S SPARK AND CANNON

Telephone:
Adelaide
TRANSCRIPT Melbhourne
Pert
OF PROCEEDINGS Sydney

(08) 8212-3699
(03) 9670-6989
(08) 9325-4577
(02) 9211-4077

PRODUCTIVITY COMMISSION

REVIEW OF AUSTRALIA’S GENERAL TARIFF ARRANGEMENTS

MR M.C. WOODS, Commissioner

TRANSCRIPT OF PROCEEDINGS

AT SYDNEY ON THURSDAY, 27 JANUARY 2000, AT 9.02 AM

Continued from 21/1/00 in Canberra

Tariff 131
ta270100.doc



MR WOODS: Good morning, and welcome to the resumption of the public hearings for the
Productivity Commission’s Review of Australia's Genera Tariff Arrangements. My name s
Michagl Woods and I’'m a commissioner for the inquiry.

The purpose of the hearings is to give interested parties the opportunity to discuss their
views and their submissions on the public record. Thiswill help usin assessing the costs and
benefits to Australian consumers, industries and their employees and the general community of
areduction of all general tariff rates under review.

We will be releasing a draft report for public consideration in May and a further round of
public hearings will be held after people have had time to examine that report. Reactionsto
the report will be taken into account in the preparation of a final report which we are due to
deliver to government in late July. Copies of the draft and final reports will be circulated to all
those who have made submissions, appeared at the inquiry, and otherwise expressed an
interest.

A transcript of hearings is made to provide arecord of discussions. Transcripts and non-
confidential submissionsto the inquiry are public documents and can be viewed at the
commission’s offices; also at public libraries in capital cities or purchased, and order forms are
available today. Alternatively, submissions and transcripts can be viewed on and downloaded
from our Web site.

Our first witness today is from Mayne Logistics E.A. Rocke. Could you please state
your name and the capacity in which you are presenting evidence today.

MR DAVEY: My nameis Colin Hugh Davey. I’'m atariff consultant with Mayne Logistics
E.A Rocke. | have presented a submission of my own dealing with certain aspects of the
inquiry and would like to address that as well as speak on behalf of one of our major clients,
Volvo Truck Australia, on the potential impact of areview on their situation.

MR WOODS: Thank you, Mr Davey. Would you like to speak briefly to your submission?

MR DAVEY: Yes, thank you. Firstly, | would like to thank the commission for the
opportunity to provide information on these specific aspects of the inquiry. Inmy roleasa
customs consultant the terms of the inquiry raise two major issues for me and for our clients
which will almost certainly impact upon certain categories of the importing community. The
two issues | speak of are (a) the possible abolition of the policy by-law system, and | interpret
the policy by-law system as covering items 45, 46 and 56. That’s equipment for resource
processing, etcetera.

The second issue is the effect of the total genera tariff reduction on those industries that

currently survive because of specia duty-free concessions in respect of their imports, and it’sin
respect of category B that | address the one issue in relation to Volvo Truck Australia.
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Under item A, the policy by-law, the major groups which will be affected by any
abolition of the policy by-laws are naturaly the major project proponents. | understand the
overal intention and the impact that a general tariff reduction would have. There are alot of
duty-free tariff items and a reduction from the current 5 per cent to 3 per cent would no doubt
bring in an average duty rate on imports of considerably below three, and probably in the
vicinity of one or one and a half.

However, in dealing with the projects that | have been involved in in the last five to six
years, even aduty impost of one and a half would be significant, and from experience | believe
that the mgjority of the equipment imported by these projects would be more likely to attract
the reduced duty rate rather than come out with the average, or be eligible for duty-free tariff
items. | have only been able to find one or two major duty-free tariff items for significant
pieces of equipment in projects, which means that in al past projects the normal duty that
would apply would have been the general rate, currently the 5 per cent.

It must also be taken into account that when the mgjor project people assess duty on
their imports they don't look at the general rate of five. They are well aware of the current
tariff concession system, and if the goods are not available from the local manufacturer thereis
the opportunity to reduce that 5 per cent to 3 per cent. So when calculating duty impost on a
major project situation they invariably look at something either at round about 3 per cent or
maybe 3.5 to take into account some of the items that may attract five. They could get some
equipment which is not €eligible for tariff concession on which they have to pay the higher rate.
But they certainly in the past - in my experience they haven't allowed a4 or 5 per cent duty
impost as being the amount they would attract if they went ahead with the project in Australia.

| also know that on two occasions - |'ve been involved with seven projects and | know
on two the duty element was a big consideration. | won't say the only consideration because
that would be totally wrong, but it was certainly a big consideration as to whether or not those
projects did proceed in Australia.

Under item B the commission would be aware that |'ve been authorised by the Volvo
Truck Australiafactory at Wacol in Brisbane to make comment and to seek clarification on the
extent of the commission inquiry in respect of their particular situation. Volvo currently have
the ability to import truck components under what is termed the original equipment by-law,
being item 41B in schedule 4 of the customs tariff. This allows them to bring the mgjority of
their imports in duty-free, provided they use them to assemble original equipment trucksin
Australia.

There are some exclusionsto the 41B by-law which attract 5 per cent, but on avalue of
componentry worth approximately 100,000 Volvo would normally pay some hundreds of
dollarsin import duty. We do the drawbacks for Volvo and drawbacks average between 3 and
4 hundred dollars per truck. So the amount of duty that is collected is very small, and hence if
the general rate reduced from 5 to say 3 per cent, once again the amount of saving that Volvo
would get as aresult of that general tariff
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reduction would be aimost negligible.

Their concernis, as opposed to that, there are competitors who are the completely built-
up unit importers who have been required to pay duty at the general rate for many years which
is progressively reduced, and Volvo have had to adjust to take into account that reduction. A
reduction of say 2 per cent from five in the general rate to possibly three would see these
people save severa thousand dollars on an imported unit.

As| have been instructed by Volvo, the margin of that several thousand dollars could be
significant enough to mean a closure of the Wacol factory. They have undergone avery
stringent cost-cutting program over the last few yearsto survive. They don't believe that they
could survive much more.

| understand that my two issues are only a very small part of the inquiry. | have been
fortunate enough to have attended overseas and international conferences on tariffs where the
people from the World Trade Organisation have put forward their views. | understand the way
that many countries around the world are looking at tariff reductions. | do believe that
Australiais a step ahead of most countries in their tariff reductions, and my personal opinion,
as| stated in my submission, | think afurther tariff reduction in this point in time - | don't
believe that isthe way to go, but that’s my personal opinion and there are alot of things to be
discussed at the commission that no doubt you people will consider.

MR WOODS: Thank you very much. Interms of the specifics such asthe 41B issue we
take Volvao’s concerns on board and we will look closely at the submission and its dealing on
that matter.

If | could turn particularly to your experience in this industry though and to draw on that
to assist the commission in its broader considerations. Y ou just then reiterated a point made in
your submission about retaining the current status quo in respect of duty rates at this point in
time. How would you align afurther reduction in our general tariff rate with reductionsin
rates by those of our trading partners? Would you attempt to do it on some form of country-
by-country basis, in which case are you possibly breaching the most favoured nation status
principle? Would you try and do it on aindustry basis? Would you look to forming some
view about average tariffs across our trading partners and when they've got to a next lowest
point that we can reduce further? | mean, | don't understand the implementation of the
process. | understand the principle of reciprocity that you're discussing, but | can't easily
envisage how that would work in practice.

MR DAVEY: Yes, it'svery difficult, and | don't claim to be an expert in these matters.
There'salot of other people who would have greater experience in trade negotiations and
where were heading on aworldwide basis. From a consultant’s perspective and from an
industry perspective, speaking with the people in this particular industry, you get the general
impression that Australia seems to be a couple of paces ahead of the other countriesin its
program to reduce tariffs and achieve a
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free trade situation.

Y ou hear the comments about the recent lamb situation in America, and the question was
asked of me if the USA isamember of the World Trade Organisation isn't it one of the rules of
the World Trade Organisation that you can't increase tariffs, and if so, how can a country
increase tariffs? It seemsthat other countries do protect specific industries. They do ether
bend the rules or step outside the rules. There doesn't seem to be anything which can stop
them from doing that apart from diplomatic negotiations, and on that level | have never been
party to it. But | do believe that one of the points you raised, the possibility that before we
move into the next phase of reduction we look at how far down our trading partners have
come, and maybe take that into consideration before implementing the next stage - that may be
one way of looking at it.

Also industry-specific - you know, as I've just pointed out with Volvo, there are
industries that general tariff reductions can impact upon in their opinion quite dramatically, but
at the same time I've been around long enough to know if you start getting industry-specific
you start creating a monster which is very difficult to administer. So yes, it’s a difficult
guestion. | don't know what would be the best way, but we do seem to be alittle bit out of
step and in front of most other countries.

MR WOODS: | guessthe next consideration in that issue then is are there any benefitsto
Australiain terms of businesses using imported inputs - and Australian consumers - from the
program of tariff reduction that we've had to date, and do you have any views on that?

MR DAVEY: Certainly the tariff reductions which have applied to many sectors of the
business inputs - | believe over the years without them there would have been many more
industries unable to survive. You go from one extreme situation to the other - the huge tariffs
that were and till are on textile, clothing and footwear. To my mind certainly the tariff
reductions in that area have brought about reform. There have been some casualties, but there
have also been alot of companies that have risen to the occasion and have imported
state-of-the-art equipment, have changed their procedures and have survived and become more
competitive. Whether they can continue to be competitive in aworld market with our high
labour costs here in Australia by further reductions in tariff remains to be seen. Once again, |
think the further reductions in tariff will see a combination of some companies surviving - they
will adapt and they will become more competitive - and others will go to the wall.

MR WOODS: Doesthat increased competitiveness have spillover benefits to other
industries in the Australian economy and to consumers?

MR DAVEY: It certainly would have benefits to certain sectors, yes.

MR WOODS: $Sol guessthe question before usis: isthat next and last 5 per cent the most
crucia point in the process of reform or isit a continuation of the reform?
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MR DAVEY: | think, asyou say, it'sthe last major step. From thereon in there will certainly
be other factors that manufacturers in Australia will have to address. Y ou know, there’'s more
and more emphasis these days on the community protection aspects of making sure that the
safety requirements are met and they don't contravene the commerce infringements and trade
practices and all this sort of thing. But yes, | do think that the final 5 per cent - in reading the
issues paper | got the impression that what is probably the preferred option - or the fact that a
preferred option will be put through, and in reading between the lines | came to the assumption
that a possible reduction of maybe 2 per cent might be the preferred option, but from your
comments about the final reduction of five | take it that you're looking at the possihility of total
abolition of tariff.

MR WOODS: At this stage we're collecting information and don't have a preferred view, but
I’m just exploring options which include a phased reduction or a one-off reduction to zero or
maintenance of the status quo. | mean, they're al within your - - -

MR DAVEY: | think a one-off reduction to zero would only increase the concerns that |'ve
expressed with alot of industries here. There are those industries and certainly they're getting
less and less, but there are other industries that would rely heavily on the tariff concession.
Even the 3 per cent would be a crucial factor in their production here in Australia, and the
abolition of that three to atotal duty-free does bring into play those two thingsthat | have said:
(1) it makes it much more difficult, and (2) the competitors who are not paying duty on other
products have that added advantage.

MR WOODS: Thank you. Interms of some data that might assist us in understanding the
implication of some of the schemes, you mention under the item 50 heading on page 2 of the
Mayne Logistics E.A. Rocke submission the high monetary cost of preparing, pursuing and
administering individual item 50 applications, and then you refer to that more specifically a
little further on in your submission. Isthere information that you can put before this inquiry
either today or in subsequent follow-up correspondence that would help us understand the
magnitude of the administrative costs involved?

MR DAVEY: Wiaéll, taking an actual tariff concession and an application as to how you
approach it - and okay, | speak now asif | was an importer. | want to import a piece of
equipment and from my knowledge of the local Australian industry | don't believe | can
purchase that piece of equipment from locally produced - here in Australia. | would then have
to take into consideration - and bearing in mind that there is only a 2 per cent duty saving on
most instances from the general tariff. That's assuming that the goods would attract five -
there’s only a 2 per cent duty saving under the genera tariff. Naturally anything short of
$100,000 in value, which would give you a couple of thousand dollars rebate, is not even
worth looking at.

As amatter of fact, the 100,000 is probably the very very bottom line. Most companies
would look at maybe 500,000 as what they would have to import and pay -
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the value of the actual piece of equipment - before they would consider tariff concession.
MR WOODS: That's afigure drawn from your experience as being a useful criteria?

MR DAVEY: Yes, | recommend to our clientsto actually lodge and process a tariff
concession - the amount of time - and by the time you research and you do what is required
under the system, unless you're getting back in excess of $2000 you're not going to get much
for your return and you run the risk that you could spend several thousand dollars and achieve
nothing because the tariff concession isrefused. So it's got to be worth the effort.

MR WOODS:. That's been helpful. Thank you.

MR DAVEY: You arethen required to research the extent of the local manufacturer
capability which is difficult at times. There are some publications, but it is difficult, and Bob
would understand the processes in this. Having researched that you then have to prepare your
application. The wording of the application is very important because customs require a
wording which is not product-specific, it’s to be generic, but if you go to generic you run into a
situation where you describe it in a way that people do not appreciate the magnitude of the
range that the equipment is needed to encompass, and therefore you get alot of objectors who
would throw up their hands saying they can supply, only to realise afterwards and
acknowledge that had they been told and had a certain range of specifications they couldn’t
have met those specifications. So it's abit of atask to be generic in your description and at the
same time not be product-specific.

Having lodged that then the application does get gazetted. I'm not sure if you're aware
of the process, but the local manufacturers have 50 days in which to raise objections, and then
if the application is accepted it is approved and you can utilise it in importation. Inthe
majority of instances - or | suppose not the mgjority, but in a number of instances during that
period you will get objections from local manufacturers which requires you going back to
address them specifically to determine the extent of their capabilities and manufacture to try
and negotiate a change of wording which still gives you the tariff concession but doesn't cut
across their range of goods.

Added to that the actual system itsdlf is very interpretative, and on numerous occasions
cases are taken to the AAT. So if customs refuse it and the client is not prepared to accept
that substitutable goods are able to be produced in the normal course of business by the local
manufacturer then they will take the casg, if there's enough involved, to the AAT. So it causes
alot of work both for customs and for the importers. In my opinion we have addressed a lot
of other risk assessment areas in different ways. | believe if people sat round the table and
looked at it and there was an industry meeting with various government departments I’'m sure
we could come up with a simpler way of administering the tariff concession system.
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MR WOODS: If one of your clients was so prepared to put before us a case history of an
example of preparing atariff concession request indicating the sorts of costs that were involved
from their side, including, no doubt, consultancies and other things, that would be most helpful
to ustoo.

MR DAVEY: Certainly there are severa clientsthat | can approach. They will probably
request me to do all the preparatory work.

MR WOODS: I'll leave that between you and them.
MR DAVEY: But yes, I'm pretty surel could put that before the commission.

MR WOODS: That would be most helpful. One option that you referred to would be to
switch the onus of proof from the importer to local manufacturers which strikes me as similar
to a scheme that applied back in the early 90s.

MR DAVEY: Yes

MR WOODS: | think the outcome of areview at that point was to the effect that local
manufacturers were undergoing considerable cost to demonstrate their capacity, but only one
of them would have the opportunity to recoup if in fact they were successful in winning the
order, or none of them would recoup if the order still continued to be placed overseas. Do you
have any comment on why you would prefer to see that system in effect reinstated versus the
importer bearing the cost?

MR DAVEY: Yes. Quitefrankly, in my opinion, Mike, | would prefer to see the tariff
concession go completely. | think it istoo interpretative, and a reduction in duty from five to
three would see the abolition of it and it would obviate al these problems. If, however, atariff
concession did remain, yes, in the case of the cost of the local manufacturer versus the
importer - over the years the changes that have been brought in - and you are correct when you
say that years ago the local manufacturers - there were many issues they had to address in
raising objections, etcetera, and there is only one person who can win the contract, and to be
perfectly honest, | think in probably greater than 50 per cent of instances when tariff
concessions are applied for the goods are basically not so much ordered, but it'sin the
importer's mind that he doesn't believe he can get them in Australia anyway, and he's going to
go overseas. He's got to reach that conclusion before he lodges it anyway, because, you know,
he’'s not going to lodge it just as aflier to seeif he can get a couple of per cent duty savings.

S0 yes, there's very little chance of the local manufacturer getting in on the act. It'sa
matter of proving that he can't make it, and at this point in time the way the systemis set up, as
| said in my submission, you actually do the research, and these days there is only one
organisation which is accepted by the government and customs as the organisation who is
prescribed under the act, and that is the Industrial Supplies Office.
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To utilise the services of the Industrial Supplies Office - if you are utilisng their services
in aproject and you approach them long before any goods are ordered overseas you can obtain
the services either free of cost or a a negotiated price which is reasonable. If you utilise the
services of the | SO in which to research a particular submission and after the goods have been
ordered or committed overseas, then you are going to have to pay afee, and the feeis
normally quite considerable - several thousands of dollars - more than the actual cost of
lodging an application in many instances to actually obtain confirmation as to the capability of
local manufacturers.

Having done al that and having paid that money up-front | have to tell the importers that
even though they've sent all this money and the | SO may have come back and said they do not
believe there is alocal manufacturer, it gets gazetted, and any one of a dozen other local
manufacturers can then throw up their hands and you have the added process of having to go
through the steps of refining the application or withdrawing it or whatever because of these
local manufacturer capahilities.

Now, | just feel that the two steps that have to be faced - local manufacturers | believe
have come along way from the times when the old system was in. Most local manufacturers
in those days didn't subscribe to the Commonwealth Gazette, they didn't read them, they didn't
pay agreat deal of attention to imported goods unless they were contacted by somebody who
was going to bring themin.

| have a number of companies these days that are importers - sorry, local manufacturers
in Australia - who request me to scan the gazettes for them and keep them apprised of any
equipment that they think they may be able to produce in their own factory. There are two
reasons. one may be to raise objections on tariff concessions and a second reason, and just as
valid, isto monitor the trend and see where people are going and what equipment is required
and, if necessary, adapt to that equipment. Maybe they can't make it for this time and they
won't object, but they certainly will look at if they have the capability to make it the next time.

So | think local manufacturers are more aware these days of what is required, and | don't
know whether or not reverting to the old system would be as dramatic as what it was in the old
days or whether they would be able to cope with it alittle bit more. My idea of that, as| say,
isit was only because of the fact that if the tariff concession systemis retained then maybe that
should be looked at as a possibility and spread the costs a little bit more.

MR WOODS: Yes, | understand. You do make several comments about the Industrial
Supplies Office system and the fact that they are involved at both stages of the process, at both
the search stage, and if so requested, also at the second stage.

MR DAVEY: Yes.

MR WOODS: We have drawn your submission to the attention of ISONET and have asked
them for their reaction, and should they do so, of course, that would be
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available as public evidence, and you may wish to comment further. But apart from the issue
of local manufacturers taking some of that onus of proof on, do you have a suggestion asto
the alternative of ISONET or the SO network being involved in the second stage of the
process?

MR DAVEY: | think when you get to the second stage - and | take it were referring to once
we get past item 50, which is substitutable goods, and getting into item 45 which is more
specific goods.

MR WOODS: Yes, item 45.

MR DAVEY: Itismy understanding currently, and | believe that there were meetings last
week with 1SO and some other organisations to determine or maybe not to determine - | didn't
get the full context of what the meetings were on but | got the impression that they were going
to look at where they go once they get beyond item 50. | believe I SO certainly have arole to
play inthe item 50. They have a database which gives information on local manufacturer
capahbility. They have experience in companies, knowledge of companies that have been
involved in these industries, and they can certainly provide alot of information on substitutable
goods.

The definition of substitutable goods is alittle bit interpretive but | believe that the way it
isinterpreted by SO and customs - we don't have a great deal of problem with that. When we
come down to more specific goods in relation to projects, I've been told by two of the state
organisations of 1SO that they will not involve themselves in item 45 assessments on specific
goods. They prefer to have that done by an independent assessment. | think that thisis
probably one of the aspects which is currently being discussed as to whether or not 1SO will
remain in the area of giving assessments on item 45 applications or whether that will be sort of
subcontracted out and addressed in another way.

My experience with the item 45 projectsisthat it requires somebody to actually take a
look at the total overal project and, if I could use an example here, we had some filter presses
for the Sun Metals zinc refinery. The filter presses that were required had to do a specific task
in line with new technology in the electro-winning of zinc. There are certainly companies that
claim to be a manufacturer of filter presses here in Australia but they use a different process.
The process they use is not conducive to the latest technology in electro-winning. However,
under the terms of the customs sections of the act and things like, they could very easily lose
their case and it could be maintained that substitutable goods are produced in Australia, even
though those goods cannot do the exact job that they require.

| understand that in the terms of item 50 on substitutable. It doesn't sit well in the terms
of item 45, where it was always my understanding that the more specific goods, you had a case
to argue that these were not available from local manufacture, and that's where | believe the
grey areas come in with ISO. But | do think that that will probably be resolved internally in
the near future.
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MR WOODS: Issome of the difficulty in being able to accurately specify the nature of the
process that the goods must be able to undertake or isit more related to customs taking a
dlightly more generic perspective on what the process is?

MR DAVEY: | think customs are obliged to take a more generic view of the process
because of the way in which the act is worded and because of the wordings of the policy by-
law or the item 45 by-law. | certainly believe, sitting on the other side of the fence, that yes,
the actual processes and what is required to achieve that process - bearing in mind that all of
these major projects - | haven't struck a major project yet that has been set up in Australia that
has been anything less than state-of-the-art. If they're going to be world competitive, they've
got to beright up there at the top of thetree. They've got to have the latest in technology.

Y ou put yoursdlf in the project proponent’s position. They are developing a process here
in Australia and building a plant. They require the latest in technology. They've sourced the
world to find out from either their own experience or from outside sources what type of
equipment will do the job best. They've probably - maybe not as in-depth as customs and local
manufacturers would like, but they've also assessed the local manufacture market to a degree.
They've found companies that have produced either exactly what they want or something so
closeto it that they are comfortable with it.

To then expect them to turn around and to place an order on a company in Australiawho
has maybe made something which is nowhere near as close to what the overseas company can
do or that they know that they produce a product, but, asin the case of the filter presses, it
doesn't work on the principle that is required, which doesn't extract enough water from the
product so therefore that’s going to impact upon their processes further down theline, | think
this is where the greater communication between ISR, the importer, the broker, is required to
be taken into account and that the delegate should then have a degree of discretion that, having
familiarised himsalf with all of the processes which are required and the fact that thisis
something which is state-of-the-art and if he's satisfied that the local product won't fit the bill,
then make the decision from there.

Inour current situation | don't think we go that far. The delegate certainly spends time,
and you put your case to him but | think that there are situations where it could be further
developed and it could be taken a bit further.

MR WOODS: Your description - and very complete, and | thank you - suggests an added
expense in the process. Would that be reasonable to conclude, that the more detailed and the
greater the time of the delegate in understanding the requirements, etcetera, does involve
further time and expense?

MR DAVEY: Certainly. Intheonethat I'm currently dealing with now, if we proceed with
an AAT hearing, the client has recognised the fact that not only will he have to spend a great
deal of his own time and his own engineer’s time to put together all of the technical information
to prove that the system or the process is beyond the
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scope of the local capabilities, he also under the system will probably have to obtain an
independent assessment and in some of these areas getting an independent expert isvery
difficult because we're dealing here with projects which are probably utilising a process that is
used very minimally around the world, so therefore they have to obtain an independent
assessment if they want to enhance their case, and to get something like that you're looking at
tens of thousands of dollars in some instances.

MR WOODS: For apotential saving of 2 per cent or up to fiveif it'samgor project?

MR DAVEY: W:aéll, inour case - no, five if it'samajor project.

MR WOODS: Fiveif it'samgor project.

MR DAVEY: Yes. Threeif it'saready been granted item 50 but five if it’s- - -

MR WOODS: Fivefor amgor project - - -

MR DAVEY: Yes

MR WOODS: - - - which could be asaving in that particular case in the order of how much?
MR DAVEY: Weéll, the one I’'m dealing with now, $120,000 was paid in customs duty. They
estimate that it will cost - if they win the case, it will cost something around about 50 or 60 or
maybe more to get it back.

MR WOODS: So they would be recovering again 60,000 or so.

MR DAVEY: $60,000, maybe 50 per cent. Those figures naturally would vary from case to
case, depending - - -

MR WOODS: Absolutely, but it’s still useful, and if you feel that that’s an illustrative
case- - -

MR DAVEY: Wiadll, it'sthe most current one that I'minvolved in and | know the figures and
| know they're reasonably accurate. No doubt if there was a quarter of amillion or a half a
million dollars involved, then obvioudly the return, if the case is successful, is going to be much
greater because the legal costs and the independent assessment costs will probably be much the
same as they are in something like this, maybe a bit more, but yes, certainly a considerable cost
to pursue these things.

MR WOODS: That's very helpful to usto understand those magnitudes. Are there any

further matters that you wish to put to us, either on behalf of the Mayne Logistics E.A. Rocke
submission or the Volvo Truck Australia Pty Ltd submission?
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MR DAVEY: No, onlyinrelation to Volvo, Mike, | would like to very much be able to see
something which tells us just how far the inquiry is likely to go, particularly in Volvo's casein
relation to those schedule 4 by-laws. | shouldn't use the word "by-laws" - schedule 4
concessions, the ones that are not policy by-laws, but do - - -

MR WOODS: Yes, suchasthe 41B in particular.

MR DAVEY: Yes, 41B and thingslike that. If they - - -

MR WOODS: | guess somebody will respond on that.

MR DAVEY: Yes. If theyrenot to be affected, well, then, one of Volvo's concernsis
obviated. If they are to be affected, well, then, we have to look at maybe putting in a little bit
more information.

MR WOODS: Thank you very much.

MR DAVEY: Thank you for your time.

MR WOODS: | appreciate that.
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MR WOODS: Our next witnessis from Atom Industries, if you could attend the table,
please. Could you please state your name and the capacity in which you are presenting
evidence today.

MR NOTARAS:. John Arthur Notaras. I'm general manager of Atom Industries.

MR WOODS: Thank you very much. We have received your submission and thank you for
providing it to us in such atimely manner. Would you like to present to the commission an
overview of the key points that you wish to raise?

MR NOTARAS:. Yes, | would. We've been manufacturing for quite some time in Australia
and we currently manufacture lawn edgers, powered lawn edgers, and 1'd like to say the
world's best lawn edgers. They've been patented by us, they're fully manufactured by us.
Everything is manufactured in Australia except the engine. The engineis not madein
Australia, it's not available from Australia, and has to be imported. By coincidence, or irony, |
suppose, we were the only manufacturer back in the 70s to manufacture a lightweight engine in
Australia, but with the tariff changes, etcetera, that was phased out.

We currently import this engine or several engines of the small range of 31 and 34 cc.
When we started manufacturing the lawn edger afew years back, the engines came in duty-
free. We had a TCO number for two types of engines that we imported. Then the government
slapped on the tariff, which we don't mind paying, providing everyone else does. It just so
happens that the lawn edger that we're manufacturing is under the same tariff classification of
many other devices that compete against us that come into Australia totally duty-free, using the
same engines.

Now, not only do we have to pay the import duty but we have to pay aso the sales tax
component on top of that, we have to bear the extrainterest charges and all the other add-on
costs, so it accelerates or brings up the penalty that we're paying from 3 per cent to 5 per cent.
Now, this gives the overseas manufacturer an unfair advantage against we Australian
manufacturers. They in effect are being subsidised because they are not paying these extra
taxes and because they have a monetary advantage they are being subsidised.

Now, why our government discriminates against we Australian manufacturers I'll never
know. Anybody and everybody that we speak to outside of the bureaucracy saysit is absurd,
and it isabsurd. Business sense dictates that we should manufacture for example in the USA
and import the goods duty-free, but what good isthis for Australia? We are loyal Australians
and we'd like to see the industry maintained here. We're world-class manufacturers, second to
none. We aready export to the USA, we export to Europe and our other products we also
export to many many countries worldwide, but we are just not given afair go by our own
government, and this is absolutely ridiculous, to say the least.

We want to achieve economies of scale by increasing our sales locally, increasing our
production, putting on more staff, training more people so we can take
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part in this globalisation process. Our product is unigue. We have a tremendous potential,
particularly in the USA - overseas, but particularly in the USA - and everything can be made in
Australia, except at the present time the engines which have to be imported. We cannot
achieve economies of scale because of the discrimination against us, and | repeat that it isan
absurd situation where the overseas manufacturer is subsidised against we Australian
manufacturers.

It's amost like Bill Clinton saying, "WEell, you Aussies, your lamb can come into USA
duty-free, and I’m going to slap on an extratax against the US lamb producers.” Who would
ever hear of an absurdity like that? All we want isalevel playing field. We just want to be
treated like anybody else. We're not asking for any handouts, we're not asking for tariff
protection, we just want afair go so we can participate, not only for the good of Australian
manufacturing, but to also increase employment and increase skills that are required.

As said before, we use world’s best practices in our manufacturing. We use CADCAM
systems, our tooling and everything else is absolutely world-class, but we're being penalised by
this discrimination. That’s about al | have to say at this point of time, although | would like to
add that we have written numerous letters to people in Canberra, the government in Canberra,
the various departments - everything gets looped from one minister or another back to Office
of Manufacturing, and we receive the same letters saying that we should contribute to the
economy; all businesses have to participate. We don't disagree with that if al businesses do,
but the imported product does not participate, and again | say it's an absurd situation and it’s
utter discrimination. Thank you.

MR WOODS: Thank you very much. Could | seek clarification on a couple of points.
MR NOTARAS: Sure.

MR WOODS: Oneisif you could indicate the value of the duty that you're paying.
MR NOTARAS:. 3 per cent.

MR WOODS: Yes, inquantum terms compared to your total manufacturing costs, just to
give- - -

MR NOTARAS:. | wouldn't have that with me, sir. 1t's 3 per cent plus the add-on costs
which bring it to about 5 per cent.

MR WOODS: It would be helpful just to understand whether we're talking in terms of total
manufacturing costs. What proportion constitutes the duty?

MR NOTARAS:. Obvioudly it’s not very high because if it was too high we wouldn't be

manufacturing and we'd shut down or transfer the manufacturing overseas. But it'sthe
principle. It'sthe principle, it stinks, to use some words - - -
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MR WOODS: You mentioned that you were manufacturing for both the domestic and the
export markets. What sort of proportion of your production is devoted to exports?

MR NOTARAS:. With the lawn edger at the present time it’s probably about - well, last year
it would have been about 15 to 20 per cent - probably 15 per cent - but this year it’s going up
substantially and it should increase if we're given afair go to get economies of scale.

MR WOODS: Very good, and you were saying that was primarily to the US?

MR NOTARAS:. That'sthe biggest and best market, yes. But nevertheless we have sold
into Europe as well.

MR WOODS: And there are no comparable lightweight engine manufacturers left in
Australia, are you saying?

MR NOTARAS:. No, there's absolutely none. We are the only ones who have ever in the
history of Australia manufactured alightweight small engine. It wasa 60 cc - and also a75 cc
- back in the 70s. The only engine currently being manufactured is by Victa. It's about 166 cc.
It's extremely heavy, and it’s totally unsuitable for the job. It'sagood engine, but not for our
job.

MR WOODS: Because here you'retalking 31 or 34 cc, so it'satotally different scale.

MR NOTARAS:. Correct, and the weight difference is completely different, yes.

MR WOODS: Thank you, that's very helpful. | don't have any further specific questions. |
think your submission has been quite clear in identifying the issue that you're facing, and were
certainly wishing to take that on board in preparing our report. Are there any concluding

comments that you would like to make?

MR NOTARAS:. All weask for isafair go for Australia. That’s all we're asking - for the
manufacturers of Australia.

MR WOODS: Thank you very much.
MR NOTARAS:. Thank you.

MR WOODS: We will take a short break and resume at 10.30.
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MR WOODS: If | canresume the Sydney hearings, and the next witnesses are from the
Broken Hill Proprietary Company Ltd. Could you please state your nhames and the capacity in
which you are presenting evidence today.

MR MARJORIBANKS: Yes, I'm Andrew Marjoribanks and I’'m the head of external affairs
for the stedl business of BHP.

MR LANDY: I'mBernie Landy, vice-president marketing, BHP Stedl.

MR McDONALD: I'mRoss McDonald. I'm manager government and investor relations,
BHP Stedl.

MR WOODS: Thank you, gentlemen. Do you wish to make comments on your submission
which we have received and read?

MR LANDY: Yes, please, Mr Woods. Firstly, we would like to thank you for the
opportunity to come and have another talk with you. Thisreview isimportant to us because
there are 255 stedl itemsinvolved, and aso indirect steel imports are covered - that is, steel
containing manufactured products.

Just to summarise our position, which | guessis covered in the submission already made
- but our position is that we believe that tariffs should reduce in line with the agreed timetable
and in accordance with the APEC commitment to move to a zero tariff by 2010. We agree
with that. We believe that if tariffs are reduced that should not occur without some offsetting
trade benefit with other countries. We can go into that alittle bit more in our commentary.
We believe that the tariff concession scheme of 3 per cent on many business inputs where there
is no local manufacturer or no substitute should be removed, and Manufacturing-in-Bond
arrangements should be available to manufacturers who wish to participate while the tariff
system continues. They're the four points of our position in summary.

Just to go on to perhaps elaborate on our position, BHP is a substantial exporter of steel
to many countries. In many of those countries that we're exporting to there are tariffs in place
in accordance with the summary that was attached to the back of the submission. In many
cases those tariffs are quite a degree higher than the sorts of tariffs that we have here in
Australia. So | guess we're saying that we believe that we don't have any problem with
reducing tariffs, providing the same thing happensin our competitive markets, and that we
have the so-called level playing field in those types of situations. | guess that’s the case
particularly in the Asia Pacific region which we see as the market which we most frequently
compete in.

We also have the issue that the Australian steel industry is a mgjor employer of people -
17,000 people - and many of those in regional locations such as Whyalla, Newcastle and
Wollongong. We are, | guess, concerned that a further impost on our competitive position
might have an impact on jobs - maybe indirectly, but it may have an impact. We believe that a
further reduction of tariffs without some commensurate reduction in other countries in which
we're competing will put added pressure on the
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Australian stedl industry but won't have a big impact on consumers due to the fact that steel is
basically araw material, and in typical manufactured goods steel doesn't represent a major
component of the cost. So we doubt that if there is a reduction in tariffs the consumer will see
any of that passed on.

The other aspect | think we would like to stressisthat in recent years we've seen natural
market forces occurring which have opened up the Australian market significantly. We've seen
steel imports increase dramatically, which is also covered in the submission, Mr Woods. The
average duty - if you look at the weighted average duty on steel products, the weighted
average between developing countries which have a zero tariff entry to those which do have
some sort of tariff, there’'s roughly alittle over 3 per cent - 3.1 by our calculations. So we
think that the steel industry basically is competing now globally with a fairly low tariff anyhow.

| suppose in conclusion before we enter into some discussion, our major point is that
tariffsin our major Asian steel markets are well above the current ratesin Australia, and |
think before the Australian government moves to reduce tariffs in this country that we would
like to see some commensurate reduction in the other markets to the match the tariff
reductions that we make here. Our preference is that we would not like to see Australia lead
the way unilaterally in major changes to tariffs.

MR WOODS: Thank you very much. Just to pick up your end comment of Australia
leading the way, | take it from the table 1 appendix that the duties applying in Japan, the US
and the European Union are all significantly lower than our tariffs. Am | reading that table
correctly? They'rein the order of 2 and up to 3 per cent compared to our price?

MR McDONALD: Yes, that'scorrect. One of the mgjor points there is that we don't have a
culture in Australia of relying on non-tariff barriers, whereas those countries do. Secondly, our
tariff, our effective tariff, rate isnot 5 per cent but 3.1 per cent. So that’s pretty lineball with
those developed countries.

MR WOODS: Okay, but it doesn't put us at leading the way in the sense of something that
may be well produced - - -

MR LANDY:: | guessthe comment about leading the way isto go to zero.
MR WOODS: Yes

MR LANDY: That'swhat I mean by "leading the way".

MR WOODS: That would lead the way on this table?

MR LANDY: Yes.

MR MARJORIBANKS: Yes, if there's another round of agreements on reduction of tariff
then Australia would be part of that and would float down. But leading the
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way means doing it on our own unilateraly.

MR WOODS: And | would like to explore that in a moment, the sequences of that. But you
do refer in our submission to the multilateral steel agreement, which | guessis what you're
referring to in part in terms of collective floating down. Can you elaborate on what is the
likelihood of such an agreement? Y ou refer to it still being pursued under the OECD Steel
Committee. Isthere any sense of progress and timing?

MR MARJORIBANKS: First of al, the reason the multilateral steel agreement wasn't
reached as part of the Uruguay Round, was because of difficulties raised largely by the United
Statesin relation to the treatment of subsidies in the early history of state-controlled steel
industry which was privatised. | mean, that was the big issue. It was said at the time, for
instance, that when British Steel went public the government, in effect, wrote off 800 million
pounds of debt when they nationalised. So the American contention was that that’s a subsidy
which has to be recognised.

The British Steel one wasn't the only one by any means, but that might just serve to
illustrate the point. So people were in general agreement that there should be free trade in
steel products around the world. | mean, that was not the issue. The issue was the mechanism
for ensuring fair play, if you like, for fair trade, and the issues then related to subsidies and
countervailing duties and dumping action and gquotas and how that might all be treated and, in
effect, those issues became too hard to be solved in the context of the Uruguay Round.

My understanding is that the multilateral steel agreement is essentially run in Geneva and
the Australian government has certainly been a player inthat. It’s ill extant, | think was the
word | used; it's still alive. But the main debate is continuing, as | understand it, in the forums
of the OECD Steel Committee, and if we are going to get an internationally cohesive
agreement on sted tariffsit’'s probably going to come out of that arena. But it’s still an issue
which is being debated.

MR WOODS: But you don't see any short or even medium-term resolution of the issue?
MR MARJORIBANKS: No. I think colleagues in Canberrawould also agree with that.
MR WOODS: Therefore, the only hard timetable at the moment is the APEC commitment?
MR MARJORIBANKS: Yes, that'sright.

MR WOODS: If there wasto be an agreement to an earlier date through this process, you
would clearly sign it.

MR MARJORIBANKS: Clearly we've supported the multilateral steel agreement.
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We've had a clear position on that. If the MSA was resurrected and if there was an agreed
timetable which was quicker, but provided it was agreed with all the other steel manufacturers
and stedl-producing nations, clearly we would be party to that.

MR WOODS: Thank you very much. Reciprocity is one that you refer to, both in your
overview and in the italicised conclusion on page 4 of your submission. Could you explain
how you would implement that in practice? Y ou talk about "looking for offsetting trade
benefits' in one place. "Proportionate responses from other countries' is another phrase you
use. In practice, are we talking about matching other countries' tariffs, in which case you're
breaching the most favoured nation status arrangements? Are you talking about industry by
industry? Are you looking to some form of average reduction across major trading partners
that would trigger a further reduction by us? I’'m not sure how 1'd implement such a concept. |
understand the principle behind it, but | don’t know how it would look in practice.

MR MARJORIBANKS:. My colleagues can comment in a minute. But when we wrote
that, we had in mind something that looks a bit like a bilateral agreement. | mean where one
country to whom we are exporting has got atariff on our exports into that country and if
Australia as a whole was going to see itself reducing its tariff for whatever goods are coming in
here - be they steel or whatever - there’'s an opportunity for us to be a bit more competitive
with our stedl exports into that country. Now, a hypothetical country might have a tariff of

10 per cent on all steel products, and we've got atariff of 5 per cent - well, notionally

3 per cent coming in here - it gets back to the basic argument, why should we unilaterally
reduce our tariff from 5 per cent to zero without a benefit? The benefit might be a bilateral
agreement for a reduction in tariff in some trading partner.

MR WOODS: That's assuming that there's no benefit to business inputs and to consumers
from that process. We can explore that inaminute. There may be other benefits than just
reciprocal reduction in tariffs coming from our own actions.

MR MARJORIBANKS:. The benefit to businessis that we then become able to export
better and there are consequences for use of our capital and use of our labour.

MR WOODS: Yes, | understand the benefit to yourself. | wasthinking of benefit to other
users of your products as business inputs, who might benefit from a unilateral reduction. But
we can explore that point ina- - -

MR MARJORIBANKS: That'savery important point that we want to come back to,
because that relates to how we ourselves as a company support exporters using our product.
S0 that's a point we want to make in due course.

MR WOODS: That would be helpful to pursue that.

MR LANDY: Mike, if | could just make another point.

MR WOODS: Yes.
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MR LANDY: | think probably if there is an instrument there under the auspices of APEC
that’s designed to run its course, that isthe preference. What we are proposing there on

page 4 of our submission isredlly an alternative asinput. It’s not proposed as the preferred
aternative, clearly. Asstated in my opening comments, our preferred position is that it should
reduce in the agreed timetable as designated under the APEC agreement.

MR WOODS: There arises the question of how important is a decision by Australia to offer
areduction of its general tariffsfrom 5 per cent to 3 per cent or zero or some other
combination in terms of getting leverage from other nations, particularly when you also have
players such as Japan, the US, the European Union in the total process of trade negotiations.
If I can draw your attention to the submission from another company - and that submission is
available through this process. It’s from Monsanto who stated that:

On the general issue of tariff reductions and their usefulness in multilateral trade
negotiations, we believe any perceived leveraging opportunities from the 5 per cent level
would be negligible. It's believed that around 80 per cent of Australia’simports already
attract duties of 5 per cent or less, and at these levels the Australian market is generally
perceived as highly accessible.

That's a counterview put to us, that Australiais generally seen as open anyway; that us
offering up 5 per cent given our small proportion of total world trade really isn't a leverage that
has much value in the international marketplace. Isthat contrary to your perception?

MR LANDY: Weve had arecent example - and | don't think we're here to say tariffs are the
chief impact on our competitive position globally, but they are a factor.

MR WOODS: It would be helpful to examine that in a second.

MR LANDY: Okay. Recently we sought the tariff on tinplate reduced to zero and since
then - and | repeat, it’s not the major factor - we've seen imports of tinplate go up quite
significantly, so that there is some evidence that there may be alink. It’s not the total
hard-wired link, but some - - -

MR WOODS: | understand that in terms of affecting your operations, but | don't see the
connection particularly with us getting leverage in the international marketplace of offering up
our residual 5 per cent.

MR MARJORIBANKS: | go back to my hypothetical case. If thereisan ASEAN country
that we're dealing with that can be persuaded to lower itstariff by whatever percentage as a
result of us lowering ours from five to zero, then that makes our steel product going into that
country, in competition with other exporters from other parts of the world into that country or
into that region, just marginally more competitive.
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MR WOODS: | understand that, but I'm just not quite sure asto whether us offering up our
final 5 per cent is of sufficient weight to cause that nation to lower its tariffs which it’s lowering
to the world through an MFN process.

MR MARJORIBANKS: Frankly, it would seem to be better to try than to just simply
accept or postulate that's not going to happen and carry on and reduce the tariffs anyway.

MR WOODS: | understand that, particularly should there be no cost of continuing with our
tariffs. But if thereis acost to the economy generally through us continuing with our tariffs,
then we're trading off the continuity of that cost versus a possible benefit from reciprocity, and
that’s one of the challenges that have been put to usin our terms of reference that we need to
pursue very carefully.

MR MARJORIBANKS: The margina argument cuts both ways. | meanif it's not
significant going that way, it’s not significant coming down the other side.

MR WOODS: Whichisapoint that Bernie raised particularly - and this might be the right
time to cometo it - that you said, inintent as | understand it, that you doubted whether a
reduction in tariffs would likely be passed on as a price reduction to consumers. If that’s the
case, two questions come to mind. One is who would gain the benefit from the reduction in
tariff? The second isthat if there isn't any consequent price reduction, then why is a tariff
necessary as a protection instrument if it doesn't give you price advantage?

MR LANDY: To answer your first question, Mike, | think it would probably be banked by
the manufacturer. Ross, where was that table that showed the relative - thereit is, in figure 3.
If you have alook at washing machines, for example, there’s $40 worth of steel in a $1000
washing machine. We just don't think that would get passed on to the consumer. It would be
basically banked by the manufacturers, particularly given that there redly is now in that
particular segment basically one Australian manufacturer. So it may assist them in being more
competitive, but | can't see that level of discount would be passed on.

MR WOODS: That's quite a helpful conclusion to reach. Y ou discussin your submission
that you produce 6.3 million tonnes a year, of which over athird is exported. You don't
identify the main countries to whom you export, although you talk about Asiaor ASEAN
generaly. Can you elaborate on the target markets in particular?

MR LANDY: Yes. We're exporting to Japan, Korea, Taiwan, Thailand.

MR WOODS: Isthat inany sense of order of priority or just collective?

MR LANDY: No. We'rejust coming off the Asian economic crisis, so there's been a bit of
disruption to the way we've exported.
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MR WOODS: Sure. | understand its impact.

MR LANDY: Weve actualy changed our mix more away from Asia, but prior to that our
biggest export market was Korea. Indonesiawas also significant at onetime. The Philippines
we participatein.

MR WOODS: And you mentioned Japan which has fairly low tariffs.
MR LANDY: Yes.

MR McDONALD: Prior to the Asian crisis BHP Steel’s major export market was Asia, and
that was totalling 70 per cent of exports. But that’s been reduced and some diversification of
markets subsequent to that.

MR WOODS: Sure. | understand that - which suggests to me that you're aready world
competitive if you're able to overcome their tariff barriers and till export significant amounts
of your production into that area. | notice your reference to being one of the three lowest cost
hot-roll strip producersin the world. It again raises the question then, how important is this
tariff protection if you're aready at that world competitive level?

MR MARJORIBANKS:. Were at the world competitive level at that particular point of the
product stream. There's no question that we've got along way to go in improving
competitivity downstream from the hot-roll point.

MR WOODS:. So you're picking that point for that part of the production’s process. What
you're saying is then there’s room for improvement.

MR MARJORIBANKS: The point we're making isthat we are not sort of sitting naked
behind a tariff wall, terrified that the thing's going to fall down. In the last 10 years we've spent
an enormous amount of capital. More importantly, we've devoted an enormous amount of
attention to our workforce, to the way our workforces behave and to changing culture, so that
we are becoming very much more competitive. | put in there the example of how we've
improved safety performance - - -

MR WOODS: Yes.

MR MARJORIBANKS: - --whichisabsolutely at the core of aworkforce's culture and its
behavioural pattern as an illustration of how we're changing. So we're not in any sense
wanting to stand on an argument that we need protection. The argument is very very much
more along the lines of there is under APEC an agreed timetable. We can't see why that
should be departed from. We can't see any instant great benefit for consumers, and our
secondary fall-back position is, if you are going to do any reduction then we should get some
value for it, we shouldn't just unilaterally do our thing without at least raising it in the forums
and offering to trade against an advantage.
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MR WOODS: Yes, | understand the weight you've put on the reciprocity argument, and
then it's a matter of judgment as to whether the costs of the protection more generally
outweigh or don't outweigh the possible benefit that one could get from that trade leverage.

MR MARJORIBANKS: 1 think there will be an effect on us. | mean, that wasillustrated in
the tinplate situation that my colleague Mr Landy referred to where it was fairly instantaneous,
the reduction in price of tinplate, but that’s one of the things we have to live with, and we
would have to live with an accelerated cost reduction due to tariff or a price reduction due to
tariff and our response would be a much greater acceleration in cost reduction and all that that
entails for investment and labour and all that sort of thing.

MR WOODS: All right, so we no longer need to pursue those principles. If | could spend a
little time just clarifying some of the points of detail, that would help to fully understand your
submission.

MR MARJORIBANKS: Yes.

MR WOODS: You tak about the divestment of businesses. What impact, if any, will that
have on the amount that you export? Are any of those businesses part of that current export
figure that you provide? And would their divestment reduce either the proportion or the
volume of exports?

MR LANDY: A lot of those businesses actually have been rationalised in recent years and
have significantly reduced their exposure to export.

MR WOODS: $So they're focused more on the domestic market?
MR LANDY: Moreon the domestic market.

MR WOODS: So you dont expect them to have a big impact, then, on these macro figures
of exports as a proportion of your production?

MR LANDY: No.

MR McDONALD: The closure of Newcastle, which had substantial exports, has been taken
into account in those figures that we have given you, too. So to that extent they're largely
reflective of the current position after the closure of Newcastle.

MR WOODS: That's post Newcastle. And presumably your description of them as being
good businesses with strong market positions again reinforces that you're not seeing them
needing to hide behind tariff protection.

MR LANDY: Whichisthiscase for our - the businesses will remain also, as
Mr Marjoribanks just stated.
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MR WOODS: Yes You make abrief reference to continuing with things such as
Manufacturing-in-Bond. My understanding is that that’s not yet been a roaring successin
terms of take-up. Does your mention of it here suggest that you see something in the pipeline
of it picking up interest in the Australian economy?

MR MARJORIBANKS:. W:él, we're coming from a very particular point of the compass on
that one because we joined in with the Newcastle Chamber of Commerce and the Hunter
Development Authority and so on in proposing that the so-called Stedl River site which we'd
made available in Newcastle, with the intention that in the longer term it would be something
of areplacement of employment, not necessarily for the actual steelworkers but as a source of
employment in Newcastle, and the concept of giving it a competitive advantage through
creating it - originally the concept was an American-style foreign trade zone but that
subsequently got changed into being Manufacturing-in-Bond, and the company went to some
lengths to support the idea that Manufacturing-in-Bond would be available.

We dtill feel quite strongly about that, and to the extent that it’s an issue in this debate at

al, we just wanted to vote that were still very interested in that as something which would be
available for Steel River.

MR WOODS: That's helpful to understand the reference there.

MR MARJORIBANKS:. But of courseif tariffs disappear then the rationale disappears.
MR WOODS: Yes. You tak about imports of steel products doubling from 1991-92 to
98-99. Isany of that due to the closure of your stainless steel production facility and, if so,

would that account for a significant component of that?

MR LANDY: Theanswer to thefirst part is, yes, it does. There are some importsbut it isa
relatively tiny quantity.

MR WOODS: Some but not significant.
MR LANDY: Itisnot significant at all.

MR MARJORIBANKS: Canl add to that?
MR WOODS:. Sure, yes.

MR MARJORIBANKS: For quite anumber of years, since the middle 80s, in fact, the
stainless steel operation itself ran on imported hot-rolled stainless coil, so - - -

MR WOODS: Do you mean cold-rolled?

MR MARJORIBANKS: Andwe cold-rolled it. That waswhat we did. So in
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terms of volume the exports wouldn't have changed because the market demand for that
product would be fed totally from, | guess, imported finished product as opposed to imported
semi-finished product that we finished.

MR WOODS: We have asubmission from the Australian Stainless Steel Development
Association which is aso generaly and publicly available and it says in part:

In 1996 the Australian government imposed a tariff on imports for business inputs,
effectively imposing a 3 per cent tax on imports for BHP's feed material and all other
stainless steel goods. Shortly following this decision BHP announced it would close its
stainless stedl plant at Port Kembla, effective May 1997.

Was there any actual relationship between the two decisions, or were they just coincident
intiming?

MR MARJORIBANKS: | think we said at the time - and | can check back on this, but

| think we said at the time that we had already had that decision in train, but certainly the
impost of 3 per cent wasn't going to help the thing at al. But I think at that point in time the
decison wasin train.

MR WOODS:. Thank you.
MR MARJORIBANKS: But if that's a significant point we can confirm that.

MR WOODS:. No, it'sjust aclarification of it. | liketo cross-reference submissionsto
understand. That’sfine. Y ou make reference on page 4 of your submission to China
increasing its exportsto Australia by 36 per cent per annum, Malaysia 29 per cent, Taiwan
15 per cent and Korea 8 per cent. They're very large increases but could | understand what
sorts of bases these increases are building from. Do you have atable on that? Even if you
provide it later, it would just help us to understand.

MR MARJORIBANKS:. Wed prefer to provide it later, | think.

MR WOODS: | mean, 36 per cent might be avery big figure, but it may not be a very big
figureif the actual volumes being referred to are not high in the total scheme of things.

MR MARJORIBANKS:. Yes. I'dsay that perhaps whilst in overall volume terms Chinaon
its own may not be significant, it is quite significant in certain areas or segments of the market
where the volume may not look as great - - -

MR WOODS: But they're strategic in that particular market segment.

MR MARJORIBANKS: - - - but the impact is quite significant.
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MR WOODS: Presumably you've been following China's various concessions as part of its
WTO entry procedures. The reductions that it has been offering in that process, does that
constitute some of the reciprocity that you're looking for?

MR MARJORIBANKS: I'mnot acrossthe detail in that myself. | mean, in ageneral sense,
yes, it would do in the longer term.

MR WOODS:. Yes. |justdont understand at what point others giving up some of their
tariff protection in your minds would be sufficient for us to then make a next move and so on.
I’m just throwing in these examples to try and understand that a little further.

MR LANDY: Mike, if | could just continue to expand on that point, whilst we don't have the
data - we can provide that later - - -

MR WOODS: Yes, at your convenience.

MR LANDY: - - -thereferenceto China, since you've raised it - most of that increase has
been in a product we call steel plate which goes into manufacturing of sort of heavy structures,
tankage, it goes into fabrication of machinery. It’s quite a heavy, thick material. China has
been exporting to Australia quite significant quantities of that. That, coupled with the general
downturn in demand in Australia, has really caused some significant issues for the particular
facility that manufactures plate in terms of keeping the volume up to economic levels. So, as|
said before, in certain segments there is potentially - whilst the volume is not great thereisa
fairly significant exposure to the activity of certain countriesin their exports to Australia which
can be quite damaging.

MR WOODS:. Yes. Thank you. | don't have any further detail that | want to explore at this
point, but | do thank you for both your submission and the lengths you've gone to in providing
answers in our discussion this morning. Would it be reasonable to say that at the core of your
submission is a judgment as to the importance of Australia relinquishing its last 5 per cent on
general tariffs as a trading negotiating tactic versus whatever costs may be incurred by
retaining the tariff to those who are using your product as business inputs and to consumers,
and that that’s where the essence lies, in making that judgment?

MR MARJORIBANKS:. There'sone point that we said earlier on we would come back to,
and that isin relation to the issue of Australian manufacturers who use our productsin
products which they themselves export.

MR WOODS:. Yes, please.
MR MARJORIBANKS: | will ask Mr Landy to comment on maybe some of the detail on
that, but in general we give substantial rebates against steel purchases for the specific purpose

of exporting, and those rebates by and large would be greater than the reduction that a
5 per cent tariff would achieve. So as far as export manufacture
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in Australiafrom using BHP Steel product, the reduction of tariff would not be afactor. Now,
| don't know whether you want to - - -

MR WOODS: Yes, sothat'sacompany initiative - - -

MR MARJORIBANKS:. That'sacompany initiative.

MR WOODS: - - - to support those who are using your product in their own export.
MR MARJORIBANKS: Yes

MR WOODS: Doesthat also apply to those who use a high proportion of stedl as part of the
process in manufacturing a product that gets exported?

MR LANDY: That'swhat we're talking about.
MR WOODS: Waéll, sorry, | interpreted it as meaning particular machinery or other product
where the stedl itself is exported, as distinct from products that have utilised steel productsin

their manufacture.

MR LANDY: Wereredly saying that for customers who buy steel and use the stedl in
Australia, in Australian manufacturing applications - that’s what we give the incentive to.

MR WOODS:. Thank you.

MR MARJORIBANKS: The classic examples are the automotive industry exporting motor
cars, so that proportion of the sheet steel which we supply for a car which is destined for
export is rebated on the amount of steel they purchase to manufacture the export motor car.
MR WOODS: Yes Thank you.

MR LANDY: And that goes across a number of segments.

MR WOODS: Yes.

MR LANDY: Infact, virtually anywhere that our customers are exporting, we do partner
with them in those initiatives because it seemed away we can jointly grow together.

MR WOODS: Do you have some further material on that that you could put to usto assist
us in understanding this arrangement?

MR LANDY: | guessif you have a specific request we can provide something. We
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don't have anything to furnish today, but if you want us to, we can put something together.
MR WOODS: Yes, wewill contact you should we see that that would be helpful to us.
MR LANDY: Okay.

MR WOODS: Okay.

MR McDONALD: Mike, wewould also like to add that when the Productivity Commission
islooking at the cost to industry and to communities that you take into account the high
regional location employment that the steel industry infers on itslocation. That’s detailed in
our submission.

MR WOODS: Yes, weunderstand your locations and the implications of that for regional
Australia.

MR MARJORIBANKS: Yes, and | think the only other point that we did make in our
submission that we draw your attention to is the 1995 ACCC - the old Prices Surveillance
Authority investigation of steel.

MR WOODS: Yes, | read that with interest.

MR MARJORIBANKS:. Wherethey said, aswe said in the report, "Domestic stedl prices
have increased at a much lower annual increase than prices of other materials,” and so on, so
the argument we're coming with there is that consumers of steel have been well treated by the
steel businessin the last several years.

MR WOODS: | noticed that and you referred in particular to international prices rising
sharply in 94-95 when Australian steel prices did not. Does your reference to relative stability
also mean that the troughs in pricing that occur internationally are not matched by yourselves
aswell, that you do some form of equalisation?

MR MARJORIBANKS: Yes, we have asubstantial number of markets where we are
pricing on that sort of basis. | don't know whether you want to elaborate on that.

MR LANDY: Wiadll, that'sright, but on the other hand we do have other segments where we
do follow afairly strict line with what’s happening overseas. It really depends on the market
segment. Some customers like to go with the flow, others like to have the volatility ironed out
and we tailor our pricing accordingly.

MR WOODS: Yes, | wasn't entirely sure by the reference to your specific point there

whether you meant that you only part-matched the rises but fully followed the troughs or
whether you sort of part-matched the troughs as well asthe rises. But asyou say - - -
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MR LANDY: It depends on the segment.
MR WOODS: - - - you pick your pricing for your customer relations.
MR LANDY: Yes.

MR MARJORIBANKS: W:éll, in an arenawhere most of our customers are becoming
global, you can't - - -

MR WOODS: Yes, youre following more troughs than peaks.

MR MARJORIBANKS: Yes, we follow more troughs than peaks because, when al is said
and done, the Australian steel market is regarded as an open market. We don't have quotas.
We don't have D’Avignon plans. We don't have any number of other mechanisms. We don't
have the lower house of parliament voting to go back to 1996 levels of importation from all
countries. That bill actually went through the congress in the United States. We don't have
any of that sort of thing so we are an open market.

MR WOODS: Yes, and that’s a point that has been made by others, although they use that
point to argue against reciprocity whereas that is not your situation. Thank you. Any
concluding points that you wish to raise?

MR LANDY: Just an overall comment | think that basically, given the state of the global
steel market, we think there are enough natural market forces on supplies in Australia of steel
to make sure they're competitive without, you know - well, basically that’s the statement |
would like to make. | think we are in a globally competitive and volatile market and were
responding to it. We're taking that initiative ourselves and with our customers.

MR WOODS: Thank you, and thank you again for both the submission and the detail that
you've been able to provide to the commission.
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MR WOODS: My next witness is Ronad Fisher Trade Consultants Pty Ltd. Thank you
very much. For the record could you please state your name and the capacity in which you are
presenting evidence today.

MR FISHER: Yes, my nameis Ronald Claude Fisher and I’'m appearing on behalf of the
Printing Industries Association of Australia, Y ork Street, Sydney.

MR ANDERSEN: My nameis Philip Duncan Andersen. I’'m nationa director of Printing
Industries Association of Australiaand it isin that capacity that I'm appearing.

MR WOODS: Thank you very much. We have received your submission which is quite
detailed and very helpful. Do you have an opening comment you wish to make?

MR FISHER: Not really, other than to say, as we have requested there, that the industry has
at many of these inquiries been in favour of the movement towards free trade. We're quite
relaxed about that provided that we move in concert and that the tariff is on the material inputs
that are quite a substantial part of the cost structure of the industry - move at the same pace
and the same time.

MR WOODS: Verygood. Canl take you through your submission.
MR FISHER: Surely.

MR WOODS: Some of my questions are matters of detail and some go to the heart of the
principle of your submission but if | can just take them in the order in which they appear.

MR FISHER: Yes, please.

MR WOODS: | notice, asyou say, the traditional parts of your industry are such things as
stationery and business forms and the like. With changing technology and alot of in-house
printing as part of the process of producing a letter or an invoice or the like, is that having a
marked effect on your industry?

MR FISHER: No, | think that the trend to in-house and | guess Quick Print and those sorts
of things - who are part of the industry anyway as being with us - the real change in the
industry isthe growth in IT of course and thisindustry embraces that. Aswe say in these
action agendas that we're talking about - even Bill Gates says, "l will go and print it up on my
screen,” and that is part of printing. We have broadened out from ink on paper to other areas,
so the industry is changing but it’s also growing because it embraces that new technology.

MR WOODS: Okay, so you seethat asinclusivein that process.

MR FISHER: Yes.
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MR WOODS: You mentioned just then the action agenda and | was quite interested asto
what you see it as encompassing and what the time frame is for its development.

MR ANDERSEN: Thetime frame | guess began early last year with the launch by the
industry minister, Nick Minchin. We then held a series of workshops in Canberrato do some
industry swot analyses. We have then since then done awhole range of further swots, if you
like, with mgor users of print in this country. The time frame we are working towards now is
to have an initial report completed by the middle of this year at which time the government will
probably step back. However, the industry participants will be continuing because we
anticipate there being a whole series of issues that will arise in this investigative phase that will
require further work. It will be up to the industry then to work on - come to some answers.

The range of issues that we are looking at in this action agenda program is very very
broad because we really have looked at al aspects of our competitiveness, where we see our
weaknesses, where we see we have some distinctive competencies that perhaps we can build
upon, what are some of the roadblocks which are impeding our ability to have some sort of
sustainable future. If we identify those roadblocks, then what action, either as an industry or as
individual companies or as governments, can we do or take to overcome those roadblocks?
That's the sort of process we are following.

MR WOODS: Thank you. That's helpful. Now, you make reference in the next paragraph
to not yet being export-oriented, although moving in that direction. Again, could you
elaborate a little on that for me.

MR FISHER: Yes. | guessthe printing industry has been over the years a little bit insular.
For many years it was closeness to customer and those sorts of things that dictated
performance. Technology and globalisation have moved people away from that cosy little
environment where you sit down and do that. There have been some good exportsin the
industry, mainly in niche markets. We have developed good marketsin Hong Kong,
Singapore, and others, for particular products. New Zealand of course is the major market for
Australian print and packaging. Americais probably the second market, but the industry itself
until very recent times has never realy had as an industry that outward-looking perception
that, "Y es, we need to go out and look at export markets," that 1 per cent of the American
market, if you can get it, isa significant increase in what you've got in your domestic market
and adjusting globally.

Now they've got to do that, they are doing that, the association encourages them to do
that, and they're starting to achieve some significant gains. Even in the book production area,
if you like, which was very sensitive and where the major import competition came - probably
something over 50 per cent of books on sale in Australia are still printed overseas and it tended
to be, "Because of that why should we look for markets overseas for our books? We can't
compete." That’s changed significantly and book printers are now making significant export
gains.
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MR ANDERSEN: If | could perhaps just give two examples of that export area where we
have done that - one in very much aniche area. We have a member who prints the little tags
that go on the end of teabags and they do that for Ceylon Tea. They ship containerloads of
those around the world for Ceylon Tea. Very much a niche product but very good business for
that company. Another one is where the development of technology has made an impact and
allowed a small Wollongong company to actually do the design work for Brax Confectionery
in the United States for the wrappers that go round the individual chocolates, and that was an
opportunity which truly wasn't there 10 years ago but is now because of the technology. They
can send that design electronically. They haven't actually physically to be there.

MR FISHER: Theindustry tends, in some instances, to piggyback on other industries. The
tremendous growth in wine exports from Australia has led to a significant growth in wine label
exports where Californian growers and that are seeing the expertise that we've developed with
wine labels and, you know, there's quite a good market for Australian label printers.

MR WOODS: You made referencein your commentsto "insular" and "cosy" and in your
submission referred to the dark ages of the high tariffs. | think all of that reinforces your
general point that you're not a supporter of tariffs as such but looking for ensuring that there
are no anomalies in the process of progressive reduction of tariffs. Isthat afar summary?

MR FISHER: That'scertainly afair statement. | think the greatest concern of the industry is
now not with tariffs, except on raw materials when they go, but what we would see as the all
too easy avenue of dumping applications, particularly on paper, and that tends to negate some
of the gains that you can make out of tariff reductions by substituting a dumping duty for a
tariff. It creates significant problems for the industry because only around 50 per cent of paper
requirements can be produced in Australia. Unfortunately, if you've got a dumping duty of
significant proportions on that other 50 per cent, it must comein. It’s not something you can
pass on to your own customer and you tend to absorb that, and that, of course, just lowers
your profitability and might retard investment alittle bit.

MR WOODS: Presumably you make those fears known during inquiriesinto - - -
MR FISHER: Certainly do.

MR WOODS: You choose adate of 1 January 2005 as being a target date for removal of
tariffs. Any particular reason for that date, other than it's somewhere between now and 20107?

MR FISHER: Not redly, no. | guessit’sa halfway house. There'sno real reason, other
than if you look at your reporting time and then you look at an adjustment time. This industry
wouldn't be fussed if that was 2003, for argument’s sake; that there are a couple of years of
adjustment and getting people used to it. But no, there's nothing
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significant in 2005. 1t shouldn't go out to 2010, though.

MR WOODS: $So youd seethat as an end date, rather than atarget date.
MR FISHER: Yes.

MR WOODS: | guess certainty is so important in business planning.

MR FISHER: Predictability and certainty, so that there are a couple of years that you know
it's going to happen; you adjust to it and you live or die by it.

MR WOODS: And your members generaly would be comfortable with that perspective.
MR FISHER: Yes, they are.

MR WOODS: That'svery helpful. You made reference that there had been alot of change

and the adoption of world best practice, exposure to international competition, taking up rapid
technology, although you then went on to point out that that’s led to chronic overcapacity and
underutilisation. Isthat working its way through the industry?

MR FISHER: | think it'll take quite a while because technology is still changing rapidly. It's
not as though it changed and now we've got a hiatus where you adjust. It is still - we're very
much in atechnological age. It's not just germane to the industry in Australia; it’s an
international phenomenon, the overcapacity and everything else. The increased perception of
export possibility is starting to help but it's something that’s going to be with us for the
foreseeable future anyway, that overcapacity. You cant just buy half aprinting press. You
cant runit at half speed because it’s totally uneconomic. You've got to use best practice,
you've got to run the machine at its maximum capacity and then, if you haven't got the work
for it, it doesn't run.

MR ANDERSEN: As part of the action agenda process we actually conduct a limited survey
to try and get a better handle on the capacity utilisation levels in the industry, and if that would
be helpful we can certainly forward that to the inquiry.

MR WOODS: Thank you, that would be helpful. Y ou made reference to some long-term
econometric modelling of the industry - short and long term. |sthat bearing fruit at this point
and, if so, isthis part of your action agenda work or is this unrelated to that?

MR FISHER: Preceded the action agenda but is inevitably part of it. | guess the need for it
arose because of alack of government understanding, if you like, of the industry; a perception
that thisis an old craft industry with ink under the fingernails and everything else, and we
needed to change that perception with government. The GST made it even more imperative
that we had models so that we could go to government and talk about the effect of GST on
various sectors of the industry.
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They're dynamic models and they'll continue to be updated annually, and we will continue to
use them and firms will continue to use them to test various things, but certainly we will be
testing this when Chris Murphy is back at work from his holidays. Through both of those
models we will be testing both in atime frame in the 5 per cent to give you some better data as
to the effect on the industry and the community at large.

MR WOODS: Do you have aview asto the timing when some of that data would be
available?

MR FISHER: Thefirst couple of weeks of February.

MR WOODS: You make areference to the question of reciprocity which a previous witness
was also proposing but you frame it in a sense, as | understand it, of reciprocity being a
desirable but not essential component of the process of tariff reduction. Isthat afair
assessment of your view?

MR FISHER: Yes, | think that'sright. We'd certainly like to see reciprocity but we wouldn't
like to see the process halted because there wasn't reciprocity. | think we've got to continue to
fight for that. We've been engaged in that for alittle while with APEC and working with
Foreign Affairs and Trade on those reductions and the speed-up of tariff in the forest products
area, which includes paper and printing, of course. | haven't seenit yet but | know that the
USA and New Zeadland combined certainly in a non-tariff barrier sense to set down all of the
non-tariff barriers of those APEC countries that would impede free trade between the
members. | think that's just been completed.

Now, we would like to see that used and brought to fruition to remove those barriers but
we don't want to sit back and say, "We don't move till they move." We move because there
are gains anyway and eventually we hope those gains are reciprocal.

MR WOODS: Very good, and that's a point we were debating with the witness prior to
yourselves.

MR FISHER: Yes, | heard you talking, and | think you were making the point, maybe not as
blunt, that it of itself doesn't carry an enormous amount of weight in international trade - our

5 per cent - and I'd agree with that.

MR WOODS: So that would be your judgment?

MR FISHER: Yes, it would be, certainly, and again that's why we shouldn't sit back and
wait. We need to get the gains now, here and now for our country, and then fight for that to

be carried through internationally.

MR WOODS: So you would argue on the basis that the unilateral gains outweigh the
potential cost of waiting for - - -
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MR FISHER: Indeed they would.

MR WOODS: - - - movement by others.

MR FISHER: Yes.

MR WOODS: That isthe judgment to be made.

MR ANDERSEN: | think the other thing that we need to make sure we understand there is
that we're not just referring to tariffsin these other countries but also some of the non-tariff
barriers. We'd be fighting for those as well - for their elimination.

MR WOODS:. You argue against phased reductions from 5 per cent. Can you elaborate on
that for me? Clearly it's an option but it’s not one that you favour. Isthere something that
youd - - -

MR FISHER: | think that, at least in the history, the history of phasing - and there has been
phasing over time in tariffs from the 55 per cent daysto the 5 per cent days - it just tendsto
delay the initiative in the industry to adopt best practice, to move with the times, to get
technology. You put off the hard decisions until crunch time arrives and | think it's easier, and
better for all concerned, to have crunch time up-front and adjust to it.

MR WOODS: You make reference to Manufacturing-in-Bond and that your members take
advantage of it and TRADEX schemes. |sthere any specific Manufacturing-in-Bond
arrangement by your members that you're aware of, or you firm more to the TRADEX?

MR FISHER: Probably moreto TRADEX. Thereisabit of Manufacturing-in-Bond.

| think Carlton with exports of - and we're talking here of cans and again labels on bottles.
There isabit of in-bond manufacture for export but TRADEX would be used more so than an
actual Manufacturing-in-Bond.

MR WOODS: Thank you. | don't have any further particular questions on your submission,
which | found to be very helpful. Are there any concluding comments that you would wish to
make?

MR FISHER: No, not redly, other than we're grateful for the opportunity. We would like
to reinforce the point we made about the tariff concession system; that | think it is inequitable
at the present time that you have 3 per cent on producer materials and duty-free on consumer
materials under the scheme, and we would like to see that - and we've made representations to
the treasurer - to mention many times. We would like to see that imbalance, if you like,
corrected as soon as possible. It was arevenue measure. It was there supposedly to help fill in
that black hole that they inherited that no longer exists. We're into surplus budget and we
don't see the 3 per cent as a revenue measure as anything that should continue as of tomorrow
-as
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soon as you can make the appropriate recommendation.

MR WOODS: Thank you very much and thank you for the time that you've devoted to
assisting this inquiry.

MR FISHER: Thank you very much.

MR ANDERSEN: Thank you.

MR FISHER: And we will forward Murphy’s analysis as soon as we've got it.
MR WOODS: Much appreciated.

MR FISHER: Thank you.

MR WOODS: Our next witnesses are the Australian Industry Group. Asthey're not present
at this point, well take a short adjournment until they arrive.
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MR WOODS: The next witnesses are the Australian Industry Group. Could you please for
the record give your names and the capacity in which you're presenting evidence today.

MR HERBERT: Yes, I'd be pleased to do that, Mr Woods. My name is Bob Herbert. I'm
the chief executive of the Australian Industry Group. Perhaps| could introduce my team that
will be here and available to talk with you about the issuestoday. On my immediate right is
Prof John Quiggin from the Australian National University and the Queensland University of
Technology. Prof Quiggin has been commissioned by us to prepare a paper on some of the
issues relevant to the review, and he would like the opportunity today - as we would - for him
just to speak briefly to that during the course of this presentation.

Mrs Heather Ridout is the executive director of public policy and communications with
the Australian Industry Group and has been particularly involved in quite an important survey
of our members about thisissue, and she would like to speak to that matter this morning.

Mr Leigh Purnell is the executive director of the international division of the Australian
Industry Group and Mr Purnell particularly will concentrate on WTO, APEC matters, and the
TCS. You may be aware that he accompanied Minister Vaile to Seattle earlier this year or late
last year for what might be described as fairly difficult WTO considerations, and there's a paper
that relates to that amongst the submission we've given you.

MR WOODS:. Thank you.

MR HERBERT: Idliketo, if it's convenient, make some general comments in opening
before my colleagues speak.

MR WOODS: Youll be addressing a submission which, for the record, you're submitting as
part of presenting evidence this morning?

MR HERBERT: That'sright. We had a submission that we have provided you with now,
and additional copies are available as required. You'l find that it's a very comprehensive
submission and it’s structured in a manner to deal with the terms of reference of the review. It
is regrettable that you have not had this document in advance of our presentation today, and it
may help you, therefore, if we were to just take a minute to explain how it is structured, and
with the embellishments that we will give to the submission in our personal presentations you
will quickly get a good grasp of the theme behind our submission.

MR WOODS: Thank you very much.

MR HERBERT: If you wereto just turn to the contents page | think you will quickly have
an appreciation of the structure of it. It deals with an introduction, the implications of findings
for afurther unilateral reduction in the general tariff, then it summarises five key papers that
have been prepared and are part of this submission. Without running through each of the titles
of those papers - their content - they will
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be obvious to you by looking at that page. So they're summarised in section 3, there are
conclusions and recommendations in section 4, and then each of the papers that |'ve referred to
follow, in effect as inclusions in the document, and of course the terms of reference are
included there. I'd like, if it's appropriate, to make some opening comments.

MR WOODS: Please.

MR HERBERT: | think it’sfair to say that we - the Australian Industry Group - didn't
welcome this review, and we're on public record as saying that. When it was first mooted we
argued that it was ingppropriate and unnecessary and ill-timed. But be that as it may, the
review has proceeded and we have approached the preparation of our submission in what

we believe is avery thorough and diligent manner to ensure that industry’s views are properly
understood and taken into account - the recommendations of our members, which are
embodied in the submission.

We represent in the Australian Industry Group some 11 and a half thousand companies,
and the majority of these operate in the general manufacturing sector. These companies are
going to be directly affected by the outcome of thisinquiry, more particularly the decision the
government may make following receipt of your recommendations. Now, | have mentioned
that we have prepared the submission to encompass five important studies which are relevant
and relate to the terms of reference, and they are summarised in the document and the full
papers are there.

Thefirst is a survey of some 550 of our member companies about the review and the
impact of areduction in the general import tariff upon them. That’s paper 1 and Mrs Ridout
can speak to that as you may require this morning. The second, as | mentioned, is the paper
we commissioned Prof Quiggin to undertake to examine the welfare benefits to the economy
of areduction in the general tariff, and as well the interaction between the tariffs and the
exchange rate, and that’s embraced by paper 2, and Prof Quiggin will be able to speak to that.

The third paper is on progress in world trade liberalisation, including the progress - or, as
I mentioned, the lack of it - in the WTO negotiations, and Australia’s obligations and
performance under the APEC arrangements, and an analysis of Australia's barriersto trade
vis-a-vis competitor nations. That’s dealt with in the third paper and Leigh Purnell will speak
to that. The fourth paper is an analysis of the tariff concession system and, finally, there'sa
paper which deals with the strategic importance of Australia’s manufacturing sector.

Mr Woods, the five studies that are encompassed in our submission taken individually
and collectively indicate that, given the adjustment costs to the economy and the community,
there is no scope for further unilateral reductionsin Australia’s genera tariff. They suggest
that to do so would involve considerable risk with little potential benefit. Y ou will see from
Prof Quiggin's analysisit indicates that the welfare benefits from a reduction in tariffs to zero
would be small, while the adjustment costs - and | quote - are "likely to outweigh any static
efficiency costs'.
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When Prof Quiggin speaks to his paper shortly, he will also deal with what isthe
definition of free trade in a floating exchange rate environment, a fairly important issue | think
for thisreview to consider. The survey that | have referred to of 550 of our member
companies would suggest that the adjustment costs, particularly in terms of employment and
production, would be substantial. It further suggests that investment in the industry would
contract sharply, putting at risk the long-term viability of the industry in Australia.

Mrs Ridout will deal with the key statistics but just to give you aflavour of the survey
56 per cent of companies said if you were to so move to reduce the tariff to zero you could
expect quite significant employment implications, averaging - for those 56 per cent of
companies - about a 15.2 per cent drop in employment. In terms of investment, equally
dramatically 46 per cent of companies said such action would reduce investment on an average
of 25.7 per cent.

The paper we present on the strategic importance of manufacturing particularly relates to
the defence sector, and it reinforces the point not to allow the long-term viability of industry to
be put at risk. Our analysis of trade liberalisation in Australia and abroad would indicate that a
decade or more of rapid and unilateral tariff cuts has made Australia perhaps the most open
market for importsin the Western world while other countries have lagged behind. We
contend that Australia’s tariffs are now among the lowest in the developed world and, unlike
other countries, Australia has hardly any non-tariff barriers, and in this regard our survey
comes into play again because alittle more than one in four companies are saying that as they
seek to sell overseas the non-tariff barriers constitute a major restraint for themin selling their
products in overseas markets.

We also contend that Australiais also aready well ahead of many of our APEC partners
in trade liberalisation programs, and this means Australia, in our view, has virtually no
negotiating coin left to play in world trade negotiations. We have everything to lose and little
to gain from aworld stalling on its trade liberalisation programs. I1n the meantime, we contend
the prospects for further world trade liberalisation in the immediate future looks pretty bleak.
The WTO and APEC action appears unlikely until well into the first decade of the new
century. Indeed, it appears that the opposite is more likely to be the case as there might in fact
be a resurgence of some protectionism as evidenced perhaps in the USA and Asia.

The studies support a holistic approach to thisissue in Australia, one which
acknowledges wider community goals and which places tariff policy within the broader context
of mechanisms which can influence our economic performance. The studiesthat are a part of
our submission provide no support for placing atariff on inputsto production which are
products not manufactured in Australia. It's clear that the current TCS - tariff concession
system - is damaging the competitiveness and viahility of Australian industry. It'satax on
industry and we believe the case for its removal isirrefutable. Consistent with this, every effort
to remove genuine nuisance tariffs should be supported.
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The outcome of this review is extremely important to Australian manufacturing industry.
Y ou would be aware it constitutes 12 and a half per cent of GDP, about 12 and a half per cent
of employment. Over a million Australians are employed in manufacturing, and they're the
biggest provider of full-time jobs. 90 per cent of employment in manufacturing is full-time
employment. We contribute 33.9 per cent to the total export effort of Australia, 21.1 per cent
of new capital expenditure, and we account for 57 per cent of private sector Rand D. Soit’'s
our contention that a unilateral reduction in tariffs would render further damage to this sector,
which is clearly so significant to the Australian economy, for very little gain.

It would come as ho surprise that the trade deficit in manufacturing has increased rapidly
and substantially during the 90s, contributing to our current economic woes. The
manufacturing trade deficit accelerated largely in response to strong growth in imports, as you
would be aware. Overall, the manufacturing trade deficit widened to $55.8 hillion in the year
1998-99. That'sarise of 13 per cent over the previous year, and a 78 per cent rise since the
start of thisdecade. | don't think we need to remind anyone that the current account deficit
remains a big and dark shadow hanging over our economic future.

The submission we make to this review leads us to make these four main
recommendations. First, given the adjustment costs to the economy and the community, there
is no scope for afurther reduction in the general tariff from five to zero and that to do so
would involve considerable risk with very little potential welfare benefit. Second, any
reductionsin Australia’s barrier protection should be contingent upon reciprocal and
proportionate action by our trading partners. Third, the present duty applied to inputsto
production under the tariff concessions system should be abolished. Fourth, efforts to abolish
nuisance tariffs should continue where such tariffs serve only to increase business input costs
and do not provide support for any local manufacturing capability.

Mr Woods, that’s an outline of our position. | think it would help you, in view of the
fact that you haven't had the benefit of seeing our submission in advance, to have my
colleagues speak to some of the key papers.

MR WOODS: Happy to do so.

PROF QUIGGIN: | have been asked to look at the review primarily from a welfare
economics viewpoint. The policy proposal under discussion is a general move from 5 per cent
tariffsto zero. Looking at first the case in favour of this, it basically comes obviously from the
theory of comparative advantage, and the associated what's typically called in this debate static
welfare theory. And under assumptions which are well-known of full employment and so
forth, we do indeed get from that theory a view that the optimum rate of protection is zero,
that free trade is the welfare optimum.

However, the gains from the move from 5 per cent to zero are in this context
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estimated to be very small. | have produced some estimates of, for example, about two days
worth of GDP growth. That’s based on lowish elasticities of supply and demand. Looking at
the evidence from the survey response I'd now probably want to go somewhat higher, but
we're still talking very small percentages of GDP. | would suggest estimates in the range of
0.01 per cent of GDP to 0.05 per cent of GDP are implied by the fact that we have got a

5 per cent tariff applying to approximately 10 per cent of traded good that are approximately
10 per cent of GDP.

MR WOODS: Your caculations didn't have the opportunity of taking into account the
survey?

PROF QUIGGIN: No. | didthe calculations - because the survey has only just - so the
survey in fact suggests somewhat larger elasticities of supply than those | used illustratively.

MR WOODS: | take that point.

PROF QUIGGIN: Of course, the supply, the adjustment costs and the welfare benefits move
proportionately in this respect. The crucial theoretical point is that the adjustment costs of a

5 per cent change in prices are the same whether that’s produced by a change from a

30 per cent tariff to a 25 per cent tariff or from 5 per cent to zero. On the other hand, the
welfare benefits are proportional to the square of the deviation from first best prices, so the
welfare benefits decline dramatically for further reductions as we move down towards zero
tariffs, whereas the adjustment costs remain linear in the cost of adjustment. So assuming
adjustment costs are positive on average, there must indeed reach a point where the adjustment
costs are going to outweigh the welfare benefits of further moves towards zero, if we focus on
the static case.

Of course there has been a good deal of discussion, usually fairly loose, of
dynamic arguments to do with reductions in tariffs. We make a number of points on this. First
there are of course dynamic-type arguments that are in favour of high tariffs rather than
againgt; various sorts of arguments derived from new growth theory and so forth. Second, and
I think very importantly, most of the arguments that have been put forward in favour - for
example, that the pressure of import competition will make industry leaner and meaner; that an
outward orientation is preferable to an inward orientation - those arguments, if they're taken
serioudly, generally imply that the ultimate tariff is negative; that we should be taxing our
import-competing industries rather than supporting them.

And from the fact that | very rarely see arguments of that kind put forward in thiskind of
debate, | conclude that the dynamic arguments are typically used as rhetoric supporting the
conclusion derived from the static case, rather than being taken seriously and evaluated in a
way which would produce certainly an environment of considerable intervention, although
possibly including negative protection of some industries rather than positive. So | think
they’re never going to take them seriously. We certainly wouldn't get to non-intervention as
the optimum. Wed get to some
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complicated form of intervention that depended on which particular pandemic arguments you
base credence in.

So we can certainly get benefits. |'ve got some rough estimates using the Harberger
welfare triangle approach. As| say, | probably want to raise those somewhat in the light of the
estimates of high supply elasticities that we've seen, but still very small and, while obviously a
general equilibrium approach would be preferable, | think if the general equilibrium approach
gave estimates that were already out of line with that, that would suggest that it was the
general equilibrium model that was at fault rather than the basic estimates because they're fairly
robust to modest changes in the kinds of assumptions you use.

The adjustment cost is a much more difficult issue. |'ve again had alook at some of
those, using the kinds of estimates of supply response that we've seen. | have used them from
the survey in this case - I've got somewhat larger estimates - and it seems reasonable to
suggest that, even assuming that there are considerable benefits in other areas of the economy
that partially offset a withdrawal from the labour force associated with adjustment costs, we
till are going to look at adjustment costs which are comparable in magnitude to any welfare
benefits arising from the tariff and even when we consider only impacts on labour, when we
consider costs such as increase in bankruptcies and other forms of adjustment which are
typically socialy costly, typically dissipate resources, it's my view that the adjustment costs are
likely to be comparable to or larger than the welfare benefits of a move to free trade.

| now want to talk a bit about the issue of exchange rate uncertainty. It's obvioudly true
that when we're talking about a 5 per cent move in the tariff, variations in the exchange rate
over moderate periods considerably outweigh the effect of the tariff one way or the other, and
this raises a question as to whether the case for zero is the optimum which is developed in
typically a barter economy without any exchange rate type instruments; what the effect of that
is when we take into account the existence of exchange rates and when we take into account
the fact that exchange rates fluctuate and spend long periods away from the purchasing power
parity level where theory would suggest they ought to be.

There has been amodest literature on this, and I've quoted some of the papers. The first
point isthat if we have acomplete set of state contingent financial markets, there’'s no change
of course to the classical result; that is, in the context of perfectly operating internationa
financial markets in which firms can completely hedge any exchange rate risk they facein a
costless and efficient fashion, then we just get back to the conclusion that zero tariffs are
optimum. But of course there's very considerable evidence, starting with the large and
persistent deviations from purchasing power parity that I've talked about, that those
assumptions aren't valid and that therefore we need to look at the situation of arisk-averse firm
facing uncertainty which cannot be perfectly hedged.

In this context it's certainly possible to obtain arange of results, but if we assume that the
firmsin the protected sector are risk averse, then certainly there are
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going to be situations under which the optimum tariff can be positive to offset it because of the
insurance or buffer effect provided by the tariff against the exchange rate fluctuations. It'saso
necessary, | think, to take account of the fact that the exchange rate isn't merely a random
shock. Itisinfact significantly influenced by government policy, particularly monetary policy,
and it's arguable that in significant periods over the past decade or two we've had exchange
rates held above the purchasing power parity level for macro-economic reasons, in which case
again the effective rate of the assistance to industry is going to be negative.

That's anissue, | think, which still requires agreat deal more exploration, but which at a
minimum casts a good deal of doubt on the assumption that we can rely on the predictions of a
model which is based on either a barter economy or an implicit assumption that the exchange
rate is always at or close to purchasing power parity. | think that probably covers the main
pointsthat | want to raise. | could talk a bit more about the dynamic issues if you want to
discuss that.

MR WOODS:. Well see how the discussion goes, but clearly you've covered a significant
amount of ground in your paper and | look forward to reading it and reflecting on it. 1’'m not
quite sure that we can do justice to your points based on afairly quick overview of it. But
welll see how we progress.

MR HERBERT: Could | suggest that Ms Ridout might take you to this very important
survey because that gives you a very good insight of the thinking of our members, particularly
manufacturing in this context.

MSRIDOUT: When the commission called the inquiry we conducted a survey of our
members in December; a tough time of the year to do a survey.

MR WOODS:. We reflect also on the timing.

MSRIDOUT: Yes Wereceived responses from 550 companiesin 11 sectors, and it was
done on a national basis and included a number of regiona areas. The questions asked of them
covered both their attitude towards tariffs and the adjustment costs which would be imposed
on their companies if there was a reduction in the general tariff from 5 per cent to zero. Set
out on page 16 of our submission is a paper on the survey results, but I'll just summarise them
to you briefly. Members were evenly divided on the need for the review. 54 per cent favoured
it, 42 per cent opposed it, and 4 per cent were undecided.

Having had a good look at the 54 per cent | would quip that alot of people saw it as an
opportunity to have tariffs increased, which | found fascinating. But also in terms of their
responses half of those that did support the inquiry were strongly supportive of maintaining the
tariff a 5 per cent. Put together with the other responses you've got, amost three-quarters of
companies supported the tariff remaining at that 5 per cent, which is arealistic position given
the nature of the industry in a globalised sense and its dependence on imports.
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MR WOODS: Wasthisasurprising result or an unsurprising result?

MSRIDOUT: No, it’snot asurprising result. When we were MTIA we used to quip that
we should become the Meta Trades Importers Association because there was becoming such a
global interaction in terms of production. So | think members are very conscious of looking at
their books and seeing where they're better off in terms of their whole production, so there
would be an element of the industry that would be undecided or, as | said, support. But by far
the majority of the industry supported the 5 per cent. | would add that 81 per cent, an
overwhelming magjority, preferred areciprocal action by Australia - by our trading partnersin
exchange for any reduction.

That view was very very strong in the industry. They would seek reciprocal and
proportionate action by our trading partners before there's any further unilateral lowering of
tariffs, and that came through very strongly in the survey. It also came through very strongly
in another study we did last year, which was on regional Australia, and in that study there was
avery strong response from regional companies, and often at the political level, against tariff
reductions.

In terms of the adjustment costs, they were very strong, as Mr Herbert has indicated.
About 58 per cent of respondents, just over half, while they said that selling prices would fall,
you had 56 per cent of respondent companies reducing production by an average of
14.3 per cent and sales by a similar percentage in the same number of companies roughly, an
average again of 14.2 per cent reduction in sales in those companies. In terms of employment
and investment, 56 per cent of companies anticipated a reduction in employment of
15.2 per cent in their operations, and a 25 per cent - average 25.7 per cent reductionin
investment was forecast by 46 per cent of respondent companies. So they were substantial
costs, and in fact really were quite reinforcing of Prof Quiggin’s comment in relation to the
adjustment costs that would be involved in any further lowering of tariff, and gave great
credence to his view that the last 5 per cent and the first 5 per cent are almost just as important
in terms of this whole debate.

We also asked whether industry would accept a trade-off, which was in your discussion
paper, between creating an industry development fund and removing the last 5 per cent, and I'd
say there was uncertainty about this but about half were against it, 22 per cent were unsure and
24 per cent were in favour. So aimost a quarter of members said, "Well, we'd trade it off, put
it in an industry development fund of the same value, and do that," but over half the industry,
as| said, were against and preferred the bird in the hand, | think.

The other issue which came through very strongly in the survey was that one in four
companies identified non-tariff barriers asamagor restraint - it was 27 per cent - in selling their
products in overseas destinations, and this was a very significant finding to us, obviously
indicating the extent that these non-tariff barriers realy were penalising companies in their
operations.
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In terms of the sectors, to give you an idea of where the major impacts or the strongest
impacts were, | think you'd have to say they were fairly evenly spread. If you go to the paper -
it's al set out there on table 2.4 - you've got food, beverages and tobacco, a third of companies
roughly expect afall in employment, 41 per cent expect afall in investment, and both in the
proportion of 19.4 per cent fall in employment and 32.9 per cent in investment. Food of
course is the biggest sector in manufacturing. Textiles was obvioudly very high, as was
transport equipment, as was basic metal products; 73 per cent expected areduction in
employment of 9.8 per cent on average, 63 per cent expected areduction in investment of
25 per cent almost on average. So these are very substantial estimates.

| would have to say that | think the companies, given we didn't have over - we had a very
honest response from companies, and we encouraged that, to this survey. Asl said, not
everyone signed off; not the whole of the industry signed off onthe 5 per cent. Therewasa
small minority in our view that supported its reduction. So | think what we have hereisavery
honest expression of what the adjustment costs would be and what the real situation is.

MR WOODS: Thank you, and thank you for going to the time and cost of doing that, also
your members.

MSRIDOUT: By theway, | would say, Mr Woods, that this analysis of the survey was done
by Melbourne University, so we again took the step of being very objective in the way we had
it written up and analysed, as we have with Prof Quiggin’s work.

MR WOODS: Sure.

MSRIDOUT: Not that we didn't think our evidence wasn't objective.

MR WOODS: No, no, but, yes, I look forward to incorporating that datain our analysis and
I will pursue a couple of general questions but I'll wait till there's further debate, until we've

had time to absorb this.

MSRIDOUT: Wed be very happy to give you more detailed break-ups if the commission
would find them useful.

MR WOODS:. Thank you.

MR HERBERT: Could | suggest Mr Purnell might just deal with those WTO-APEC
matters and the TCS.

MR WOODS: Thank you very much.
MR PURNELL: Commissioner, thank you for that. Section 3 of the paper deals with our
APEC-WTO commitment which is very much central to the reference that we have to pursue

this because of our APEC commitments. 1'd like to break this section up into two parts. some
tables, to talk about where Australia fits in terms of

27/1/00 Tariff 176 B. HERBERT and OTHERS



its tariff protection and non-tariff protection and our import penetration rates compared to the
rest of the world, and, if you like, just some of the attitudes of APEC and WTO countries and
ministers towards progress and where Australiafitsinto that.

If we look firstly at some of the tablesthat I've put in our paper 3, table 1 looks at the
production-weighted average tariff rates, Australia compared to other industrialised
economies, and we see there that for manufacturing, for the latest figures, and these are based
on an OECD economic outlook published last year, June 99, we have the US, the latest figures
in 96, at 5.4 per cent, the EU at 7.7, Japan at 3.3, Canada at 14.4, Norway at 33.4 - and | can
only say that they've obvioudly had tarification of other thingsto bring it to that level -
Switzerland 3.2, Australia4.8, New Zeadland 6.4 and Mexico 19.9. So on any basisthere
clearly Australiais very much at the lower end, and if you look at our paper when we look at
developing countries, the average tariff on any basis for developing countriesis 17 per cent,
being very generous to the developing countries as to their tariff rates.

Table 2 is another important table that we provide to the commission which shows
Australia as one of the highest countries subject to import penetration rates, and again the
latest figures there - and these are all based on OECD figures - the US has an import
penetration rate of 18.2 per cent, Japan 9.1, the EU at 12.9, Canada at 49.4, Australia at 31.4,
Korea 26.3 and Mexico at 40.2 and Norway 45.8. The table does point out that, depending on
the rates there, you could look at the size of the economy, productivity and other matters that
might affect that import penetration rate. But, given all of those, Australiais till very very
highly subject to import penetration.

Thefinal table that | would just like to draw attention to istable 6 of our submission,
which looks at the non-tariff barriers, and again Heather Ridout spoke about one in four of our
companies saying that that's very much a problem when they are exporting our products to
other markets, but table 6 again saysthat if you look at the import coverage of non-tariff
barriers, inthe US the latest figures - it's 7.7, in the EU it’s 6.7, in Japan it's 7.4, Canada it's 4,
Norway 3 per cent, Switzerland 9.8, Australiais 0.6 per cent, New Zealand 0.2, and Mexico
6.9.

We have, commissioner, a massive wad of non-tariff barriers which we've donein
consultation with the Department of Foreign Affairs and Trade, in conjunction with the APTA-
CER proposal that we're developing with the government on awhole host of non-tariff barriers
within the ASEAN economies that we're very happy to provide you with, and that's material
that we're working with the Australian government on, in conjunction with ASEAN economies
under the APTA-CER policy arrangements.

So | think that clearly when you look at those non-tariff barriers, leaving aside any
voluntary restraint agreements or any other political negotiations that happen between some of
the biggest economies, again Australiais very open in terms of our tariff or non-tariff rates.

The other point that | would make in our paper 3 is how do we stand in terms
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of just the negotiations, what are the dynamics of our WTO and APEC positioning? | do
guote in it the trade ministers communique that was in New Zealand last year, where they met,
and those ministers said that reflecting on business concerns they agreed to further improve the
credibility of the individual action plans, and that communigue clearly demonstrated that APEC
trade ministers realised that the progress they were making was very much below the progress
that was considered essential way back at the Bogor Declaration.

Also, as Bob Herbert said, | was a part of the official Australian government delegation
to the WTO in Seattle, atotal disaster, and if you look at the outcome that you could try to
project under any progress there, 2000 is a wipe-off because of the US elections, if nothing
else, so at best we start to get down to some sort of meaningful negotiations maybe in 12
months' time. |f you took the very best time frame to trying to wrap it up, Uruguay took seven
years. If we said, "Well, we halved that because the whole world has gone crazy and thought
it could do something wonderful," you're not talking - the earliest 2004, 2005 before we see
any outcome.

Now, while we have agreements standing over from Uruguay in relation to agriculture
and other products, the manufacturing sector - as Bob Herbert said in his opening statement,
we have everything to lose and nothing to gain from the world stalling on this, and our position
ultimately is, on the evidence that we provide the commission, on the tables that are there,
international figures, on all the facts about tariff and non-tariff barriers, we believe that the
Australian government has effectively committed itself very strongly to the APEC outlook, that
other economies are lagging on any benchmark that we can put forward, and therefore we
believe we can hold our APEC credentials high and, from our point of view, to take this last
unilateral step of reducing tariffs from five to zero, when other economies not only in a direct
sense but in a proportionate sense are way behind Australia - we believe that it's not warranted
and, as we said, the adjustment costs far outweigh any benefit.

The other matter that | would like to very briefly refer to - and our paper is quite brief -
is the tariff concession system. It was a crude grab for cash. It wasinitially instigated by the
previous Labor government. They were going to have the TCS tax or tariff at 5 per cent.
With the change of government the Liberal government said that they would bring it to
3 per cent. It givesthe government on the latest figures, 1999-2000, something like $413
million. In past years this organisation used to appear before this commission and talk about
the tariff revenue benefits to government and it was never considered an argument that we
could ever mount, so on your own consistency basis we would say that you shouldn't use the
tariff revenue benefits on this to be any basis for retaining it. It isaninput cogt, it is bad policy.
It has no protective benefits to Australian industry and we strongly oppose it, have always
opposed it, and we would like to think that the commission would strongly recommend that
the government abolish thisimmediately.

Asfar as business input costs again, we have worked very cooperatively with the

industry minister and his department. We've gone through all of the items and we've had a
commitment from the minister that where we can show there was
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Australian manufacture that they weren't going to be caught up in the nuisance tariffs
reduction, and we've annexed the various items that we've given to the government where
inadvertently tariff item lines have been caught up in that and the government has been happy
to say, "Well, well put those aside," and we've annexed all of those we've given to the
government, and we would strongly support all nuisance tariffs being removed where they in
fact don't support local manufacturing capability. They're our critical points to make in those
submissions, commissioner.

MR HERBERT: Commissioner, the fina paper deals with the strategic importance of
manufacturing to the Australian economy - particularly instances the defence sector. The
paper stands onits face. | don't intend today to take you through that but there are some
obvious conclusions one can draw about - - -

MR WOODS: | think I understand.

MR HERBERT: So that isthe nature of our submission in brief. Again I’'m sure it would
have been better and helped you to have it in advance but as you haven't I'd be very pleased to
ensure my colleagues and | are available at some later occasion, if you so desire, but were
quite happy to attempt to answer any questions you might wish to pose.

MR WOODS: Thank you, and we may well take up your offer of pursuing some matters
after we've had the opportunity to read these papers, and thank you for the trouble you've gone
to with them. Perhaps for today’s purpose it may best be served by going to your
recommendations and dwelling on those alittle. Could you take me to the page where | will
find those four recommendations you referred to.

MR HERBERT: Yes, I'm pleased to do that.

MSRIDOUT: Page 15.

MR HERBERT: Conclusions and recommendations.

MR WOODS: Perhaps| canturnto 15 wherein bold you've got those four dot points and
let’s examine those in the light of your opening comments. Taking the last first, the nuisance
tariffs, the government went through a nuisance tariffs review just recently and announced its
outcome. | take it from your inclusion of this as arecommendation that you don't feel that
went far enough.

MR PURNELL: Canl maketwo pointson that?

MR WOODS:. Yes, please.

MR PURNELL: Thefirst point isthat to the extent that any analysis shows that there are
further nuisance tariffs, we support that being more extensive.

MR WOODS: And that being a dynamic process, there will aways be change in the
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industry. We understood that.

MR PURNELL: Andwe're very happy to work cooperatively with the government, but one
of the annexed tables does show that inadvertently under that 200 tariff items listed there were
some tariff item lines where there is local manufacture, and under the basis that the government
didn't want thisto be a backdoor way of reducing tariff for local manufacture, we have listed
some tariff items under that 200 listing where there is local manufacture and we believe and

our industry supports the companies - because we extensively surveyed our membership - that
the tariffs not be removed under the nuisance tariffs exercise where we can show that there is
local manufacture and where the companies have inadvertently been caught up init. So there's
not an extensive list but there isalisting, as you'll see in the annexure of our paper, where there
are some tariff items caught up in that. So that could be our caveat - - -

MR WOODS: So your genera principle is that where they genuinely exist as nuisance tariffs
that they be abolished because it serves purely as atax on activity.

MR PURNELL: Absolutely, and I'd like to state - - -

MR WOODS: And you remain ever vigilant that there may be a local manufacturer who may
get caught up inthat process.

MR PURNELL: Yes, and we do whatever we can in working with the government to
identify those and the government has said to us that that wasn't the intention of the nuisance
tariff exercise and they're very happy to work with us and agree under that particular basis that
the tariff not be removed.

MR WOODS: Isthere adefinitional issue in terms of what constitutes substitutable products
versus compatible products and the like?

MR PURNELL: Commissioner, just recently under the international technology, the IT
agreement, we in fact had that, so you do get definitional problems. We had a company that’s
in the power transmission industry - - -

MR WOODS: Yes, I'maware of that particular one.

MR PURNELL: - - - anditscapacitor was caught up supposedly, like the thing about the
size of amatch head that goes into computers, and they found when we extensively surveyed
our membership and said, "What do companies feel about the IT agreement?' they didn't even
look at al the schedules we sent out and then inadvertently they find that their 5 per cent was
removed. That’s been a problem. So yes, there are some instances of those, and companies
don't have the resources now for people to be looking through them. We try to notify industry
about issues that arise but there will aways be some definitional problems.

MR HERBERT: Weve gone to quite extraordinary lengths to try and help our companies
understand the list and what might be there, but there will be some that

27/1/00 Tariff 180 B. HERBERT and OTHERS



will dlip through the crack in this, and some ongoing mechanism to ensure that any that have as
a consequence of definitional problems ought to be there, and we put that to the government
as away of dealing with this.

MR WOODS: Okay. Wél, I think that one is clear enough then. The second-last - again |
think your point is crystal clear.

MR HERBERT: Youdon't need another impassioned sort of advocacy on that.
MR WOODS: We understand that one totaly, so - - -
MR HERBERT: Wewould welcome you getting on side on that one.

MR WOODS: | think you could agree that we can put that one to one side for the moment,
but we fully understand that particular issue, which gets usto your first two recommendations.
At the heart of some of your presentation isthe survey. You quoted, and | look forward to
reading through, a number of results of possible effects of a reduction in tariffs from 5 per cent
to zero for the general tariffs. Isthe base line of that survey what currently is, or is the base
line atrend line of the sort of restructuring due to changes in technology, productivity, labour
reform, the general micro-economic program that’s been progressing to date? What is the base
line that that survey uses when they talk about reducing employment by 15 per cent for

56 per cent of companies and the like? Are we talking about based on what is, or are we
talking about based on the trend of adjustment that’s been happening to date?

MSRIDOUT: Inthe question we asked them we didn't say, "Answer this question
contingent upon this arrangement of being the case or that arrangement being improved or
maybe more competitive." We said to them, "Look at your cost structures, examine your
operations and give us aview in terms of the operation of your plant over the next years
ahead." Now, | don't know whether they took into account the fact that we might get the
flexibility in wages, whether the waterfront will eventually deliver productive benefits of the
reform package greater than they are experiencing at the present time, and also of course the
tax reform are issues that we have mentioned, of course, because we have been strong
advocates of tax reform, and in dealing with that whole issue we have aways let our members
know there are potential benefitsthere. But | don't think you could really say they're directly
linking prospective benefits. But they really are looking at trends in their operation and what’s
going to make them competitive and what’s going to make them less competitive.

MR WOODS: Prof Quiggin, you've been a keen watcher of this process and a commentator
from time to time.

PROF QUIGGIN: Yes.

MR WOODS: Do you have aview on whether there may be a bias in the results because
people are seeing that there will be areduction in employment due to
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technology or something anyway, and putting the two together?

PROF QUIGGIN: | think the inside focus on there is the investment results which are in
general - | mean, if wetook it that the people were treating this as a comparatively static
exercise you would expect a large impact on investment because that's amarginal - you know,
amarginal effect on capital stock and arelatively smaller effect on employment. That in broad
termsiswhat we see.

If we're expecting an extrapolation of current trends - you know, people saying, "What
are you going to be doing over the next few years?' - | would have thought we would be
saying, "Well, we will be substituting capital for labour." So | would be expecting to see very
few people responding with a reduction in investment, and we would see the investment
figures going the opposite way from labour.

What we see in the survey might be consistent with people saying, "If your output bias
was reduced by 5 per cent or whatever, the equilibrium of that would be what would be the
impact of that, all other things equal." That would be consistent with the fairly large impacts
on investment that are in the surveys, and in that sense the employment results, | think, can be
interpreted as impacts of that change specifically, not impacts of the general process.

MSRIDOUT: | would add to what’s been happening in manufacturing in terms of prices. In
the last 12 months manufacturing prices went backwards by 0.7 per cent, | think, in Australia.
Really throughout the 90s pricing power has been lost to the manufacturing sector and that
hasn't necessarily been an Australian-own experience. We have experienced huge margin
pressure, and that's irrevocable. | mean, thisis the world of competitive manufacturing. So
every change in your cost structure has an impact on your company.

Now, | know the question was asked very directly about the impact of the tariff on their
investment and on their employment. Whether they saw it as another straw on the camel’s
back - | mean, in asenseit’s like what John was saying, that might be the case, but | think that
really the question was very direct about the five to zero.

MR HERBERT: Yes, | think you could probably get some comparison too with our most
recent survey where we looked at the industry sectors in some depth, but they were just asking
more about the outcome for the December quarter and alook at the March quarter for this
year where the figures on employment and investment were quite markedly different to the
guestion we posed here about the impact on the tariff.

MSRIDOUT: Yes. | mean, youwould have to say that investment has been reasonably flat
in the sector, as has profitability, | might add. It hasn't been anything too flash.

MR WOODS: Yes, but also tied up in part with the particular part of the economic cycle

that the economy isin. Again, in any one of these surveys, of course, the manufacturer out in
delivery land there has many competing things to try and grasp,
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and it's a matter to try and sort out what impact is a consequence of a particular action, as you
would well be aware. Whereisit possible through your survey techniques to show that you've
teased out the singular impact of tariffs?

MSRIDOUT: | think inasenseit’svery hard to single out the impact of tariffs. | mean, in
reverse, | suppose, the reduction in tariffs is often given credit for promoting a massive
increase in productivity and global orientation in the industry.

MR WOODS: Challenged by some - - -

MSRIDOUT: Yes, that'sright. But you could also say that there are a number of other
factors operating coincident to it, like the exchange rate, the growth in Asia, and we've been
fair in giving both a proper view. But if you look at the analysis of the performance of the
manufacturing sector during the 90s when the technical point was reached at about

15 per cent, | think in 1992 in terms of tariffs, you really have seen the industry - and we quote
the figures here - grow during the 90s at 2.1 per cent per annum compared to a4.1 per cent
economy-wide growth, and that’s even when the downturn of the early 1990s is excluded from
the figures.

So the manufacturing sector has hung in there and it's increased its exports by
117 per cent during that period, well above the growth in world trade in manufactured exports.
So we've actually bettered the world trend, but the industry has faced extraordinary
competition. The market is more contested. Our import penetration has doubled during the
decade, but it’s really been avery sharp end felt by the sector.

Also thisissue of pricing power and the pressure on margins caught up in global trends
with overcapacity existing right around the world. Big corporate operationsin Asia and not
shutting them down elsewhere, the drive for productivity, the Uruguay Round has all put
pressure on Australian manufacturing as it has on world manufacturing. Our industry has
responded positively, but at the same time it is going through a tough period and
rationalisation is resulting from that.

MR WOODS: Isan assumption made in the survey that a5 per cent reduction, or a
reduction of the 5 per cent to zero, would fully flow through to end consumer prices, because
we've had various representations which suggest that there would be some absorption of that
on the way through from time to time?

MSRIDOUT: The survey shows, commissioner, that for 58 per cent of respondents input
costs and selling prices would be expected to fall by a precise amount. So | meanin asensel
think there is afairly strong flow-through in the effect on companies. But certainly we can
take that question on notice and give you some more information.

MR WOODS: Isthat aresult you would expect, Prof Quiggin?

PROF QUIGGIN: Wiz, I guess you would expect some genera equilibrium effects, but |
suppose looking at the aggregate impact it seemsto me - although thisis
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abit larger than what | used in my calculations, we're still looking there - that’s between one
and two which seems a plausible response. It's very difficult to work out what judgment the
manufacturers have made as regards where that 5 per cent is going to fall, but, of course, they
have had considerable previous experience in reductions in tariffs, so presumably they're not -
obviously their mental model is presumably not way out of whack, and certainly the aggregate
numbers seem to me to be plausible-looking sorts of numbers for the kinds of impacts you
might expect.

MR WOODS: | look forward to exploring that and having a good look through the results
and the assumptions. There was a reference made, Mr Herbert, in your opening comments and
Mr Purnell reinforced it to the effect that Australiais one of the most open markets, if not the
most open market, in the Western world.

That then draws my attention to your second recommendation that if we are the most
open market what is the effective negotiating coinage? What value does one give to it of
proposing a reduction of our genera tariff from five, whether it be to three or zero or
whatever, to try and encourage other countries to bring their tariffs down? | mean, if we are
already open then what are we offering as part of this argument of reciprocity?

MR HERBERT: Do you mean amost it doesn't matter any more?

MR WOODS: Waéll, that’s the question. | mean, | was drawing on your comments that
we're the most open market, and if so, | then ask myself are we offering anything, and
particularly when you look at Australiain terms of world trade, and you look at the tariffs
aready in many aresas like Japan, the European Union, the US which are as low or in some
cases lower than oursiif you take the FOB and CIF debate, etcetera. What are we offering?

MR PURNELL: Canl intervene?
MR WOODS: Please.

MR PURNELL: Firstly, of course, we're not talking about idealism here, we're talking about
hard-nosed trade negotiations, and we still have five percentage point tariffs, and even though
on al the figures and tables we're able to produce we're showing that tariffs are very low at the
bottom end, when you add in non-tariff barriers Australiais really absolutely very exposed, and
when you get developing economies which are part of APEC, and thisis the basis of
supposedly our APEC commitment that we've got this thing under way, Australiais very open,
but we still have 5 percentage points. So you can talk the moral persuasion argument which
can be one argument that you would like to pursue, and | know that is an arguing point, but in
hard-nosed terms we have five percentage points left.

We have the APEC economies and the WTO, but on all the evidence that we can

provide, and | think the commission would agree, we're lagging in multilateral forums in terms
of trade reductions. If we unilaterally put our last five percentage
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points on the table, firstly there is no indication at this point on where the world trading
negotiations are going, that WTO or APEC economies will follow - point number 1. The
second point isthat even if that is areduction then all the non-tariff barriers and other issues
are il there that are going to affect our exports and won't be caught up even in that more
transparent trade negotiations/tariff reduction program.

S0 on either counts we would say thisis not thetimeto do it. Then if you said not only
reciprocal but proportionate, we're going down to zero, it’s virtually the only protection we
have left, and margins are tight, and this five percentage points does count for companies. As
we have seen in that power transmission issue with companies with the information technology
instance just recently, every percentage point does count if it's there to help Australian industry
against imports.

So it's not the time. Other economies are not going to follow suit, we believe. Certainly
in the international forumit’s not happening, and if it's the tariff we've got no non-tariff
barriers, we are totaly exposed, and if there was a proportionate response by other economies
then there would have to be massive reductions by many economies to get down to zero.

MR WOODS: Absolutely.

MR PURNELL: Whichiswherewed beat. So we believe the arguments are very strong
and the evidence is there to support us. Now is not the time for a unilateral move. It givesus
nothing. We should be in world forums. We strongly support the fact that, as we said in our
statement, we have everything to lose and nothing to gain from the world being protectionist
or reverting to protectionism, but we believe that as part of world negotiations to throw away
unilaterally at this point when all that evidence is there - as |'ve said, not the time. We don't
get the maximum benefit. We don't achieve the best outcomes for the Australian economy.

MR HERBERT: | might just add as an aside that using this argument, before this review
was announced, we were unsuccessful. Wetried. So now is not the time, because of the very
point you've just made, to proceed with the review. | make the aside we weren't successful.

MR WOODS:. Yes, | understand your initial reactionsto the review. Isit a matter of
ultimate judgment as to whether, given our openness, those five percentage points count, and if
so how do you weigh that up? What do you weigh it against? Do you weigh it against on the
one hand, if there are any benefits, unilateral, from areduction in terms of consumer prices, in
terms of benefits to business who use imported inputs, offset again on the other side by the
work that | look forward to reading which suggests that there are significant adjustment costs
that on some analyses may outweigh those other benefits to the economy more generally?
Would you agree it’s ultimately a matter of judgment, of weighing up the relative effects and
importance of those factors to come to that conclusion?
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MR HERBERT: | think it isa question of judgment in the sense of, we argue strongly that
this must be considered in a holistic approach. Y ou've got to look at the impact in all areas,
not just the theory of it; that you have to look at the consequences. We argue very strongly
and, indeed, our whole submission intends to give you that broader impact by what impact it
would have on our members, what they're saying to us about the broader issues of investment,
employment and production. So in making the judgment we say quite clearly you have to take
a holistic approach to this, and that is a very fundamental and underlying theme of our
submission.

MSRIDOUT: I'daso add, Mr Commissioner, that really if you just look at it in a purely
technical sense, as John Quiggin has done, | think his point that the 5 per cent to zero isa
linear thing in terms of adjustment costs but a diminishing effect in terms of welfare benefit to
the economy, is a very powerful argument. Our survey tried to put some flesh on the bones to
those adjustment costs, and | think they are fairly strong figures - they even surprised alot of
us - and it does warn you that the industry is fairly precariously poised in Australia. It's
rationalising rapidly. It will respond to whatever signals it receives from the market in
Australia, and has been doing it, and we don't want to do anything to accelerate the further
reduction in the manufacturing capacity of the Australian economy.

Arguably, we should be trying to strengthen it and, if we make it less competitive, well
get more importing, more branding of products, with all the consequent effects on the
economy that that will bring. Y ou've got the narrow economic cost and then you've got the
broader economic and social costs that go with that. So it is a balancing act.

MR WOODS: Let'smove thento the practical implementation of such apolicy. If were
talking about reciprocal and proportionate, how in practice would such an arrangement work?
Presumably we can't do it country by country because we're breaching the most favoured
nation status arrangement. Presumably you wouldn’t want to do it industry by industry
because of the various anomalies that would throw up asto who’s in, who's out, who has it and
who doesn't, and the negative protections and all of that debate that we all understand so well.
How, therefore, would you propose that the government would assess some level of progress
on reduction of trade barriers - let's not talk tariffs, let’s talk barriers more broadly - by other
countries that would cause it to then say, "All right, sufficient has been done that we will then
move to either 3 per cent or zero," or whatever is the next step?

MR PURNELL: I think that in either forum, but if we took the APEC forum we have world
leaders there. | think the Australian government would, firstly, proceed to just put the
evidence on the table; the material that we've put here before this inquiry and a lot of other
information that they have. | think the factual position shows that Australia stands high in
terms of its openness in terms of world trade and other economies with their tariff and
non-tariff barriers. That's avery strong point that | think could be presented.

The second position that we would put forward is that other economies, based
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on that analysis, need to catch up. | don't think it’s rocket science in a negotiating sense to talk
about our APEC commitments being 2010 and 2020. If you look at the commercial redlity of
many companies 2010 is along time away for many companies. Even on that time frame |
think many companies in acommercial sense would feel that's a very long way to wait anyway
for other economiesto catch up with us. So | don't see it as a very technically difficult
negotiating position. | think the facts speak for themselves. | think that through the APEC
forum or through the WTO - and clearly that’s going to take longer to even start to get down
to thislevel of detail - we can put the facts there and hold our head high and say that we have
achieved alot and it is time for other economies to match us. When you have tarification of
non-tariff barriers, then | think our credentials are very strong.

MR WOODS: Yes. Tarification certainly brings themto the - crystal clear. It is, aswe were
discussing before though, a matter of judgment, and I’'m reminded of a submission by
Monsanto that is available to you - it’s on our Web site - which said that:

On the general issue of tariff reductions and their usefulness in multilateral trade
negotiations, we believe any perceived leveraging opportunities from the 5 per cent level
would be negligible. It's believed that around 80 per cent of Australia’s imports already
attract duties of 5 per cent or less and at these levels the Australian market is generally
perceived as highly accessible -

which isaview that you share aswell. So we will need to weigh the various perspectives and
views of organisations.

MR PURNELL: Canl just add that the one point there is, where there are tariffs still
remaining they're often on sensitive issues, and that’s why they're still remaining, and if you
look at tariff peaks of course you find that's exactly the case; where that tariff exists at higher
levels than the average, it's because the products are often highly contested globally, where
there are particular domestic reasons why you'd want to have that protection. So there are
competitive issues for other economies to be looking at that and saying, "While it might be
minimal, you still do have some negotiating ability by keeping it or trading it in the most
rigorous fashion possible.”

MR WOODS: We've had an amount of evidence put to us by various witnesses that the
previous tariff reductions they have considered to have been significant in the various
restructuring they’ve gone through and that they've in fact described positive values to some of
that restructuring process for their industry perspective, although there is a whole-of-economy
perspective in terms of employment and adjustment costs and the like that one must also take
account of. But then to turn back to a body that rather than industry-specific is dlightly
broader, the Australian Chamber of Commerce and Industry, in their submission they statein
part that:

The ACCI recognises that there are benefits to the Australian economy from unilateral
reductions in tariffs and believes that Australia should continue to reduce tariff duties -
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athough they, as you do in your second recommendation, go on to argue that although there
are such large benefits from unilateral reductions, such benefits would be, in their words,
"vastly increased if there were simultaneous reductions in protection levels by our trading
partners’. So | look forward to reading your submission in the light of other submissionsto
us, where there is apparent weighting given to the benefits of tariff reduction over and above
the welfare and other costs. But | don't know if you have any initial comments you may want
to make.

MR HERBERT: Justinagenera sense. We, too, would look forward to looking at the
ACCI submission to see whether they've introduced the same evidentiary material that we have
with our survey, and the view that they've formed and how that was derived. Was it from their
member constituents, because the ACCI of course is made up of a range of individual
organisations, not companies. So we'd look very carefully to see how they came to that view.

MR WOODS: Yes, | look forward to the debate.

PROF QUIGGIN: I'd like to comment a bit on the argument as | understand it, which is that
the pressure of the tariff cut forced these companies to undertake restructions which were then
positive. The first point implies that the pressure they're supposed to feel of maximising their
returns to their shareholders didn't lead them to undertake this restructuring without this
external shock, whichis| think problematic. If there are profitable restructuring opportunities
available, why are these firms not taking them until they're forced to in some sense by
government? If you take the logic of this, should the government be cracking the whip over
companies in genera who are doing well in order to get them back on their toes? | think it'san
argument which leads you in some very interesting directions which, in general, |'ve found
people aren't willing to pursue once we start down that road.

Secondly, | think in terms of the response you get and, accepting that shocks do
obviously lead to certain sorts of restructuring, | think that it's now on a selection biasin the
responses; that is, undoubtedly a significant number of companies have exited these industries.
| doubt that they’re the ones who are being - or the former employees and former managers of
those companies - asked whether the restructuring was beneficial to them and, indeed, there
may well have been companies which might in fact have had reasonable long-term prospects of
adjusting but didn't successfully handle the restructuring exercise, and therefore had a negative
shock over and above the long-range genera equilibriumimpact. So | suppose on both of
those counts this sort of argument must be viewed with a good deal of scepticism.

MSRIDOUT: Can | make one comment to you. When you look at the Reserve Bank
literature about what got manufacturing into export, that comes down on exchange rate issues
- very strongly - and | think we always have to leave that in mind. As| said in my comments,
the 90s was a different world, and manufacturing with some prodding undoubtedly from tariffs
and having to find aliving, but actually the opportunity was there to be competitive in growth
markets, and 50 per cent of the
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growth in manufacturing came from the margin in Asiawhich was one of the reasons why
manufacturing exports fell in aholein 1997. So it’'s very hard to attribute what happened
solely to any one issue.

MR WOODS:. Which was the debate we were having about your survey as well.
MSRIDOUT: That’s exactly right.
MR WOODS: To make surethat we weretrying to - - -

MSRIDOUT: Yes, and we're not trying to be unbalanced about that, commissioner. We're
just saying, if you look at that work done then by them - - -

MR WOODS: Whichwewill, with great interest. Thank you for doing it. I’'m not sure that
we can take the debate significantly further until we've had the opportunity to read your
submission, but | look forward to doing so and, as appropriate, well undertake a follow-up.
Any concluding comments you wish to make?

MR HERBERT: Nothingin particular. | don't think we need to add more, except just one
of atechnical nature you would have observed on page 15. We have just discovered there are
a couple of typographical errors. Isit appropriate to convey them to someone to make sure
that the record is corrected?

MR WOODS: Yes.
MSRIDOUT: Therearetwo tiny wordswhich are just - - -
MR WOODS: Yes. Our staff will fix it.

MR HERBERT: But thank you for listening to us. Asl’ve said, we would be pleased to
come back if you so desire at a subsequent time.

MSRIDOUT: I'djust liketo make one comment. | think the issue of the 5 per cent asa
buffer in afloating exchange rate regime is a very very important issue that needs to be looked
at as part of thisargument. We do know that the Malaysians have a view that free tradein a
floating exchange rate regime is closer to 10 per cent tariff, so | think it is a new argument,
given the new world, and it would be very interesting to me if the commission was heard about
that issue. We've tried to deal with it with Prof Quiggin but, as he said, the literature is fairly
early on it but it’s certainly an interesting one given the global world we're now dealing with.

MR WOODS: Perhaps we could conclude on your definition of what constitutes free and
open trade and investment, | think is the correct phrase. Do you have aview on - - -

PROF QUIGGIN: | guess, rather than go in for a definition, | would make the point that the
two issues are interlinked and to the extent that there are clearly
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deviations from the assumption of market perfection on the capital side, and | think the
evidence of the last few years strongly supports that view, that creates a big range of
second-best issues with regard to the appropriate trade policy. But if we can't assume that
financial markets are going to get the exchange rate right, and | think it's pretty clear that we
cant, then we can't reasonably say that a zero tariff means that the principles of comparative
advantage are always and everywhere operational as far as the goods market goes. But there
clearly can be significant and sustained deviations from the prices that a comparative advantage
would involve.

MR WOODS: | think that's a useful point to end up on. Thank you very much.
PROF QUIGGIN: Thank you.

MR WOODS: Our next withesses are due at 2 o’clock, so welll have a short lunch break to
that point.

(Luncheon adjournment)
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MR WOODS: If you could give your name and the capacity in which you're presenting
evidence today for the record, please.

MR JACKSON: Good afternoon. My nameis Tim Jackson. | am the director of
commercia affairs for the Scotch Whisky Association. I’'m also wearing a second hat as
chairman of the trade committee of the European Confederation of Spirits Producers, and
accompanying me is Mr John Halmarick who is the chairman of the Scotch Whisky
Association Advisory Group here in Australia.

MR WOODS: Thank you, gentlemen. We've received back not only the Scotch Whisky
Association submission but the other that you referred to. Are there some opening comments
that you wish to make?

MR JACKSON: W:aéll, thank you very much indeed, and I’'m most grateful for the
opportunity to appear heretoday. I'monly sorry that | seem to have brought the Scottish
weather with me for the last three or four days.

As I've explained, I’'m wearing two hats. The Scotch Whisky Association isthe
representative body of the Scotch whisky industry. It isavery important industry to the
economy of the UK. It's one of the top five exports from the United Kingdom. It’s exported
to more than 200 different countries to the value in excess of $A5 billion each year and
Austraiaisthe industry’s 13th most important export market, with annual exports valued at
$A91 million. My second hat is the European Confederation of Spirits Producers. CEPS isits
name. Thisisthe representative of the European spiritsindustry. It consists of 36 national
associations, including the Scotch Whisky Association; producers of cognac, other producers
of brandy, gin, vodka, ouzo. You nameit, we represent it. All the 15 EU member states are
members.

We also have observer members from those countries in Eastern Europe who are
potential members of the European Union, such as Hungary, Czech and Slovak Republics. We
also have partner associations. These are the major spirit associations from around the world
that represent their respective industries. We have DSICA herein Australia, the Distilled
Spirits Industry Council of Australia. We also have DSANZ in New Zealand as a partner. We
have the Association of Canadian Digtillers, the Distilled Spirits Council of the United States as
well as representatives from Japan and Mexico.

That is very important to us because of course spirits are internationally traded products,
S0 it isvery very important that we have this continuing liaison and cooperation with our
friends throughout the world. | would like to reiterate unequivocally that both the
organisations that | represent here today are strongly in favour of tariff elimination for all
imported spirits. Here | think it isimportant that we just mention that we're talking about the
22.08 category and we're talking about products such as brandy, gin, rum, vodka, whisky and
ligueurs. The reasons have been set out in both the submissions but | would just like to
highlight the key pointsif | may.
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MR WOODS: Please.

MR JACKSON: Thefirst point isthat the revenue derived from import duty on spirits we
would say isinsignificant. It isonly some $A11 million out of total revenue raised through
excise on all spiritswhich, | amtold, isin the region of some $A870 million. That of course
excludes salestax. It isaso widely felt that the administration and compliance costs associated
with the collection of the revenue from a5 per cent tariff are significant both to the
government and to the industry. We would also contend that the domestic industry has no
need for protection from the tariff which | am aways intrigued is entitled "the customs
protective element” in the duty tax regime.

As you would have seen from our submission imported spirits account for nearly
80 per cent of the total spirits market herein Australia. A high proportion of those imports are
imported in bulk by Australian companies for processing, bottling and distribution to the
benefit of the Australian economy in terms of investment and employment and, if you take the
case of Scotch whisky, some 60 per cent isimported in bulk for that purpose. It isalso of
specific note that there isno local production of whisky. All whisky on sale in Australiais now
imported.

In the case of the domestic market there is some 20 per cent held by domestically
produced rum and brandy. We contend that the 5 per cent tariff affords them very little
protection and in effect has very little impact, aswell. In the particular case of brandy it is
interesting that this product benefits from a more favourable excise tax rate than al other
spiritsin the category and even despite that | understand that its market is declining here in
Austraia. Inthe particular case of rum | understand that a large quantity comes in duty-free
from the developing countries and then if you take the case of white spirits there are many
vodkas and ginsthat are coming in currently from New Zealand tariff-free, as well.

I think the other point is that in the case of brandy and rum if one was looking at the
actual overall effect one is essentially talking about, so | am advised, 22 cents a bottle out of a
retail price of some $22. That is avery small amount but, even if small, obvioudly if that tariff
could be removed that would naturally be passed straight on to the benefit of the Australian
consumer. We find it significant that so far as were aware the Australian domestic spirits
industry - in particular the brandy industry - has not filed any comments with the commission.
We like to think thisis because the industry here in Australia sees any question of protection to
be something from bygone days and their emphasis now is much more on the development of a
sustainable, prosperous and competitive industry producing high-quality and competitively
priced goods to consumers and also perhaps with consideration being given to the significant
export opportunities that exist for their products throughout the world.

| think the other point we would wish to make is that tariff elimination would bring

Austraiainto line with commitments made by some of its leading trading partners. Canada,
the European Union, Japan, New Zealand and the United States
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have all eliminated their tariffs as a result of a Quad agreement following the Uruguay Round
of world trade negotiations. There have also been cases where countries such as Taiwan and
Hong Kong have eliminated their tariffs. There have also been recently agreements to show
that the international trend is towards tariff elimination in our sector through the negotiations
between the European Union and South Africato eliminate import tariffs on spirits. Very
recently as well there has been an agreement between the European Union and Mexico to
eliminate all spiritstariffs and it is a known fact that the European Union is about to start
negotiations with MERCOSUR with a view to doing exactly the same.

We would also like to take the opportunity to point out that we understand our
US colleagues from DSCUS, whose name | mentioned earlier on, have also made a submission
in support of tariff eimination. This, they believe, would bring Australiainto line with the
APEC commitments on tariff elimination. We would also like to point out that in our view the
tariff would not seem to be significant enough to have any impact in any future bilateral or
multilateral tariff negotiations. Of courseit is easy for industry to say that. The people
actualy dealing with it may feel differently, but we would suggest that a5 per cent tariff is
pretty minimal in terms of negotiation.

Finally, with respect, we do believe that elimination would meet the Australian
government’s policy objectives as outlined by the Productivity Commission in its paper. In
conclusion | would like to thank you again for the opportunity to be here today and aso to
reiterate that both organisations which | represent are strongly in favour of the earliest possible
tariff elimination for imported spirits. Now, with the assistance of my good friend John
Halmarick, | will be happy to try and respond to any questions you might have.

MR WOODS: Thank you. | have before me both the Scotch Whisky Association’s
submission and the submission by the European Confederation of Spirit Producers and | notice
some convergence of perspective by - - -

MR JACKSON: Weare of course a member of the European Confederation.

MR WOODS:. Yes. If | canpick up acouple of points - onein terms of the Scotch Whisky
Association. You do us credit by saying we're the 13th most important export market but
what does that mean in terms of actual percentage of production that comes here? | mean,
presumably your largest markets have a very great level of consumption. |sareasonable way
of judging that to look at the 5 hillion versus the 91 million figure to get an understanding of
where we sit in terms of proportion of total consumption of Scotch whisky?

MR JACKSON: | can't here and now give you the exact sort of breakdown but we are
talking, as | mentioned earlier on, about a figure of exports of 91 million to Australia and that
againgt atotal figure of exports of 5 hillion in Australian dollars.

MR WOODS: All right, so that 5 billion is exports, not total production.
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MR JACKSON: That isexports of Scotch whisky throughout the world. Then of course
thereis- - -

MR WOODS: $So that’s not for the domestic consumption.

MR JACKSON: That would not include the sales of Scotch whisky within the United
Kingdom.

MR WOODS: Rough ideaof what that might look like?

MR JACKSON: The figures, off the top of my head, essentially two-thirds, 70 per cent, of
al Scotch whisky is exported around the world.

MR WOODS: That's enough to give me an understanding of where we sit in the scheme of
things. You refer to there being no domestic production to protect with tariffs. Obvioudly
there’'s no domestic production of Scotch whisky, but it raises the question of substitutability, |
guess, first within the brown spirits category and then more broadly within the spirits category
more generally. Inthat context | draw your attention to a submission by the Winemakers
Federation of Australia, because one of their components is the Australian brandy industry.
They have been picked up through that submission, so you may, at your leisure, like to go back
into our Web site and pick up that submission. They don't actually address brandy, but they
have been encompassed in abroader umbrella. But what are your views on the question of
substitutability picking up, | guess, within the brown spirits first and then spirits generally?

MR JACKSON: Wiaéll, | think the first point to make is that all spirits, be they Scotch
whisky, brandy, gin, vodka, all compete with each other. Indeed all alcoholic beverages, be
they spirits, beer, wine, al, a the end of the day, compete with each other in afiercely
competitive market. Inthe particular case of spirits we believe, and this has been proved to be
the case in WTO cases concerning internal taxation regarding Japan, Korea and Chile, that all
spirits, at the end of the day, are not only like products but essentially directly substitutable and
competitive with each other. So we fedl very strongly that all spirits compete with each other
in the marketplace and, for that reason, it makes sense for the import tariffs on all spiritsto be
eliminated.

I think if you were to consider the particular case of Scotch whisky here in Australia
thereis, of course, no local production of any whisky. So, in a sense, Scotch whisky is only
directly competing with American bourbon which is the other prime whisky imported into this
country. So essentially, Scotch is competing with everyone in the alcoholic beverage category,
in particular with all other spirits but most particularly with other whiskies and other products
in the brown spirits category. | don't know if John would like to add anything to that.

MR HALMARICK: No, that's pretty right in terms of the market demographics. Brown

spirits are the dominant spirit, and there's certainly a competition between Scotch, bourbon and
rum in the different age groups. Scotch is more in preference
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towards people who are awee bit older, than bourbon, and rum has a peculiar consumption
pattern depending on whether you live in Queendand or other parts of Australia.

MR WOODS: But | guess| should understand your comment "thus there is no domestic
production to protect with tariffs’ - | should read that in the context though that there is
competition within the brown spirits, and therefore in that sense there is potential competition
with Australian-produced brandy.

MR JACKSON: Indeed. | mean, we compete with al other products containing alcohol.

MR WOODS: That's helpful. That just puts that sentence into a broader context. Y ou aso
make the point that the costs associated with the collection of revenue from such large tariffs,
the 5 per cents, are significant both to government and the spiritsindustry. |sthere any chance
of quantifying the cost of administration of the tariffs?

MR HALMARICK: | suppose there could be. It would take alittle bit of awhileto get it
together but there are costs in compliance time with customers. There are certainly costsin
compliance times with people who have got to - people who import the product in have got to
record all the information separately from the excise and other duties. But | couldn't actually
tell you off the top of my head what it would cost.

MR WOODS: If on reflection, as you leave here, you thought it was possible to pull
together some figures, that would assist.

MR HALMARICK: Yes.
MR WOODS: We understand your general point.
MR HALMARICK: Yes.

MR WOODS: But until it has some sort of values wrapped around it it’s hard to giveit a
weighting that - - -

MR HALMARICK: Yes, well try and get some relativity to that 11 million that was
actually collected.

MR WOODS: That would be most helpful. It will be important to differentiate between just
complying with customs generally, which will need to occur anyway, versus the element that
relates to the tariffs specifically. | don't want to try and confuse those two.

MR HALMARICK: No.

MR WOODS: But, you know, to the extent that it’s possible within reasonable
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resources - - -
MR HALMARICK: There are different forms of returns required.
MR WOODS: Yes.

MR HALMARICK: Different types of paperwork, extra computer time. There are quite a
lot of costs.

MR WOODS: Yes. You make severa points about tariff-free access for distilled spirits
around the world, and you talk about the Quad country agreements and the like. Y ou then
take a jump to saying that there is a strong nucleus of international support for the principle of
free trade. Now, that’s quite a jump from tariff-free, when one reflects on excises, sales tax,
prohibitions, restrictions, regulations and all the other things that surround your particular
industry. Isthat avery big jump?

MR JACK SON: | would not say so necessarily. | mean we, as an industry, devote a
tremendous amount of time, energy and resource to tackling a plethora of tariff and non-tariff
barriers that we face around the world. These can either be tariff rates, they can be
discriminatory tariff rates, there can be taxation levels, there can be discriminatory taxation, as
| explained, as the industry has managed to secure three successful rulings in separate WTO
cases in Japan, Korea and Chile, problems of importing licensing quotas and so on. So we
devote alot of time to trying to improve the genera climate in which our members are trying
to sell their products. At the end of the day we are not seeking any special treatment for our
products.

What we are trying to do isto ensure that the terms of trade are fair as between the
various competing products, in particular in the case of domestic versus imported. Naturaly if
it is possible for us on any occasion, with the help of our government, with the help of the
World Trade Organisation to secure, through a specific initiative, tariff reductions in our mgjor
markets which essentially has been the case up until now, this helps us to ensure that - | won't
say that it isfree trade, but it essentially means that we are able to trade without discrimination,
without any restriction. We are not saying that, sadly, there will ever be a day when we will
not have excise tax on our products.

| think though that there is, increasingly, recognition in our sector that as we aready are
subject to excise tax in every country in which we sell our product it redly is unfair and
unreasonable for us aso to be penalised by the imposition of import tariffs. So, sadly, we will
never have a day when we don't have any excise | fear. What we will have | hope, isatime
when, in accordance with the general international trend, governments will decide to eliminate
import tariffs, and that has certainly been the case in our sector of late.

MR WOODS: Thank you. You have an attachment to your submission where | notice, |

might say with a tinge of sadness perhaps, that the free-on-board price of $6.89 ends up at
$40.65 for the price to the consumer. A couple of questions: oneis
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are we talking there about a bulk import that must then go through alocal bottling process, or
are we talking there about pre-bottled? Presumably there is more cost transference and activity
inthisone, or isit just a generic model?

MR HALMARICK: Actually this example is based on a litre bottle, which is not the
standard size here, 700 milsis about the standard off-premise.

MR WOODS: It will do.
MR HALMARICK: But anyway, based on alitre bottle.
MR WOODS: Yes.

MR HALMARICK: It would be based on bringing bulk spirit out here and bottling.
However, the costs of bottled in Scotland, if you like, or bottled in the United States, whiskies,
landed here, are virtually the same asif one bottlesit in Australia. That is because most of
them bottled in Scotland or bottled in the United States are big brands and they have the
savings and the costs of providing or bottling for lots of parts of the world. In fact bringing
out bulk whisky, or bulk anything you like, in a container, it’s about the equivalent of three
times the quantity in case goods.

MR WOODS: Yes.

MR HALMARICK: But the saving there is offset by the savings in bottles and production
costs.

MR WOODS: Yes.

MR HALMARICK: Sothat it's basically the same.

MR WOODS: Okay.

MR HALMARICK: | mean the significant costs are in excise and sales tax.

MR WOODS: | canseeit well.

MR HALMARICK: Unfortunately.

MR WOODS:. Why | draw attention to thisis that you made a comment that if there was a
reduction in the tariff, that - | think your words were - would be passed directly to the
Australian consumer. Inthis particular example are you suggesting that the market pricing is
such that the $40.65 would immediately and fully drop down to the $40.31, or are you
suggesting that also there are mark-ups that pick up that figure and that the reduction to the
consumer would even be greater? Or isit in fact afeature of the industry that they pick price

points, depending on where they think that the market will bear a price and depending on their
advertising and their marketing
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strategies?

MR HALMARICK: Redistically the marketplace off-premise prices goods - spirits usually
ending in 95 or 99 cents, so it's $20.95 and the next price point is $21.95 or thereabouts. But
what would happen for instance, in this case, as with any other savings that comes along, one
would, as a manufacturer and wholesaler, reduce the wholesale price by whatever the savings
are. The wholesaler who distributes to the retailer would have afixed margin, so those prices
would come down. It would then be up to the retailer to adjust his margins. Obvioudly people
who are wholesalers can't tell retailers what to sell their goods for under the Trade Practices
Act but one would hope that that same reflection - a cost saving - would be passed on to the
consumer. It would mean the customer getting it from 21 to 20 dollars or something of that
nature.

However, under GST the whole ballpark is going to change and the proposal of the
government is to increase excise by some 45 per cent over the current figures to compensate
for the loss of the 37 per cent salestax. It’s possible that the prices at retaill won't just
ordinarily roll up to 95 or 99 cents, particularly given there's a bit of a problem with rounding
up anyhow, and one would imagine in the future that price points would be much more
variable through the whole spectrum, and it would make it so much easier then to pass on 20,
30 or 40 cents a bottle.

MR WOODS: All right. Thank you, that helps. Y ou make the point that tariffs under
consideration are very low at 5 per cent or less, and then you go on to say their value as
bargaining counters is therefore relatively small. Thereisalot of debate generated on that
particular issue, and | have other submissions which take the same view as yourself, and others
who argue that having this as alast negotiating lever is worth a considerable amount and that
we can exercise alot of influence in the international market. Would you like to expand on
your point that you make there?

MR JACKSON: | would simply say that if one compares the position here in Australia with
other countries around the world, one has to say the tariff is on the low side. | would simply
suggest that if against a background of - in our sector the government aready unilaterally, as|
understand, having reduced the import tariff on spiritsin recent years, aready having made that
move, and having reduced it down to the current 5 per cent, that in the overall scheme of
things is not a mgjor bargaining chip for a government negotiator to go into any negotiations
with. | can understand that perhaps when you have in the palm of your hand a sort of high
import tariff and there's someone pushing very hard to reduce that, with that tariff you have a
greater card to play. But it would seem to an outsider that if you had a very low amount, that
actualy is not going to be a big card to play.

MR WOODS: Thank you. | have completed the particular mattersthat | wish to raise with
you in relation to these two submissions but are there any concluding comments that you
would wish to make?

MR JACKSON: | would simply like to thank you again for giving me the
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opportunity to represent the Scotch whisky and European industry’s views on thisissue. We
feel for all the reasons explained in our submission, and expanded on today, that there are
significant grounds for eliminating the tariff. We very much hope that this will be the case and
that the tariff will be eliminated on all imported spirits as soon as possible. Finally, it goes
without saying that if there is any further assistance or help that the commission would require

in addition to the information you have requested, we would be very delighted to produce it
for you.

MR WOODS: Thank you very much, and | trust you enjoy Australia’s summer.

MR JACKSON: | look forward to it.
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MR WOODS: The next witnessisthe Australian Stainless Steel Development Association.
Could you please state your names and the capacity in which you are presenting evidence
today.

MR MATHESON: My nameis Richard Matheson. I’'m the executive director of the
Australian Stainless Steel Development Association. | have with me a member of my
association, Mr George Finlay. Mr Finlay represents a company called Stainless Steel Tube
Mills, a substantial consumer of stainless stedl flat products, and he has some experience in
matters in relation to importation as well.

MR WOODS: Thank you very much. We have your submission and have read it with great
interest. | have some matters that | wish to raise with you but do you have an opening
comment that you may wish to make.

MR MATHESON: Thank you, Mr Woods. It's not my proposal to go over the submission
in any detail but | would like to raise just afew points. Our submission deals with removal of
the policy of the federal government to impose a 3 per cent tariff on imports for business inputs
under the TCS arrangements. It isaimed at flat products of the stainless steel market. These
are intermediate goods. In all its objectives ASSDA deals with these materials more than any
other.

The stainless stedl industry isimportant in its own right but it is also a vital supporting
industry for many other important Australian industries. These include the food and beverage
production preparation industries, mineral and energy production, transport, pulp and paper
and anumber of others. Stainless steel flat products are no longer produced in Australia.
When they were, production enjoyed a very modest tariff protection at around the 5 per cent
level. Many of the advantages provided by the producer to the local industry have been lost
and we're not sure yet - stainless steel cycles are quite long, and we haven't seen the full impact
of the loss of the local production yet in my opinion.

In regard to substitutes, in the mgjority of applications stainless steels are used for their
particular qualities, these being durability, corrosion resistance, hygiene, safety and
environmental issues. These qualities are typical of stainless steel or more exotic materials that
are largely not made in Australiaand | guess those more exotic materials are more expensive
than stainless steel. Substitute products lower the efficiency of consuming industries, either on
an initial cost basis or on alife cycle cost basis which is why stainless steels are used.

We believe that the removal of the 3 per cent tariff imposition would improve the overall
efficiency of the Australian economy. 1n 1996 we were told the 3 per cent TCS arrangements
on imports for business inputs was industry’s share of the pain for overcoming a budget deficit
problem. The budget appears now to be in surplus, so this original imperative for the tax
appears to have gone. The 3 per cent adds inefficiency to our industry by providing an
advantage to foreign competitors and adding cost. While this has been going on we've lost our
local producer and that has added complexity, it has added time and it has also added costs to
our consuming
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sectors which have compounded the situation.

We believe that the removal of the 3 per cent will encourage the development of
sustainable, prosperous and internationally competitive industriesin Australia. Stainless stedl is
consumed, obviously, by many viable industries here. If we look globally, growth and
consumption of stainless steel stands at between 5 and 6 per cent per annum year on year since
1950. | don't know of any other material to have such a sustained prosperous growth over
such along period of time. This growth has accelerated in the last decade and there is no
foreseeable reason why this trend will halt internationally. Stainless steel is certainly
prosperous.

Australia has some good-quality industries, such as a very significant food industry and a
number of others, on which aworld-class fabrication industry could be based. Australia
already has a substantial stake in the stainless stedl industry globally through our very
substantial nickel production facilities, virtually all of which is consumed in the stainless steel
sector, and Australia has grown from being the third largest producer of nickel in the world,
well on its way to being the mgjority producer of nickel in the world. We also obviously have
very substantial iron resources which we export, some of which ends up in the stainless steel
industry. We also have a substantial stainless steel scrap industry all of which is exported into
stainless steel mills.

We believe that removal of the 3 per cent tariff will promote the provision of high-
quality, competitively priced goods and services to Australian business and consumers. The
tariff is smply factored into the price and passed on to the consumer in the case of the stainless
steel industry, or at least in the case of the mgority of it that | can identify. Because the
stainless stedl input is usually a high cost component of the ultimate product, removal of the
tariff will have an influence, and often a significant influence, on the price of products.

Our recommendation to the commission is one of fairness for our industry in that you
recommend to the government strongly the removal of the TCS arrangements around the
3 per cent.

MR WOODS: Thank you, and thank you for the submission, which goes into those matters
in some further detail. We had BHP as awitness earlier in the day and | quoted them an
extract from your submission in relation to the closure of their stainless steel production. They
referred to that decision having been in train at the time of the announcement of that

3 per cent, that it sort of reinforced in their mind that that was an appropriate decision on their
part.

Could I say, inthat section, in background, you present what | consider one of the better
and most clear descriptions of the benefits of having alocal producer where you discuss things
such as short order lead times, the ability to supply small orders, quality service, also having a
supply of product that can then be drawn on, etcetera. | found that very helpful asa
description of some of the positives of having local producers.
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Y ou tak in your submission about the departure of BHP has meant that some of these
advantages have been lost with cost implications to the industry, and then in your overview
today you talk about cost, time and complexity. Can you provide any more detailed evidence
to the commission on the sorts of costs, times and complexities that are involved, having gone
through the transition from being able to draw on alocal producer in the sense they converted
one product into a more usable product for you, to now relying on imports only? If not today,
then if there is any supplementary information you can provide to us?

MR MATHESON: Thereis certainly some supplementary information. Y ou are quite right,
| can't provide it to you now, but in terms of lead times, there is very clear information
available on that. Interms of the costs of not having alarge central local stockpile that can be
drawn upon, we have been in a phase globally in stainless steel of what you might call
overcapacity which means that it becomes a buyer’s market. We're not sure at this point which
way the particular worm will turn in relation to capacity utilisation but the forecasts are that in
the near term we will see a shortage of capacity in the stainless steel industry globally, and this
isthe first time this has happened since BHP's departure from the market. So thisis where we
will begin to see whether or not shortages have a substantial influence in the sustainability of
local industries.

| can endeavour to put together some figures for you on our expectations under these
circumstances, but where, | guess, alarge proportion of the country’s stockpile was in the
hands of one person in the past, it now resides in the hands of - it could be 20, it could be 40
people who don't talk to each other necessarily.

MR WOODS: Yes It'sjust auseful point to focus on, that if you lose local manufacturing
capacity, you then lose some of the benefits that you describe so clearly here. So to the extent
we can have that teased out in further information that would be particularly useful.

Y ou make a point about the level of stainless steel consumption per capita and refer to
Germany of 15 kilograms per head, Italy 30 kilograms per head, Japan 20 kilo per head and
Australia sitting around five kilos. What sort of product consumption are they engaging in that
we don't or isit intheir industry structure where they're different from us, that they have got
such high consumption patterns?

MR MATHESON: My suspicion isthat they have firstly a culture that’s oriented towards
life cycle costing. Secondly, their industries are highly export driven, so our consumption
figures there are based on intermediate products such as stainless steel flat products, not on
end use products such as sinks or dishwashers or these sorts of things. Our consumption may
well be higher but it’s very difficult to identify it, based on the fact that we may import
products from those countries.

MR WOODS: That clarifiesit, if you're talking about product which they may then convert
into consumer goods which then get exported back out to elsewhere.
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MR MATHESON: Asyou can see though from our appraisal of the market here, much of
our consumption isin capital goods. In some industries we're very strong, such as the wine
industry; we have very strong penetration of stainless steels into capital goods. In otherswe
are less strong and perhaps in some of those industries we lag behind the world in terms of
consumption of stainless steel in capital goods, which has efficiency implications and longevity
implications for our industries.

MR WOODS: Yes. | notice your reference there to the wine industry, and you use that as
an example. 1'd advise that we had the Winemakers Federation of Australiahere at an earlier
time and, although it wasn't spelt out in their written submission, in their evidence that they
presented to us the material they presented was of a similar nature in the sense of the
importance of the cost structure of stainless steel to their industry. Y ou made some comment
on the CER with New Zealand. What's the relative flow between the two countries and how
important is that for your industry?

MR MATHESON: Thereativeflow isincreasing. | can't quantify it for you in tonnage
terms. It may be possible in one or two industries to quantify it for you in dollar terms. We
are certainly having more difficulty competing with New Zealand, and of the cost factors that
we can identify that will assist us to compete, the TCS would be one of the largest.

MR WOODS: It would actually be quite useful, in terms of ranking the various initiatives
that the industry identifies to become more competitive, to know where that 3 per cent fitsin
amongst a range of other initiatives that you have before you so that we can get some relative
perspective as well as just the absolute value that that 3 per cent constitutes.

MR MATHESON: We can endeavour to do that.

MR WOODS: That would be quite helpful. Well, that concludes the particular questions |
have in relation to your submission, which | may say | found very helpful. Are there any
concluding comments or mattersthat you'd like to reinforce to the commission at this point?

MR MATHESON: Just acouple of things, Mr Woods. It wasn't my intention in my
submission to draw a parallel between the introduction of the TCS arrangements and the
departure of BHP. They certainly followed each other, and | gather that the cost to BHP
would have been in the vicinity of some several million dollars to comply with the TCS
arrangements when they were certainly a borderline industry or a borderline company at that
time. So that wasn't my intention in the submission.

If I could make the observation, however, that there are a number of submissions you've
received on your Web site in relation to stainless steel. The TCS issue has certainly generated
some feeling within my industry and | would certainly reiterate my request that a
recommendation to remove the tariff be adopted.
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MR WOODS:. We have noticed that that is your firm recommendation to us and we
understand the issues surrounding it. Thank you very much for your evidence and your time
today.

MR MATHESON: Thank you.

MR WOODS:. That completesthe hearings for today. We will resume tomorrow morning at
9 o'clock.

AT 2.59 PM THE INQUIRY WAS ADJOURNED UNTIL
FRIDAY, 28 JANUARY 2000
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