surveillance
(through the Trade Policy Review Mechanism)
to enforce compliance with agreements, and
improved dispute settlement procedures.
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That response could not overcome the problem
facing the WTO system, and now exercising G20

leaders, for the following four reasons.

First, the approach operates only after the event.

It catches up with today’s non-tariff barriers only
in tomorrow’s multilateral negotiations.

Second, the scope for replacing the non-
tariff barriers now in use with others, just
as effective, is endless. As existing forms are
brought under the authority of international
agreements, pressure develops for new forms
that fall outside their scope. Many of the new
barriers are not only in non-tariff form, they
are also in non-frontier forms and are therefore
seen by governments introducing them as
belonging to domestic policy—beyond the
authority of international agreements. These
barriers pervade markets for services, and
have seriously limited the scope for opening
markets for agriculture and services in the
Doha Round.®

Third, the approach does not address the
underlying problem—pressure at home from
protected industries seeking to avoid the
adjustment involved in liberalising their markets.
It takes place in the international arena between
trade officials, and not where decisions about
protection are actually made. Backsliding from
the Uruguay agreements confirms that this
approach has not resolved the problem.

The use of non-tariff barriers to avoid WTO
commitments has long been recognised by

developing countries. It was confirmed by
UNCTAD in 1992:
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‘Since the birth of GATT there have been
a number of negotiating rounds that have
dramatically reduced the level of tariff rates in
the major industrial countries...It is generally
agreed that tariffs do not constitute a significant
barrier to imports into the OECD countries.
As tariffs have come down, other restrictions
on imports have appeared...There seems to be
a movement towards less visible protectionist

measures...”

In providing protection in these forms,
governments have demonstrated that the
external discipline that international rules place
on their conduct is no longer effective. And, as
a result, progress in areas of special interest to
developing countries has stalled as industrial
nations—particularly the European Union,
Japan and the US—have succumbed to pressure
from their own protected producers to avoid the
adjustment involved for them.

Fourth, and finally, the Trade Policy Review
Mechanism (TPRM), introduced during the
Uruguay Round to monitor the conduct of trade
policy by national governments, has failed to
address the problem. It cannot do so, because
it is limited to international surveillance and is
managed by trade officials—not by decision-
makers responsible for promoting the national
interest. It is a monitoring process and not
an agent of domestic reform. That is how
developing countries have seen it:

‘The Trade Policy Review Mechanism...is
not a national transparency mechanism...
The ultimate aim of national transparency
mechanisms...is to generate information about,
and to promote a wider domestic understanding
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of, the economy-wide effects of protection in

all its forms...”!"

The need for a domestic response

Decisions about opening world markets are
made in the domestic policy arenas of individual
countries,underpressurefromprotected domestic
producers seeking to avoid the adjustment
involved for them. When governments succumb
to those pressures, as they have in the Doha
Round, they not only forego the unilateral gains
(in domestic efficiency) available from reducing
their own barriers. They also diminish the
capacity of the WTO to deliver the additional
gains (improved market access) available from
liberalising in a multilateral context. The Doha
Round has faltered because protected interests
dominated the negotiating strategies of their
governments, just as they have dominated many
of the responses to the current crisis. Moreover,
their negative influence is not limited to the
Doha Round or the present crisis. Their threat to
global prosperity is long term and ever-present,
and will not cease when the present crisis ends.
Any response by G20 leaders must therefore be
effective in the long, as well as the short, term.

Most of us have a limited understanding of what
is at issue in decisions about protection. Our
response to the prospect of opening domestic
markets is influenced by the information
available to us about the domestic consequences.
In the absence of public information about the
economy-wide gains at issue for the community
as a whole, and in view of the more visible
costs to prospective losers, the latter have
naturally found support at home. As a result,
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governments have had difficulty mobilising a
domestic commitment to open domestic markets

to international competition.

The domestic causes of protectionism and the
domestic response needed to deal with them
have been aired extensively since the early 1980s.
The source of the problem was identified several
decades ago by developing countries, by EU
leaders, past Directors-General of the GATT and
WTO, by the OECD, the World Bank, the IMF
and by the Brookings Institution in Washington.

The then Vice President of the European Union,
Leon Brittan, commented in 1988:

“The greatest challenge is to pursue...
liberalisation in the face of domestic pressures
in the opposite direction. 1 think we have to
recognise that support for trade liberalisation is
not automatic...We need to make the case. And

it needs to be made again, again and again.™!

And more than a quarter of a century ago the
GATT (predecessor to the WTO) itself identified
the nature of the threat now facing G20 leaders:

At present the GATT system is not adequately
discharging...its ultimate function: to provide
help to governments in withstanding...pressures
from special interests. A major reason why
things have gone wrong with the trading system
is that trade policy actions have often escaped
scrutiny at the national level...Clearer analysis
and greater openness in the making of trade
policy are badly needed...In each country, the
making of trade policy should be brought into
the open...Public support for open trade policies
should be fostered.”?
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The importance of transparency

In domestic decision-making about protection
there will always be tension between the private
interests of those who depend on it and the public
costs their protection places on the rest of their
domestic community. That provides the basis for
the response to the G20 commitment proposed
in this Policy Brief, which draws on work by
the Australian and New Zealand industry and
business organisations operating through the
Tasman Transparency Group (TTG).

The proposal reflects a growing recognition that:

e the existing international disciplines of
the WTO are not providing a persuasive
domestic reason for lowering trade barriers;

e it is the positive or negative perceptions at
home about the domestic consequences
of liberalising that determine how much
actually takes place;

e it becomes politically realistic to secure the
gains from lowering domestic barriers (and
resisting demands for new protection) only
when pressure from protected domestic
groups is balanced by a wide domestic
awareness of the public benefits at issue.

Ourproposalisthat G20leaderssponsordomestic
transparency arrangements — developed, owned
and operated by individual countries — to

underpin the existing international processes on
which the WTO relies.

The logic supporting the proposal is as follows:

e for individual countries the greatest gains
available from liberalising come from
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reducing the barriers protecting their own less
competitive (most highly protected) industries,
regardless of what other countries do;

the residual gains available from liberalising
in a multilateral context—those resulting
from greater access to external markets—
materialise only when other countries also
reduce the barriers protecting their less
competitive industries;

both the major unilateral gains (from
liberalising domestic markets) and the
additional gains (potentially available from
multilateral trade negotiations) depend on
participating countries approaching the
negotiating table with ‘offers’ consciously
structured to secure the gains from
liberalising their own markets;

the role of the proposed domestic
transparency arrangements is to counter
the negative influence protected domestic
interests now exercise over national decision-
making on protection, including the market
opening ‘offers’ governments take to
Geneva;

its contribution to resisting protectionism
and to strengthening the multilateral system
is to help decision-making on protection
(trade barriers) by governments reflect the
interests of their domestic community as a
whole, rather than pressure from protected
domestic interests;

it will give substance to the G20 commitment
by enabling member governments to raise
community awareness of the domestic costs
of maintaining their own trade barriers, and
the economy-wide benefits from removing
barriers to international competition;

as a result, domestic interests relying on

protection will find it more difficult to gain
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community support for resisting market

opening commitments widely seen as

nationally beneficial.

This response brings into account a reality that
the existing international processes of the WTO
cannot. The WTO is simply a set of rules and a
negotiating forum, driven in both cases by what
its member countries are prepared to agree to.
It has no authority to deal with the domestic
pressures threatening its future viability. That is
the source of its present difficulties, and conveys
a great deal about the options available to G20
leaders.

The strength of the domestic transparency
response is that it addresses the source of
the difficulties that have stalled progress in
opening world markets, while leaving national
governments in full control of domestic policy.
By providing the public information needed
for wider community understanding it enables
governments, and their domestic constituents,
to work out for themselves that the economy-
wide (public) benefits from opening domestic
markets to international competition outweigh
the (private) adjustment costs involved for
protected domestic producers. It simply adds a
domestic process to give substance to the existing
international processes of the WTO.

The relevance of this response is confirmed by
Australia’s experience. The domestic transparency
arrangements put in place in the early 1970s
enabled later governments to reduce Australia’s
barriers unilaterally in the 1980s and 1990s."?

And, once again, this is an idea that has a long
history. The major international agencies now
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advising G20 leaders on the present global crisis
have in the past each pointed to the need for
greater domestic transparency in national trade
policies. For example, following its review of the
Uruguay Round, the IMF concluded that:

‘Governments can play a key role in helping to
tip the balance of political forces in favour of
trade liberalisation. They can do so, in part, by
helping to lift the veil of complexity that often
conceals the net social costs associated with
protectionist trade policies. Mobilising political
support for liberal trade can be facilitated by
systematically exposing the implications of
trade measures (which at times are effectively
buried in the esoterica of trade legislation) and
evaluating the associated costs for the economy
as a whole.”"?

Developing countries initiated a program of
work during the Uruguay Round to examine
the contribution greater domestic transparency
could make in resolving the difficulties that had
developed in the multilateral system. UNCTAD,
for instance, concluded in July 1987 that:

‘Governments should consider as part of the
fight against protectionism...the establishment
of transparency mechanisms at the national
level to evaluate protectionist measures...and the
implications of such measures for the domestic

economy as a whole’ '°

And the US proposed early in the Uruguay
Round that WTO members meet to examine

trade policy procedures at home:

‘Recognising that individual governments bear
the primary responsibility for consulting with
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their own constituents when they formulate
trade policy, the US...proposes that WTO
Members discuss their respective consultation
processesin Genevato learn fromeach other how
to ensure that the view of interested members
of the public are taken into account.’

How does a domestic transparency process
fight protectionism?

The role of domestic transparency is to help
governments give priority to the public (national)
interest in decisions on protection. For instance,
it is only by having a basis for giving priority
to national over sectional interests in domestic
preparations for the bargaining process that
a closer match can be established between the
expectation of national gains from international
negotiations and the outcome of the negotiating
process itself.

This approach will be especially important in
opening markets for services, where the barriers
to entry are largely in non-border forms. As
we have learned in the Doha Round, many
of these non-border barriers are extremely
difficult to identify. They are therefore unlikely
to be included in domestic reform programs
unless governments, in countries where they
operate, recognise that trade barriers in this
form also reduce their gains from liberalising.
And, because they are in non-border form, they
are seen by those who oppose their removal
as belonging to domestic policy—beyond the
reach of international surveillance, rules and
agreements. A domestic transparency process,
owned and operated by individual countries,
provides the only means of bringing them into
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account that also leaves governments in full

command of domestic policy.

Unless G20 leaders can devise a means of dealing
with the domestic political pressures responsible
for the impasse in Doha negotiations, those
pressures will continue to spill over into the
international processes of the WTO—which are
neither designed nor equipped to deal with them.

The clear message is that the antidote to
protectionism, in all its forms, is a domestic
discipline on national decision-making that
promotes wide domestic awareness of its

economy-wide costs.

Designing a transparency process

In our judgment it would be inappropriate to
prescribe a standard form these transparency
procedures should take in each country. It is
achieving the objective of domestic transparency
that is important, not the choice of particular
institutional arrangements. What matters in
dealing with the domestic influences generating
protectionism is that the domestic response in
each country gives priority to the public (national)
interest, and supports a system of advice at arm’s
length from decision-makers.

We nevertheless have two suggestions for

introducing them. These involve:

e encouraging individual countries to establish
adomestictransparency process,independent
of government, to provide advice about the
economy-wide consequences of changes in
protection under consideration;
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e maintaining a clear distinction between
responsibility for the advice going to
governments from this process and
governments’ responsibility for decisions on
protection.

These core features are crucial for maintaining
the distance between government decision-
making and the influence of domestic interest
groups seeking special treatment at the expense
of the domestic community. They also provide
the underpinning and independence the
advisory process needs. The importance of
that underpinning is apparent from Australia’s
experience, both its successes and its failures, and
is dealt with in the annex to this policy brief.

International agencies and policy institutes
will always play an important role in drawing
attention to the consequences of protection.
But they are not a substitute for the domestic
process advocated here. To be effective, the
domestic transparency process must operate as a
matter of routine each time a change in domestic
protection is under consideration by government.
It is therefore a discipline governments place
on themselves, with the safeguards and charter
needed to ensure the advice is provided as a matter
of course when changes in protection are under
consideration. As a result of bipartisan support
for such a discipline, Australian governments gave
up the ability to act without first receiving public
advice about the economy-wide consequences of
the changes they had under consideration.

The resulting enhanced public awareness of
what was at issue for the Australian economy as
a whole helped generate the community support
needed for decisions reflecting the national,
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rather than sectoral interests or the interests of

particular industries.

How to build a domestic discipline into
the G20 response to protectionism

The logic on which this response is based, while
rock-solid, is counter-intuitive. It has been easier
to believe that the national benefits available
from multilateral negotiations depend on the
skill of negotiators in gaining access to external
markets while conceding as little as possible at
home. The response we propose challenges the
stranglehold that view has had on the conduct
of trade negotiations. It recognises that the gains
for countries participating in multilateral trade
negotiations depend on what each takes to the
negotiating table, not what they hope to take
away from it.

There will be resistance to this response from
protected interest groups and others comfortable
with present arrangements. The case for it
would therefore need to be pursued well beyond
the Pittsburgh meeting of G20 leaders. And it
will need to be argued outside the WTO, which
has shown no enthusiasm for it. For instance,
a similar proposal was introduced into the
FOGS (Functioning of the GATT System)
Group in the Uruguay Round twenty years
ago. After considering it, negotiators in that
forum introduced another international process
instead—the Trade Policy Review Mechanism.
When the idea was raised again, in March 2009,
Pascal Lamy confirmed that there was ‘not
general support for the sponsorship of country
processes within the WTO framework’.!? As
we noted earlier, the limited authority and
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international focus of the WTO makes it an
unlikely forum to host a domestic response to
protectionism. The case will therefore need to
be argued in other meetings of world leaders—
such as the World Economic Forum—and in
international institutions such as the World
Bank, IMFE, OECD, and UNCTAD.

As a first step, and to demonstrate their resolve to
resist protectionism, G20 leaders could provide
a lead by introducing domestic transparency
procedures into their own decision-making on
protection. Indeed, some developing countries
have already done so, or are contemplating
it. Professor Hadi Soesastro, a prominent
Indonesian economist, recently explained why
Indonesia has introduced such a response:

‘...leaders must go beyond airing the right
rhetoric...Concrete actions, which remain
wanting, must follow...The Indonesian Trade
Minister, for instance, has recently introduced
domestic  transparency procedures in the
decision-making on protection to try to minimize
the damage.’'

How leaders of the major developed countries
respond to the protectionist threat will send a
very important message to the large number of
developing countries that have been liberalising
unilaterally, and to the many countries moving
from command to market economies. These
together represent the majority of the population
of the developing world and constitute the
major potential growth areas in world trade.
Because developed and developing economies
complement each other in the things they trade,
that potential is crucial to world competitive
producers in developed economies.
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In the case of the United States the change
required is minimal. It involves simply adding
to the existing charter of the US International
Trade Commission (USITC) a requirement that
its public reports account for the economy-
wide consequences of its recommendations
on protection for individual industries. The
fundamental deficiency of the USITC is that,
while its procedures promote transparency,
its role is to provide relief from international
competition on the basis of criteria that focus
on the problems import competition poses for
individual industries. The broader effects of
such competition, on the economy as a whole,
are not brought into account in formulating
advice about whether to provide relief. While its
procedures make transparent the problems of
ailing industries, the US President is left to decide
whether to provide protection without public
advice about the economy-wide consequences.

The action required to introduce this approach in
the United States is therefore to add to the existing
charter of the USITC a guideline requiring it to
bring the economy-wide consequences into
account when formulating advice and reporting
on protection for domestic industries. And the
challenge for developed countries generally
is to build into their decisions on protection,
including decisions about the reductions to offer
in international trade negotiations, the economy-
wide perspective and domestic commitment that
are brought into play when countries liberalise
unilaterally.
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Conclusion: a response to the long-term
challenge of protectionism

A domestic transparency response is needed to help
underpin the future viability of the global trading
system. We are drawing it to the attention of G20
leaders because of the need to develop a forward-
focused response to protectionism now, in order to
allay negative reactions about the future of world
trade following the stalemate (after eight years of
intensive negotiations) in the Doha Round.

While this response would be unlikely to achieve
spectacular results immediately, its educative
influence would progressively and irreversibly
chip away the mystique and ignorance that
has constrained national debates about the
economic trade-offs involved in liberalising
domestic markets. It would help correct the
fundamental weakness of the present adversarial
approach to international trade negotiations,
in which domestic pressure groups exert the
dominant influence on the negotiating stance
of governments. It should consequently make it
easier for G20 leaders to realise in their domestic
policy conduct the worthwhile objectives about
which they expressed collective agreement when
they met in Washington and London. The test of
its relevance is not whether it could quickly move
all nations to the ideal situation, but whether they
could generally do much better than at present.

Pascal Lamy’s view, thatinternational monitoring
is an appropriate and sufficient response, is not
supported by the study conducted by the WTO
itself during the Doha Round. While monitoring
may be of some help in the short term, simply
relying on another international process does
nothing to address the domestic source of
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protectionism. When presenting his vision
for the WTO over the next four years on the
occasion of his re-appointment, he confirmed
his view that ‘No major overhaul of the system
is required’.’ And at a conference on 4 March
2009 he described the domestic transparency
response as a ‘perfectly legitimate, respectable

and rational academic argument’®

, while leaving
no place for it in his vision for the WTO. Two of
his predecessors, Olivier Long and Fritz Leutwiler,
chaired international study groups formed to
review the performance of the WTO. Both
concluded, nearly a quarter of a century ago, that
its international disciplines needed the support of

transparency arrangements at home.

If the G20 response is guided by Lamy’s view,
and thus limits itself to the international
disciplines that have failed so dramatically in
the Doha Round, governments will continue to
insulate their less competitive (highly protected)
industries against the adjustment pressures the
present crisis places on all their industries. The
cost of following his ‘business-as-usual’ advice
will come later, when the crisis has passed.
Instead of adapting to the changes occurring
in their competitive strengths, their domestic
industry structures will remain frozen in time.
And that will seriously affect their domestic (and
global) prosperity into the longer term.

The WTO system, in its present form, is clearly
broke, and needs fixing. Without support at
home, its international disciplines cannot deliver
the national rewards participating countries
expect from multilateral trade negotiations. To
provide that support, we believe the G20 response
to its commitment on protectionism must satisfy
three conditions.
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e It must encourage individual countries to
develop domestic transparency processes as
a basis for advice and decision-making on
protection.

e [tmustencourage and enable them to address
their own ‘behind-the-border’ barriers to
trade.

e And it must leave them in full control of

domestic policy.

The response we propose meets all three
conditions. Its central message, confirmed by the
failure to reach agreement in the Doha Round, is
that an effective response to the difficulties now
facing the global trading system must involve
domestic processes that make the economy-wide
consequences of existing and planned protection

more transparent.



LOWY INSTITUTE

FOR INTERNATIONAL POLICY

MESSAGE TO THE G20: DEFEATING PROTECTIONISM BEGINS AT HOME

ANNEX : LESSONS FROM
AUSTRALIA’S EXPERIENCE

The transparency arrangements that have
provided the basis for advice to Australian
governments on domestic protection (Australia’s
trade barriers) evolved over time, as have the
institutional ~ arrangements supporting it
the Tariff Board (1921-1973), the Industries
Assistance  Commission  (1974-1990), the
Industry Commission (1991-1998) and the
Productivity Commission (1998—to the present).

This Annex focuses on the transition from the Tariff
Board to the Industries Assistance Commission
(IAC), because that transition generated policy
tensions that other governments contemplating
domestic transparency arrangements are also
likely to encounter. It deals with why a domestic
transparency institution (the Industries Assistance
Commission) was established in 1974, and several

important lessons from subsequent developments.

In explaining how Australia’s domestic
transparency arrangements helped to counter
protectionism, it is important to know how
decisions on protection were made in Australia
before 1974 when the transparency arrangements

were put in place.

Fragmented advice and policy information
systems

Before 1974, the advice going to Australian
governments focused almost exclusively on
the needs of particular parts of the Australian
economy. Governments received separate advice
on policies for manufacturing (or parts of it),
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agriculture (or parts of it), the services and
transport sectors (or parts of them) and the
mining sector (or parts of it). The segmentation
of policy advice produced a ‘parts’ approach to
domestic development. Economic management
was made up of two separate policy ‘worlds—
the ‘world’ of the sectors and the ‘world” of the
whole economy. The focus was on the whole in
macro-economic management, but on sectors
when longer-term economic development—
including protection and trade policy questions—
were under consideration.

Thissegmentationof policy produced fragmented
and closed systems of advice. Officials, with
limited informational capacity, depended on
the flow of information from their industry
clients. Consequently, they were often unable to
preserve the distance from their clients needed
for independent analysis and advice. In this
situation, individual sectors of the economy were
able to ‘privatise’ advice going to governments
on longer-term issues that had ramifications
throughout the economy. Special interest groups
had an incentive to exert covert pressure—both
to influence the opinions of officials and to seek
to have people sympathetic to them appointed to
the positions responsible for formulating advice.?!
Vested interests developed inside government
as well as out, so that a mutually supporting
bureaucracy and industrial interests commanded
a great deal of power over decision-making.?
This interaction between special interest groups
and those responsible for decision-making on
protection was natural, indeed inevitable, in that
environment. It caused government decisions
on protection to reflect the needs of particular
industries, rather than the economy-wide goals
of national economic policy.
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As a further consequence of this fragmentation of
advice, protection policy was pursued separately
from trade policy—as though these two areas
of national economic policy were not tightly
linked. Australia approached multilateral trade
negotiations as though the only gains at issue came
from access to external markets.

Tension between a protectionist policy
and its economy-wide consequences

The Tariff Board, which preceded the Industries
Assistance Commission, was established as
an independent statutory body, charged with
recommending assistance to ‘economic and
efficient’ industries. It was required to hold public
hearings onthe matters referred to it by governments
and to provide its advice in public reports.

It had two avenues for conveying its advice
on protection: in reports on the particular
matters referred to it by governments and in
its annual reports. Until the mid-sixties its
recommendations reflected the established
‘needs-based’ approach—that is, the level of
protection needed to enable each industry to
compete against international competition.
Although its statute required it to report on ‘the
operation of the Tariff and the development of
industries’, its annual reports offered little insight
into the economic consequences of the protection
it reccommended, and were generally limited to
a description of those recommendations. The
depth of its general reporting on its ‘economic
and efficient’ guideline was conveyed in an
annual report during the 1950s, which famously
observed that the Board ‘was impressed by the
efficiency of Australian industries generally, and
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was particularly impressed by the efficiency of
some’. It had not yet recognised the difference
between technical and economic efficiency.

In the mid-sixties, following a wide-ranging
review of economic policy commissioned by the
then Australian government, the Board began to
consider how itshould respond tothe quitelimited
policy guidance provided in its statute.?It was
becoming aware of the economic consequences
of the established ‘needs-based’ approach to
protection. In 1967 it outlined a new approach,
developed to ensure that its recommendations
were consistent with the settled goals of national
economic policy.?**This included a systematic
public review of the structure and levels of
protection, focusing on industries with high
levels of protection, rather than the past focus on
particular industries or products.”It nominated
levels of protection that indicated low, medium
and high cost production (using ‘effective rate’,
a measure of the protection accorded a process
or industry rather than their outputs, developed
by Professor Max Corden).*It foreshadowed
its intention to use the effective rate concept
(measuring the net protection accorded an
industry as a result of the opposite effects of
protection on its inputs and outputs) in deciding
which industries were highly protected and thus
most in need of review.”It also foreshadowed
improvements needed in the policy information
system supporting its work.

These foreshadowed changes challenged the
prevailing ‘needs-based’ approach to protection,
an approach to which both the Department of
Trade and its Minister were strongly committed.
The tension that developed between the Minister
and the Board, and within Cabinet between
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the Trade Minister on the one hand and the
Prime Minister and Treasurer on the other,
stimulated intense public interest and discussion
about the roles of advice and decision-making
on protection.®The Trade Minister and his
departmental advisers regarded the changes
proposed by the Board as a matter of policy,
beyond the authority of the advisory body.
The Board saw it as exercising its statutory
responsibility for making public the criteria
it used in formulating its recommendations,
and in relating them to the settled objectives
of national economic policy. The resulting
tension was inevitable, and became very public.
The chairman of the Tariff Board was at one
point warned by the Minister for Trade against
providing a public explanation of the proposed
changes on the grounds that he would be in
breach of his authority in expressing a view that
may not be consistent with government policy.

The final act in the Board’s struggle to clarify its
role came when the Minister for Trade sought
Cabinet approval, in December 1970, to direct
it how it should form its recommendations. He
proposed the Board be instructed that, when
deciding whether an Australian industry was
‘economic and efficient’ and therefore worthy of
protection, it should compare local production
costs with those in ‘mature economies’ in
Western Europe and North America. When
establishing the appropriate level of protection,
however, it should be required to recommend the
level needed to protect local production against
the cheapest source of international competition.
The Minister did not gain Cabinet support,
and the separate roles of advice and decision-
making remained unresolved until the Industries
Assistance Commission was established in 1974.
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The statute creating the Industries Assistance
Commission (IAC) signalled the government’s
(and Parliament’s) wish to ensure that:

e the economy-wide perspective quite
consciously taken in formulating budgets
was carried over into policy on longer-term
protection and trade policy issues;

e the Commission’s mandate covered all forms
of assistance to all economic activities, in all
sectors of the economys;

e it had authority to initiate its own public
inquiries;

e governments had an obligation to seek
public advice from the Commission before
responding to requests for new or increased
assistance, although they were not obliged
to follow that advice.

A clear distinction was thus established between the
transparency institution’s responsibility for advice
and the government’s responsibility for decisions

on protection.

The Commission’s charter

The reason for establishing the Commission was
to extend to all Australian industries the system,
already applying (through the Tariff Board) to
import-competing industries, of governments
receiving public advice from an independent
authority following a public inquiry.

When introducing the legislation creating it the
then Prime Minister said:

“The Commission will be a single institution,
with responsibility for advising on the assistance
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which should be given to industries in all
sectors of the economy. It will therefore be very
conscious of the need to develop a rational and
consistent approach to all industries.””

This approach was embodied in the legislation,
and reflected a bipartisan commitment to
distinguish future arrangements from those it
replaced. It was supported by the major political
parties in both houses of the Australian Parliament
and subsequently reaffirmed by successive
governments of differing political persuasions.

It provided the TAC with the charter and
independence required to ensure that its advice
to governments would be disinterested, open
to public scrutiny, and formulated from the
perspective of national welfare rather than the
needs of particular producer groups.

This involved:

Independence: The transparency agency was
created as an institution independent of both
the political process and of any industry-specific
branch of government. In explaining its role, the
Prime Minister said:

“The...Commission will ensure public scrutiny
of the process whereby governments decide
how much assistance to give to different
industries...Such a process must be independent
and impartial, and seen to be independent and
impartial...”°

In explaining why the institution would be given
authority to initiate its own inquiries, the Prime
Minister said:
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‘It is a safeguard against the indefinite
continuation of assistance to particular
industries long after it is needed. It is necessary
because structures of assistance, like some of the
activities they support, can become obsolete.™!

Its statute committed Australian governments to
seek its advice about the economy-wide effects
before acting on requests for protection. The
Prime Minister observed that this was:

‘an essential safeguard to the integrity of the
system...If some industries, particularly those
which stand to lose most from public exposure
of their claims, can avoid the process of
public inquiry the fundamental purpose of the
Commission will be frustrated.™

This bipartisan approach was put in place to
safeguard the integrity of advice and decision-
making on protection. The TAC was, however,
established as an advisory body only—with no
judicial, executive or administrative functions.

Economy-wide charter: It was given a mandate

to inquire and report on all forms of government
assistance to economic activities in all sectors
of the economy, and to evaluate these in terms
of their economy-wide effects. The legislation
establishing the IAC required it to give priority in
its recommendations to the public gains or losses
at issue for the community as a whole in changing
protection, rather than the private gains or losses
at issue for particular groups of economic agents.

The legislation also required it to research, and
report annually on, how overall developments in
the evolving structure of protection were related
to these general objectives.
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Openness: To facilitate community participation
in the advisory process, its charter required it to
hold public hearings and to make its advice to
government available in public reports.

The legislation establishing it thus drew a
distinction between the transparency agency’s
responsibility for advice and governments’
responsibility for decisions on protection. While
governments were required to seek advice from the
Commission before taking action on protection,
they were not required to act on the advice. This
preserved the autonomy of governments over
policy, while introducing transparency and an
economy-wide perspective into the advice going
forward to them.

It would, of course, be misleading to give the
impression the Commission’s analysis and advice
would always be adequate or complete. If (or
when) this was not the case, the scope for public
scrutiny included in its procedures ensured that
any blemishes would be brought to governments’
attention. That provided a powerful discipline on
its performance.

One important consequence of the arrangements
put in place for the operation of the IAC is that
the public was engaged directly in the process
by which advice on protection was formulated.
The Commission’s contribution in helping
Australian governments open domestic markets
to international competition therefore involved
more than simply raising the visibility of
particular domestic barriers to trade; it also raised
community awareness of their economy-wide
effects. Its role was to provide the information
domestic constituents (and the incumbent

national executive) needed to reduce the political
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costs of liberalising, by making the consequences
for the Australian economy more transparent.

Some lessons from Australia’s experience

Whileadvocatingadomestictransparency process
as a response to protectionism, we recognise that
it would be inappropriate to prescribe a standard
form that transparency arrangements should
take in each country. Instead, it is a matter for
each country to choose and develop its own
arrangements. There are nevertheless elements
of Australia’s experience that other countries
may also encounter when contemplating how to

structure their own transparency arrangements.

Safeguards for the operation of the
transparency process

Recognising that protection has long-term
consequences for the performance of the
economy, the Australian Parliament included two
safeguards in the legislation creating Australia’s
transparency arrangements. One gave the
transparency institution power to initiate its own
inquiries. The other committed governments to
seek its advice before changing protection.

It is worth repeating the explanation of the
then Prime Minister, when introducing these
provisions in the legislation establishing the
transparency institution (the IAC):

If some industries, particularly those which stand to
lose most from public exposure of their claims, can
avoid the process of public inquiry the fundamental

purpose of the Commission will be frustrated.™
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These safeguards, agreed by the major political
parties in both houses of the Australian
Parliament, were put in place to ensure the
transparency process would operate as a matter
of course whenever changes in protection were
in prospect—rather than only when it suited
particular  incumbent governments. They
underpinned bipartisan support for protection
reform, by providing an agreed basis for
subsequent Australian governments to account
for the consequences of policy decisions they
take during their time in office. Public confidence
in government decisions on longer-term micro-
economic policy issues, the effects of which are
felt beyond the life of the government responsible
for particular decisions, was enhanced by this

process.

Subsequent developments have confirmed
the need for those safeguards, which were
removed over time. There was, from the outset,
uncertainty about whether the provision
committing governments to seek advice from
the transparency institution before introducing
or increasing protection was legally binding.
Its contribution in underpinning Australia’s
transparency  arrangements is  therefore
uncertain. The existence of the other safeguard,
which gave the transparency institution power
to initiate its own inquiries, provided a basis for
expecting individual governments to respect the
bi-partisan commitment to seek its public advice
when contemplating changes in protection.

This power to initiate its own inquiries was
removed in 1983 after a review, commissioned by
the Minister then responsible for its operations,
recommended that it was no longer needed
because it had not been used. The review did
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not recognise that the existence of that power
provided the safeguard needed to ensure the
system operated as the Australian Parliament
intended it should. The inevitable consequences
of removing it were subsequently described by
the Minister for Industry, who had commissioned
the review and was then responsible for removing

the safeguard:

‘In Cabinet the transport minister...rejected an
inquiry into ‘his’ industry. He...appointed an
inquiry of his own. Nothing seemed to happen.
Gareth Evans as minister for resources said the
mining industry didn’t want to be inquired into.
So nothing happened there either.*

He confirmed these consequences to the then
chairman of the Commission who, following
removal of the Commission’s power to initiate
inquiries, had sought approval to conduct those
inquiries:

‘It might be desirable for industries such as
mining, sectors of transport, business sources,
etc, to be examined by the IAC, but there was
no particular ‘will’ in government, industry
or administration for this to be done...l am
personally willing to pursue the question of
further work being done in the services sector,
but do not anticipate much progress in the
immediate future.”’

Advice and decision-making on protection
consequently returned to the °‘sectoral’ or
‘industry’ focus and processes that existed before
the transparency institution was established.
Ministers responsible for each sector of the
economy made their own arrangements, with
predictable results.
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The transparency process was by-passed again
quite recently, in reviews of Australia’s most
highly protected industries—its car and clothing
and textiles industries. In establishing these
reviews, responsibility for advice was placed in
the hands of industry insiders. The industry-
centric focus of the reviews meant that the
subsequent advice and decisions reflected what
was required to ensure their survival, rather
than their contribution to national economic
welfare. The economy-wide consequences of
those decisions will emerge later—perhaps a
decade down the track—Dbeyond the life of the
government responsible for them.

The lesson from this experience is that, without
safeguards to underpin the transparency process,
governments will always be under pressure to
meet the demands of particular domestic groups
who profit from protection. Later governments,
and future Australians, will be left to deal with
the consequences. It is precisely for this reason
that the transparency process was put in place
— to provide an agreed and enduring basis for
public advice, at arm’s length from government,
about the economy-wide consequences of
changes in protection under consideration by

incumbent governments.

Ministerial responsibility for the transparency
process

The consequences of placing responsibility for
the transparency process in the hands of an
‘industry’ minister, depending on other ‘industry’
ministers to support an approach that gives the
highest priority to national economic welfare,
has been described above. Progress in pursuing
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that objective was subsequently restored when
ministerial responsibility was transferred to
the Treasurer—an ‘industry-neutral’ minister,
with economy-wide responsibility for domestic
economic policy. The then Treasurer established
a forward program of inquiries for the
Commission—one part of the program dealt
with protection; the focus of the second was on
other major impediments to improved national
efficiency. The move from an ‘industry’ minister
(responsible for the manufacturing sector) to
the Treasurer thus restored an economy-wide
perspective to protection policy. But, without
the safeguards that had underpinned the agreed
transparency arrangements, the public discipline
of receiving advice from the transparency
institution before changing protection could be
sidelined by any government wishing to do so.
That was confirmed by the recent reviews of the
car industry and clothing and textiles.

A Work In Progress

Another important lesson from Australia’s
experience is that opening domestic markets
to international competition, like the
transparency procedures underpinning
community understanding and acceptance
of it, is an ongoing and evolving work in
progress. This is reflected in the developments
leading to the expanding remit, over time, of
Australia’s transparency institution. The Tariff
Board focused entirely on frontier forms of
protection, principally for the manufacturing
sector, and without guidelines that enabled
it to report on the economy-wide effects of
changing protection. Near the end of its life,

in 1973, a one-off 25 per cent reduction in
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tariffs was initiated outside the Tariff Board
system without any systematic understanding
(within government or the community) of its
economy-wide consequences. The outcome
demonstrates the crucial role of transparency
in enhancing public understanding and
confidence in decisions to reduce domestic
trade barriers.

There can be little doubt that this action set
back public acceptance of protection reform in
Australia. It followed a report prepared secretly,
with no public input. That did not fit the Tariff
Board model, of an open inquiry system as the
basis for public advice on changing protection.
And it created public uncertainty about how
reform would be conducted in future. Reflecting
that uncertainty, and in response to pressure
from those who stood to lose most from the
action, the government quarantined Australia’s
most highly protected industries from the
general reduction. While the 25 per cent cut in
tariffs lowered the general level of protection,
the government’s subsequent action (again taken
without knowledge of its likely economy-wide
effects) increased the disparity in the structure
of domestic protection. This greatly reduced the
potential national benefits.

Following that experience the statute creating
the Industries  Assistance  Commission
extended its remit to include all forms of
assistance to all industries in all sectors of
the economy, and required it to report on the
economy-wide effects of its recommendations.
The Productivity Commission’s work has been
further extended to cover structural reform
issues across all sectors of the economy,
including regulatory impediments to domestic
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efficiency—an area of special relevance in
opening world markets for services. The
progression in the scope of Australia’s
transparency function evolved from an initial
preoccupation with border protection, and
one sector of the economy, to now cover all
impediments to international competition
(and improved domestic efficiency) throughout
the economy. In the absence of the safeguards
introduced at the outset, however, progress
now depends on the preparedness of particular
governments to expose its decision-making to
public scrutiny and to seek independent advice
about the future economy-wide consequences
of changes in protection they have under

consideration.

Public awareness and interest in the issues
involved in protection

Before the Tariff Board began to question the
then prevailing orthodoxy, in the mid-sixties,
most Australians had only a passing interest in
the dry arguments involved in discussions about
protection and trade policy. Australians found it
easy to accept that lowering domestic barriers to
international competition simply hurt protected
Australian producers for the benefit of foreigners.
That view was supported by a matching, and
equally erroneous, view that trade negotiations
provide an opportunity to win access to external
markets while giving away as little as possible at
home. Competent economic journalism played
a major role in helping turn those popular
perceptions on their head, and in exposing
the spin generated by both private and official
interests opposing any change to the established
‘needs-based’ approach to protection policy.
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The positive contribution to reform, and the
enhanced policy transparency that resulted,
is dramatically illustrated by how the struggle
throughout the 1960s (between the Tariff Board
and the protectionist Minister for Trade) finally

played out.*
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From: Rachael Bowie (MIN) [mailto:Rachael.Bowie@parliament.govt.nz]
Sent: Wednesday, 16 September 2009 12:34 PM
Subject: PR: Tim Groser - Minister welcomes Australian business initiative on protectionism

Hon Tim Groser
Minister of Trade

16 September 2009 Media Statement

Minister welcomes Australian business initiative
on protectionism

Trade Minister Tim Groser today welcomed an Australian initiative to lobby the G20
leaders to focus more on the domestic sources of pressure for protectionist policies. A
recent policy paper by the Sydney-based Lowy Institute, Message to the G20:
Defeating Protectionism Begins at Home, has been circulated to all G20 participants.

“While this is probably subject matter for a future WTO Round, | welcome the focus
suggested on the domestic sources of protectionism.

“Keeping markets open in difficult economic times is essential if we are to recover
quickly from the current global economic downturn, and the Lowy Institute paper
usefully reminds policy makers of the potential costs of protectionist policies.

“There is real value in encouraging countries to establish domestic transparency
agencies to assess the economy-wide costs of subsidy and protection policies. Long
term, | hope this issue will be placed on the multilateral negotiations agenda.

“This is a topic New Zealand has championed since the GATT Uruguay Round and we
will, I am sure, continue to champion it in the future.

“l commend the work that Federated Farmers, New Zealand Chambers of Commerce,
and the Business Roundtable have done to support this Australian initiative and to
support the Lowy Institute publication.

“This is a great example of the collaborative spirit between businesses on both sides of

the Tasman that was so evident in Sydney at the recent Australia-New Zealand
Leadership forum,” Mr Groser said.

ENDS
Media contact: Rachael Bowie 04 817 8268 or 021 242 8268

14



Attachment 4

Note: This Attachment is available at:—
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FEDERATED Business
FARMERS MOTING -

OF NEW IZTEALAND

NEW ZEALAND

CHAM ' " ERS OF COMMERCE

Business Vitality

EMBARGOED UNTIL 1.00 AM MONDAY 7 SEPTEMBER 2009

NEW ZEALAND BUSINESS ORGANISATIONS SUPPORT MESSAGE
TO G20 ON PROTECTIONISM

The heads of three New Zealand business organisations have lent their support to
an Australian initiative asking G20 leaders to focus on domestic sources of
pressure for protectionist policies.

The initiative is a Policy Brief by the Sydney-based Lowy Institute for International
Policy entitled Message to the G20: Defeating Protectionism Begins at Home. The
paper has been delivered to each of the G20 ambassadors in Canberra with a
request to pass it on for their governments’ consideration prior to the meeting of
leaders of the G20 group of major countries in Pittsburgh on 24 September 2009.

Conor English (Federated Farmers), Roger Kerr (New Zealand Business
Roundtable) and Charles Finny (New Zealand Chambers of Commerce) said that
protectionist trade policies had been a longstanding problem for New Zealand.
The recent global financial crisis and recession had given rise to new protectionist
measures, despite G20 leaders’ commitment to avoid them.

“Fresh approaches are needed to bring home to politicians and voters that policies
that protect some domestic industries come at a cost to consumers and the wider
community”, they said.

“Initiatives such as the WTO Doha Round need to be supported by a recognition
that protectionism doesn’t just harm other countries but also — indeed principally —
the country imposing the barriers to trade.”

The Policy Brief urges governments to sponsor domestic ‘transparency’
arrangements to provide public advice about the economy-wide costs of domestic
protection.

An example of such an institutional arrangement is the Australian Productivity
Commission. Beginning as a Tariff Board, its work over the years has done much
to raise public understanding of the costs of protectionist policies, and these
benefits have spilled over to New Zealand.

“Business organisations in New Zealand strongly support the govemment’s aim of
exploring ways of establishing a more formal New Zealand link with the
Productivity Commission”, Messrs English, Kerr and Finny said.
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Australian Trade Scholars Offer Perfect Cure for ‘Protectionitis’

Posted By Daniel lkenson On September 17, 2009 @ 12:00 pm In International
Economics and Development, Trade and Immigration

Earlier this month, the Lowy Institute [2] in Australia published a paper [1]
offering some very sound and, obviously, very timely advice about how to
contain, and ultimately, eradicate protectionism. The paper is being circulated
among the G20 delegations, who will undoubtedly discuss the topic of trade and
protectionism in Pittsburgh next week. So for those of you interested in getting a
sense of what will probably be the single best idea on (or at least near) the table
at the G20 summit, | highly recommend this 20-pager.

The solution proposed by the authors boils down to a two-word phrase:
“‘Domestic Transparency.” What is meant by that phrase is that “defeating
protectionism begins at home.” And by that slogan, the authors mean that the
key to reducing, and ultimately eliminating, protectionism is not external
pressure from other countries, mercantilist trade negotiations, or filing trade
complaints at the WTO, but rather greater awareness at home of the real costs
of protectionism. | couldn’t agree more. (In fact better transparency is one of our
recommendations in this [3] paper).

When governments impose trade barriers at the behest of special interests,
they usually justify that protectionism with diversionary rhetoric concerning
some vague conception of the “national interest,” and the imperative of
shielding domestic business from unfair competition and other vagaries of the
globalized economy. That the protectionist measure itself—the product of
special interests diverting productive resources from economic to political
ends—forces involuntary and usually unknowing subsidization of those
protection-seekers by the same citizens at large who are expected to buy into
the national interest canard is a detail about which most people remain in the
dark.

The central theme of the Lowy paper is that once people become informed
about the costs of protectionism, not only to the broader economy, but in terms
of what it means for their own personal budgets, politicians and lobbyists will
find it much more difficult to concoct protectionist schemes.

That this paper is written by Australians is no accident. The Aussies have
experience and credibility implementing a successful domestic transparency
regime, which entailed the establishment of an independent authority
(independent from the levers of government and business) to provide advice to
governments that is “disinterested, open to public scrutiny, and formulated from
the perspective of national welfare rather than the needs of particular producer
groups.” The establishment of that agency (oddly named the “Industries
Assistance Commission”—one of the authors, Bill Carmichael, is the former
Chairman of the IAC) in 1974 and its successor agency (also oddly named the
“Productivity Commission”) are widely credited with exposing the costs of
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protectionism to Australians, who subsequently supported dramatic waves of
trade liberalization and have since been skeptical of efforts of industries to
secure protection.

In this country, the U.S. International Trade Commission is an agency with a
stable of economists that measures the welfare effects of trade liberalization
and protectionism. While it may have the resources to conduct the analyses, it
doesn’t have the independence. Regrettably, ITC studies are often subject to
the whims of politics, particularly when the objectivity and facts in their reports
don’t comport with politicians’ “expectations.” We need something similar to
Australia’s domestic transparency institution in the United States, and in other

countries, too.

G20 members should seriously consider the proposal in this excellent Lowy
paper [1].

URLs in this post:
[1] http://www.lowyinstitute.org/Publication.asp?pid=1115
[2] Lowy Institute: http://www.lowyinstitute.org/

[3] http://www.freetrade.org/node/941
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AN EMERGING CONSENSUS

The following selection of comments reflect a growing awareness, dating from
the early 1980’s, that progress through multilateral trade negotiations depends
on reducing the power special interest groups exercise over national negotiating
strategies. Their negative influence is dramatically evident in the present state
of the Doha Round. The role of the domestic transparency procedures we
propose is to reduce their negative influence over national preparations for
future trade negotiations.

RECOGNISING THE PROBLEM

A.W.Clausen,as President of the World Bank, in 1982:

‘We need to overcome a fundamental weakness in decision-making about
trade. National and international procedures for making decisions about trade
are one-sidedly sensitive to interest groups that stand to lose from international
competition...This bias in decision-making has resulted in a history of trade
negotiations in which countries have usually acted as if reducing barriers to
imports were a “concession” to be ceded only if other countries were willing to
swap equivalent “concessions.”

GATT Secretariat, in 1983 :

‘It was the original purpose of the GATT...to strengthen governments against
the particularist pressures emanating from national economies. This purpose
has almost been lost; a new joint initiative is needed to retrieve it.’ [International
Trade 1982-83 ]

Arthur Dunkel, as the Director-General of the GATT, in 1983 :

‘Pious declarations against protectionism are not enough....National.trade
policies are the cumulative effect of many specific decisions, involving particular
domestic interests. There is a great risk, at times when protectionist pressures
are so strong, of national policies shifting to protectionism.” [ GATT Press
Release, 9 June 1983
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Developing Countries, in 1987:

‘Since the birth of GATT there have been a number of negotiating rounds that
have dramatically reduced the level of tariff rates in the major industrial
countries...It is generally agreed that tariffs do not constitute a significant barrier
to imports into the OECD countries. As tariffs have come down, other
restrictions on imports have appeared... There seems to be a movement
towards less visible protectionist measures...[UNCTAD Secretariat report to
UNCTAD V11]

Leon Brittan, Vice President of the European Union, in 1988 :

‘The greatest challenge is to pursue...multilateral liberalisation in the face of
domestic pressures in the opposite direction. | think we have to recognise that
support for trade liberalisation is not automatic in Australia or Europe. We need
to make the case. And it needs to be made again, again and again. [ in The
Australian, 24 June 1988]

President of the National Farmers Federation, in 1998 :

‘The long term future of Australian agriculture will be determined more
by....reform of the international trading system than any other single issue’, [in
The Australian, 20 May 1988]

Peter Sutherland, Director-General of the WTO from 1993-1995:

‘There is a side to the WTO that leaves in the hands of governments many tools
of trade protection...There is no shortage of escape routes from international
competition...In the end it all comes down to politics’ [in The Australian, 18
March 2002]

The IMF, in its review of the Uruguay Round, in 1994 :

‘As conventional trade barriers (tariffs, QR’s) are lowered, attention is shifting to
domestic policy instruments (subsidies, regulations) as a source of trade friction
between countries.’ [International Monetary Fund, 1994, Washington ]

22



Deputy US Trade Representative Richard Fisher, in1999 :

‘...if trade negotiations proceed in secrecy, if the WTO is unacceptable to the
public, then we can expect tariffs to grow and support for open trade to erode..’
[in The Australian, June 29, 1999 ]

David de Ferranti, World Bank Vice President, in 2004 :

‘Trade negotiations operate in a rather strange, "Alice in Wonderland" world, in
which market-opening measures, that could yield major positive results for the
great majority of a country's own citizens, are viewed as "concessions" on that
country's part to its trading partners. Perhaps these mercantilist rituals are an
inevitable feature of the negotiator's world, and they certainly give recognition to
the political price a country may have to pay to overcome the resistance of
specific domestic interest groups.’ [March 22, 2004 ]

Peter Lloyd, at the Australian Conference of Economists, 2005 :

‘The way we are set up at the moment we have the Government discussing
trade behind closed doors, and the public finding out about the issues
later...Public awareness and debate is crucial, but so is impartial advice...We
need people to be involved in the analysis of trade policy who are disinterested,
who are technically competent, and who can provide advice that is utterly
transparent’. [Media Release, 27 September 2005]

The NSW Chamber of Manufactures, after the Uruguay Round :

‘The multilateral approach to tariff reduction...has been accompanied by a
simultaneous increase in non-tariff trade barriers...While these protectionist
policies are directly detrimental to Australian agriculture, they should not eclipse
the problems that Australian manufacturing confronts with non-tariff trade
barriers in the development of new export markets. If the Australian
Government fails to address these issues, it will mean the loss of potential
markets to the growing influence of the world’s various trading blocks and
bilateral trade partnerships.” [NSW Chamber of Manufactures, 1992 ]
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The Business Council of Australia, in 1992 :

‘The world trading system, post the Uruguay Round, will need to be
strengthened against new forms of protection which are likely to grow to
circumvent GATT rules and .agreements. This would be a continuation of a
trend which emerged in the 1970’s through which countries resorted to a range
of non-tariff and often disguised protective devices to circumvent GATT rules.
Whilst these non-tariff barriers are under assault in the Uruguay Round, the
likelihood of a re-emergence of new forms of protection needs to be
acknowledged.’..[Business Council of Australia, National Trade and Investment
Strategy, p.6, June 1992 ]

NSW Farmers Association, in 1995:

“Australia is now in danger of locking itself into yesterday’s approach to trade
reform... Governments can get up to all kinds of games in cheating on rules to
protect domestic political interests...Australia provides a classic example of how
domestic transparency can change the debate on industry protection...A public
informed of the costs and benefits of trade intervention by government will
create the countervailing domestic political pressures to prevent backsliding”
[NSW Farmers, The Primary Report, 29 November 1995 |

IDENTIFYING THE SOLUTION

OECD, in 1984 :

‘Member countries should encourage independent analysis of their trade policy
measures. Where independent bodies for the review of such measures
exist...consumer representatives should be given an opportunity to express
their views in the proceedings of such bodies.” [Improving the Basis for Trade
Policy Decisions, Paris, May 1984 ]
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Leutwiler Report,in 1985 :

‘At present the GATT system is not adequately discharging ... its ultimate
function: to provide help to governments in withstanding...pressures from
special interests. A major reason why things have gone wrong with the trading
system is that trade policy actions have often escaped scrutiny at the national
level...Clearer analysis and greater openness in the making of trade policy are
badly needed....In each country, the making of trade policy should be brought
into the open....Public support for open trade policies should be fostered’ [Fritz
Leutwiler et al , Trade Policies for a Better Future , GATT Secretariat]

Long Report, in 1987

An... ingredient to make it possible for governments to act against the
protection they have themselves introduced is greater public awareness within
protected countries of the domestic costs of protection and subsidies’ [Olivier
Long et al : Public Scrutiny of Protection : a report on policy transparency and
trade liberalisation, Trade Policy Research Centre, London ]

NSW Farmers’ Association, in 1987 :

‘The protectionist mess that is world agricultural trade, has arisen because
national governments have been incapable of resisting domestic pressures
despite the existence of multilateral agreements. The key to a breakthrough will
not come through national governments suddenly discovering the courage to
impose international agreements on greedy sectional interests in their own
economies. Rather it will come as a result of anti-protection pressure built up
within each nation that can then be transferred to international forums...This is
known as blowing up the fort from the inside and is a strategy which the
Australian Government should now be adopting as its number one priority... The
world trade crisis is really a crisis in domestic protection policies and needs to
be addressed as such.’ [The Primary Report, January 1987 ]

Developing Countries, in UNCTAD :

‘Governments should consider as part of the fight against protectionism...the
establishment of transparency mechanisms at the national level to evaluate
protectionist measures...and the implications of such measures for the
domestic economy as a whole....The ultimate aim of national transparency
mechanisms.. is to generate information about, and to promote wider domestic
understanding of, the economy-wide effects of protection in all its forms’
[UNCTAD V11, 1992 ]
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The IMF, following its review of the Uruguay Round :

‘Governments can play a key role in helping to tip the balance of political forces
in favour of trade liberalisation. They can do so, in part, by helping to lift the veil
of complexity that often conceals the net social costs associated with
protectionist trade policies. Mobilising political support for liberal trade can be
facilitated by systematically exposing the implications of trade measures (which
at times are effectively buried in the esoterica of trade legislation ) and
evaluating the associated costs for the economy as a whole.’[ IMF 1994 ]

Australian Prime Minister, Hon Bob Hawke, in 1985 :

‘An essential requirement...is for trade policy to be seen...less exclusively as
the subject of international negotiations...We have to break loose from the
notion, inherent in the negotiating framework, that one’s own trade liberalisation
is a concession granted to others. A thorough and committed process...of
review...of national policies bearing on trade would help place short-term
sectional interests in their proper perspective...The educative process on the
costs of protection must..come..predominantly from within.” [4 February, 1985 ]

Australian Prime Minister, Hon John Howard, in 2003 :

‘The dynamic supporting trade liberalisation in democracies will only succeed if
communities in each country believe that it is in their interests to
liberalise.....Because of the government’s belief in the robustness and
transparency of the Australian institutional framework, we have regularly
advocated the Productivity Commission as a model for other countries to adopt.
If other countries could adopt similar transparent institutional responses, public
opinion would be better informed on the cost of trade barriers, and support
would be built for good policies in broader areas of industry protection.’ [Letters
to Garnaut and Carmichael, 29 May 2003]
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