Views on Trade Issues: Denis Gastin

The Big Picture
In my view the nation faces a major and very serious crisis in regard to its trading performance.  We do not need to simply ‘do better’.  We face a very serious underlying and unsustainable structural imbalance in our Current Account – one of the worst in the world, in fact.  So, the very first thing we must do is acknowledge this publicly.  Let Mr Rudd’s ‘working families’ know that we are living beyond our (international) means, level with them on the consequences of continuing this way and to help them to understand that this must not, indeed cannot continue   

The previous Minister in his public remarks so often diverted public attention away from the serious underlying structural imbalance and wallowed in the good fortune of the resources boom, as if this had been achieved without cost and is free of risk.  But, for those in the know, the numbers tell another story altogether.  Our ability to survive without major economic trauma is now so narrowly based, and is (in the short term and without longer-term corrective action) reliant on non-renewable (and climate-sensitive) resources (especially iron ore, gas and coal). 

Even then, the March Quarter 2008 saw a record Current Account Deficit – at 7% of GDP.  When we endured ‘the recession we had to have’, the CAD only reached 6% of GDP: so can we hope to avoid a re-run of the pain this caused in terms of interest rates, an exchange rate that will severely constrict international consumption.  We have experienced almost 70 consecutive quarters of deficit. The accumulated international debt is approaching 60% of National Income (GDP).  That is simply unsustainable.

We therefore must aim for major structural change in how we view the issue and, particularly, the way we conceive and execute the broader question of global economic engagement, what we must do to get back into the game internationally.  This will not be achievable without some honest dialogue with the general public and sensitizing them to the consequences of continuing to spend the future generations’ incomes through excess international consumption now.

Tinkering is dishonest.  Going backwards even worse: how can cuts to the budget of agencies that are charged with responsibilities for global economic engagement, as has just happened, be justified against this background??  We need a far greater resource available to achieve meaningful change.

As I write this I am in Korea, where I visit three or four times a year.  This nation is conscious of the effort it needs to mount to keep on the move internationally.  It had gone from the total destruction of its economy and society through rapacious occupation and war, to be the world’s N0.11 economy – in one generation.  It is intensely aware of the fact that it is virtually entirely import-dependant for energy and raw materials – as well as for 70% of its food - and through concerted efforts to maintain and extend its competitiveness has not had a Current Account Deficit for 10 years.

So, one positive step would be for Australia to comprehend the achievements of countries such as Korea and see where (and how) we can replicate them.  Korea, for example, sees the need to prepare its population for global engagement.  A program has just been announced by the Labor Ministry, for example, to award 100,000 (by 2013) state-subsidised for young Koreans to have 3 to 12 month work experience or work internships overseas: do we have even a remote equivalent? .  It has a massive program to promote English language: we have severely crimped the resources allocated to foreign language training in school and tertiary institutions.  So is it any wonder, then, that Australian companies are (as The Diplomat Magazine’s Global 100 series has demonstrated so effectively) inordinately focused on ‘The Anglosphere’ in trade and investment outcomes – with almost 60% of Australia’s offshore investment, for example, in the US, UK and NZ – and that we are, therefore, dependent on foreign-owned companies for our economic engagement with Asia and non-English speaking countries generally?   

So, as a starting point, let’s have a bit of public honesty about our genuine trade and investment performance and the risks of getting it so out of synch.  It will not be possible to gain public support for the different focus in public policy and substantially greater public resources that will need to be pitched at the problem to achieve a turnaround without public comprehension and acknowledgement of the problem.

The Administration Issue

In these circumstances it is impossible to justify the assignation of responsibility to address this vital national challenge to component of a Ministry.  It is a challenge that is of such national importance that it demands its own organ: a substantial policy arm and a substantial operational arm.  

Elsewhere I have discussed this publicly (and have forwarded the appropriate reference to the Secretariat) so will not elaborate here.  But we require a broader definition of the challenge than the conventional view of ‘trade and investment’: we must be much more effective as a nation in the way we engage globally.  This requires a ‘whole of government’ approach, whereby all portfolios with any international engagement dimension – like the industry departments, education and training, culture etc – can be appropriately inspired, directed and empowered to make a difference to the way we engage as a nation.  

This is unlikely to be achieved as a second-tier function in DFAT.  It requires a very senior Minister – desirably a Deputy Prime Minister, as was the case for the majority of the post-war period in which many of the big trade and industry challenges were first broached – and a comprehensively endowed department with sufficiently broadly defined powers to bring about a major change in bureaucratic, industry and public opinion and responses. 

FTA’s will help, an appropriately conceived and executed multi-lateral round even more so.  This has been the applied focus of trade policy in recent years, but it assumes that we have the capacity in our industries, in our economy and in our community generally to follow through and make the most of the opportunities these technical achievements might present.  Where we need much greater effort now is in the enhancement of the underlying infrastructure to support global economic engagement and in the practical building of our fulfillment capacity.  

Some Practical Short-Term Responses: Austrade 
At present, the major practical tool the nation has to improve its global economic engagement is Austrade.  Since my short tenure with the then very new instrument (in the second half of the 1980s) I have worked with Austrade in the domestic market and at a wide range of international locations in a variety of capacities – as an exporter in my own right, as a strategist for various government agencies and for industry bodies and as an adviser to a very wide range of enterprises attempting to export or to improve their export performance.

Overall my impression is that the organization has done well.  It could do a lot better if it was adequately resourced (in relation to the magnitude of the national failure to perform in trade and investment outcomes) and if it was freed from some operational constraints.  I am not elaborating on all of the issues here, but would be happy to meet with the Panel to further discuss my views:

· Resource allocation: 

· The primary activity of the organization is ‘in-market’ yet the practicality of markets was distanced from management with the decision to, in effect, demote the regional managers through the allocation of the quota of the most senior positions to home-based management functions.  Would devolution of operational and management functions to regional managers, suitably resourced, be a better alternative?

· I am not aware of the current relative allocation of resources on a geographic basis but previously this has not matched either the volume of trade or the degree of difficulty experienced by Australian exporters in winning and maintaining business.  But when I last looked, there was a skewing towards North America and Europe in terms of number Posts and staffing overall.

· A lot of global dialogue is focusing development thinking on the BRIC countries: I can see that we are prioritizing China and India.  But Brazil and Russia?   

· Are the industry sectors that are delivering the bulk of the results or bearing the greatest expectations getting the appropriate relative access to the scarce resources?   

· Operational Constraints:

· Given the magnitude of the task, it is absurd to effectively tax users of Austrade services through the Austrade cost recovery system.  It acts as a serious deterrent to exporters to use Austrade services – especially due to the cost of doing so in the markets which require a more intensive in-market presence and in which outcomes are more laboriously achieved – especially in much of Asia.  In any case, cost recovery accounts for only 5% of the operational budget: is it worth this much grief – in terms of administration, the impact on staff morale and on exporter performance?  Moreover, if it is justified on a ‘resource rationing’ basis then what is the function of management if it does this through automaticity rather than a judgment basis?  Of course Austrade must ensure that its resources are applied most effectively, but isn’t this an operational management issue?
· A more effective strategy on which to focus KPIs might be a New Importer Development Program.
· Sector strategies are vital, in addition to market strategies – but in key sectors, such as food, they have too often been either lacking, inadequate or misdirected
· Austrade’s instruments are conceived for global application, yet markets are vastly different.  What scope is there for market-specific instruments or market- specific application of the instruments (eg of cost recovery, if it must be maintained)?
· Over-encouragement has been a problem, specifically as a consequence of the misguided NEDP and the (now partially corrected) skewing of individual and Post KPIs to this function.  As a consequence, many exporters were encouraged to commit promotional budget and executive resources in markets where they could not possibly justify them in terms of sales.  Wine was the inordinate focus of this program: as a consequence, there are now 398 Australian wine producers sharing the market in China (cf 165 in 2005), which represents just 2% of Australia’s wine exports, and 140 in Korea which represents less than 1% of wine exports.  There are countless other examples and it is common to hear exporters directly complaining of being misled by Austrade in being directed to certain markets or being coaxed into exhibitions and other in-market activities that they have subsequently seen to be un-economic.
· A related issue is that smaller exporters do not have access to people in Austrade who can have a ‘whole of world’ think for them.  They get their encouragement on a market by market basis, generally from visiting EDMs.  This can lead to over-encouragement for markets that would, in a ‘whole of world’ analysis, have a very low priority.  Naturally any Austrader mildly conscious of their KPIs will see their own market as a priority – but who will do the relative thinking for the exporter? 
· One possibility would be Tradestart operators.  But, in my observations, this is not a strongpoint – and, in any case, they would only be doing this thinking for new exporters, not ‘new to market’ exporters.
· Under-facilitation is a related issue.  Many of these new exporters simply do not have familiarity with the practicalities of exporting – in arranging logistics, comprehending trade terms and practices, coping with export documentation (I see food firms, for example, not discovering that they need AQIS accreditation until they have actually won orders and then are struggling to comply), coping with documentation (eg for shipping and letters of credit), managing credit risk etc.  This is not seen as a priority by most Austrade staff (both in-market and at home base) yet can be a ‘make-or-break consideration for exporters – especially new exporters.
· Given the magnitude of the challenge to simply maximize international receipts to take pressure of the CAD, wouldn’t it make sense for Austrade to be working most intensely with the 100 companies that account for 80% (or whatever the current figure is) of total exports?  Yet many (maybe most) of these companies do not see a major role for Austrade in their market activities – and rely on their own resources.  Closer consultation, without any sense of imposition, would certainly identify a more constructive engagement construct – identifying opportunities that the company may have missed or markets in which Austrade can deliver more effectively than the company itself.  The same would apply to foreign companies that are trading in Australian commodities, goods and services.
· Credit risk management is a critical issue for all exporters, but especially smaller and newer exporters.  Yet, since the abandonment of the universal credit risk insurance function by (the now inappropriately named) EFIC, this has become a major issue for this group of exporters.  Atradius, for example, has a minimum premium of $1,500 (last time I checked), assuming a minimum export level of $150,000.  A huge proportion of exporters export less than this and are either uncovered or else bearing an unnecessarily high expense.
· EMDG is now a big problem. The NEDP policy has delivered many more claimants - and probably they will have had proportionally higher expenditures (in relation to the tangible exports this spend has delivered – at least in the short term.  The cap on funding, therefore, has left many claimants that have made expenditure commitments in good faith with spends that their budgeted recoveries will not now match.  It would be a natural reaction to reduce expenditure in future.  A bigger issue is the exclusion of longer established exporters from any market development expenditure recovery. 
Some Broader Orientations
I am typing this on the run, and have run out of time.  So I will have to leave it there for now.  But a couple of other issues I will briefly headline:

· Can we look at two-way trade promotion as a means of providing importers (and especially developing countries) with both the means to afford imports together with a better understanding of Australian capabilities as well as practical connections to potential suppliers? This worked well in the China Action Plan of the 1980s.

· The same can be said for two-way investment promotion.
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