VICTORIAN GOVERNMENT SUBMISSION TO THE AUSTRALIA CHINA
FREE TRADE AGREEMENT FEASBILITY STUDY

Introduction

The Victorian Government welcomes the opportunity to meke a submisson to the
joint Feesihbility Study into a possble Audrdia China Free Trade Agreement (FTA).

Given Chinds drong economic growth, its increesng globd integration and the
rlative complementarity of the Austrdian and Chinese economies, it is important to
investigate the feesibility of an FTA.

An Audrdia China FTA is likdy to have a dgnificant impact on the Victorian
economy. China is currently Victorids fourth largest export market, third largest
import market and a growing source of foreign direct invesment.

The Victorian Government notes that the joint Fesshility Study does not commit
China and Audrdia to an FTA. Prior to any commitment by the Commonwedth
Government, it is important that the feashility and implications of an Audrdia China
FTA are fuly assessed, undersood and communicated, in consultation with indudtry,
governments, norrgovernment organistions and wider society. Over the course of the
Feashility Study, the Commonwedth Government should edteblish a full and
effective process of consultation with States and Territories.

This Submisson provides an outline of the current Victorian and Chinese economic
rdaionship (Section 1), a summary of current Victorian Government activities in
China (Section 2) and an outline of key issues that should be addressed by the
Feashility Study (Section 3). In preparing this submission, the Victorian Government
has consulted with a range of industry associations and stakeholders.

The Victorian Government looks forwad to a continuing didogue with the
Commonwedlth Government as work on the Feasibility Study moves forward.

Section 1: Victorian and Chinese Economic Relationship

Victoria has a drong and devdoping trading reaionship with China  Currently,
China is Victoria's fourth largest export market and third largest source of imports. In
2002/03, Victria had a trade-deficit with Ching, importing $5.08 hillion ad
exporting $1.6 hillionworth of goods (see Attachment 1).

Victorids exports to China have grown dgnificantly in recent years. Today,
Victoriads main exports to China are wool, duminum, hides and kins, dairy products,
phatographic and cinematographic supplies, various metds, leather and live animals.

China is dso a key export market for Victorids tourism and education sectors. It is
Victorids fourth largest, and the fastest growing, source of internationd vigtors.
More than 74,500 Chinee vidted Victoria in 2003, 44% for a holiday, 36% for
busness, 11% for education and 6% vidting friends and rdatives (3% for other
reasons). China is dso currently the fastest growing of the major markets for
internationd  dudents in Victoria In 2002/03, Chinese students accounted for over



48% of internationd school sudents and 15% of higher educaion gudents in
Victoria

Victorids main imports from China are manufactures such as: textile based materids
incuding dothing; toys, sporting goods and games, footwear; furniture and furniture
parts, and dectrical machinery and apparatus.

Victoria is currently facing both opportunities and chdlenges as a result of China's
drong economic growth and globd integraetion and these will continue into the
medum to long-term. Given the dgrength of Chinds manufacturing  industry,
Victorias manufacturing sector faces condderable compdition from China, bath
domedticdly and in export markets. At the same time, key export opportunities in
Chinaindude

eaboratdy transformed manufactures (ETMS);

research, desgn, science and technology based indudtries;
environmenta management and technology;

hiotechnology, medicd and other hedth indudtries;

managed funds and professiond services (legd/accounting) ;
housing market (construction and housing gppliances);
financid services (as Chinadevelopsits capitd markets);
education;

tourism; and

various advanced services (including architecture, econamic conaulting, design
and urbean planning).

The Victorian Government recognises that an Audrdia China FTA has the potentid
to bring benefits beyond trade, such as an increase in hilaterd investment flows and in
the movement of people for business, education and tourism purposes.

Section 2: Victorian Gover nment activitiesin China

Victoria: Leading the Way, the Victorian Government’s recent economic Statemernt,
outlines a range of actions to ensure the Stat€’s strong economic performance
continues and that Victoria continues to aitract people, busnesses, idess and
invessment. In paticular, Victoria: Leading the Way focuses on increesng the
competitiveness and export performance of Victorian businesses.

In recognition of Chinas drong growth, ongoing economic liberdistion and globd
integration, the Victorian Government has a strong focus on the Chinese market —
promoting Victorian indudry cgpabilities, asdding busnesees to cgpitdise on
emaging trade and invetment opportunities and promoting Victoria as a globaly
competitive business location.

The Victorian Government’s recently released Opening Doors to Export Plan targets
China as one of three emerging markets for Victorian exporters. Under the Plan, a
Victorian Trade Envoy to North Ada will be gppointed to assg Victorian companies
to overcome language, culturd and other barriersto trade.



The Victorian Government has an increesng presence in China Since 1990, the
Victorian Government has had a Business Office in Hong Kong, asssting progpective
invesors with advice and information about Victoria and supporting Victorian
companies seeking to export. In December 2003, the Victorian Government
edablished a Budness Office in Nanjing, servicng the Jangsu, Shangha and
Zhdiang Provinces. The Government aso has Tourism Victoria offices in Shangha
and Hong Kong, which market Victoria as a tourism destination.

Since 1979, the Victorian Government has had a Sigter-State rdationship with Jangsu
Province in China A Victoria-Jiangsu Joint Economic Committee is responshble for
economic development under the reationship. Successful projects in recent years
indude a Memorandum of Underganding (MOU) for new biotechnology drategic
dliances and joint ventures (sgned 19 November 2003), an agreement on education
exchanges and cooperation between the Victorian Depatment of Education and
Training and the Jangsu Provincid Depatment of Educeation (Sgned June 2004) ad
an MOU on agribusiness cooperation with the Jangsu Ministry of Agriculture.

China is the fastest growing source of international Sudents in Victoria To capitdise
on this dl Victorian universties have agreements with Chinese universties and 18
Victorian Government schools have sster school rdaionships with Chinese schools.
A number of Victorian educationd ingtitutions have campuses, or are in the process of
establishing campuses, in China

It should be noted that currently, China does not recognise State Governments as a
legd entity. This has implicaions for the establishment of State Government offices,
asthey are required to register as a private company.

Section 3: Key issuesto be addressed by the Feasibility Study

The Victorian Government condders tha the Feaeshility Study should cover dl issues
rdaed to trade with Ching induding taiff and non-tariff barriers. The Feesibility
Sudy should:

identify al redtrictions on trade between Audradia and Ching
document the extent of these redtrictions;

determine how an FTA could address these restrictions; and
andyse the impact of removing these retrictions.

The Victorian Government has identified a range of issues that it considers should be
incdluded in the scope of the Feasibility Study .



a) Broad implicationsof an Ausgtralia-ChinaFTA

As wdl as the implications for Audrdias economic growth, the Feaesbility Study
should consder and report on the broader implications of an FTA with China. It is not
clear from the Terms of Reference whether the Feasbility Study will indude a broad
andyss. In paticular:

The Feedbility Sudy <hould condder the employment implications of an
Audrdia China FTA and the adjusment pressures tha could result on indudry
sectors. For example, given the drength of China's manufacturing indudry, there
is concern regarding the impact of an FTA on Austrdia’ s manufacturing indudry -
a dggnificant component of which is based in Victoria. The induson of case
dudies and quditaive andyss in the Feeshbility Study could provide a further
indght on the potentia implications for such indudtries.

The Feeshility Study should indude an economic andysis of the impact of an
Audrdia China FTA at the Audrdian State and Territory leve.

The economic andyss should aso assess whether an Audralia China FTA could
leed to trade diverson, and, if so, the extent of such diversion.

The Feashility Study should consder the environmental implications of an FTA.
b) Impact of recognising China asa market economy

China has dipulated that Audtrdia must recognise it as a ‘maket economy’ before
FTA negotiations can commence. Given that there is no internaiondly agreed
definition, it is important for the Commonwedth Government to clearly define the
grounds on which it will assess China s market economy status.

The Feashility Study should examine whether China is a market economy. For
example, given the pervasive influence of State Owned Enterprises (SOES) across the
Chinese economy, it is important to assess whether any subsidisation occurs. The
Study should dso assess the effect of recognisng China as a market economy. Issues
of particular concern to the Victorian Government are

Recognition of China as a market economy would have a practica impact on the
goplication of Audrdiads aniti-dumping legidaion. Ensuring  effective  anti-
dumping messures is an important isue for Vicioria, given our lage
manufecturing base. Currently, Audtrdia’s ‘ant-dumping rules are more rigorous
for countries like China, in recognition thet they are economies in trandtion. The
Victorian Government is concerned that recognisng China as a market economy
premaurdy, may negaively impact on Audrdian companies (some of which
bdieve that dumping is effectively occurring).

Audrdian industry needs to be stisfied tha any Chinese or Audrdian ‘anti-
dumping judicid body’ implements its findings swiftly and robustly.



¢) Inclusion of State/ Provincial Government Regulations

Chinese Provincid Governments have a high degree of autonomy in law making, and
the power to control and limit trade within their borders. As an example, to export a
motor vehicle to China, an Audrdian firm usudly needs to gain gpprova from both
the Centrd and the specific Provindd Government.

The Feadbility Study should identify dl the bariers to trade that exis a the
Sate/Provincid level and condder the potentid for an FTA to address these. The
Feashility Study should dso condder the extent to which an FTA dgned by federd
governments would be abdle to direct State/Provincid governments (i.e. would it be
necessary for the Provincesto be partiesto an FTA?)

d) Chinese Government industry development policies

There are a number of loca content requirements (which reportedly, can be as high as
70%), and industry development policies in Ching, such as the provision of tax bresks
for exporters. Currently, there is a ladk of detalled informaion about the operaion
and enforcement o these polices. The Feeshility Study should document Chinas
locd content and industry development polices and examine the impact of these
being removed under an FTA.

e) China slabour and environment standards

The Victorian Government consders that the nature and enforcement of labour and
environment sandards in China are important issues An FTA will only be desrable if
it is soundly founded on environment and labour Standards that ae appropriae,
rigorous and enforced.

The adequacy of labour dandards and their enforcement can have a direct impact on
the competitiveness of Audradian busnesses, and drong Sandards relaing to worker
protection and other hedth and safety objectives are desrable in their own right. The
Feasbility Study should document rdlevant Chinese labour standards and associaed
processes, and indude a compadive andyss of Chinese and Audrdian labour
dandards, and of Chinese sandards in comparison with relevant internationd norms.
The Feashility Study should dso andyse Chinds enforcement of its current labour
standards.

Like labour dandards, the adequacy of Chinds environmentd <Standards and thelr
enforcement can impact on the comptitiveness of Audrdian busnesses, and ae
important ends in themsdves The Feashility Study should incdude an andyss of
Chinds environmentd gstandards and enforcement regime, and compare these with
Audrdian and international norms.



f) Standards and technical regulations

The Victorian Government is concerned that there are not aways clear guiddines on
Chinds gandards and technicd regulaions and the timdiness of granting gpprovas.
The Feashility Study should assess the trangparency of information on Chinds
dandards and technicd reguldions, a both a centrd and provincid leve, and how
thisissue could be addressed by an FTA.

The Feedbility Study could dso examine the progress that China has made towards
digning its gandards and technicd regulations with internationa sandards since its
World Trade Organisation (WTO) accession, and whether an FTA would provide an

opportunity to progress this process.
g) Protection of intellectual property

An FTA with China could provide sgnificant export opportunities for Audrdias
knowledge-based indudtries However, the Victorian Government has concerns
regarding the protection of intdlectud property (IP) in China It is important that the
Feaghility Study assesses Chind's current level of IP protection and enforcement and
the scope for these moving towards internationaly accepted practice.

IP protection is an issue for Austrdian busnesses engaging in joint ventures in China
Any IP brought into the joint venture becomes owned by the joint venture The
Feadhility Study should examine the protection of IP in joint ventures and condder
how this could be improved in an FTA.

h) Quarantine regulations and customs procedures

If an FTA is negotigted with China, quaranttine is likdy to be an issue for both
countries and Audrdia will be keen to mantan its dandards Consultation hes
highlighted that China's quarantine regulaiions have prevented the export of certain
Victorian products, such as seafood, citrus fruits and cherries While some protocols
ae currently being developed to enable the export of some fruits to Ching it is
important that the Feedhility Study assess the ability of an FTA to increese the
transparency of China squarantine regtrictions at a broader leve.

Sautory ingpections gpply to cetain exports to China (eg wool). Feedback from
industry has highlighted that Chind's ingpection Sandards are often incanastent with
international  Sandards, leading to difficulties in ganing cusoms dearance. The
Feeshility Sudy <hould examine this, and condder the feeshility of a doser
dignment with internationa standards being covered in an FTA.

i) Rulesof origin

The Feashility Study should andyse and provide an assessment of a range of rules of
origin sysems that could be adopted under an FTA, such as the ‘Audrdia-United
States FTA Approach’, the ‘Audrdia-New Zedand FTA Approach’ and the system
adopted under Chinds agreement with the Association of South East Asan Naions
(ASEAN). The assessment should take into account issues such as eae of



adminidration, enforcement and review procedures. In paticular, the Feeshbility
Study should take into accourt:

transhipment - industry has raised concerns that an FTA could encourage third
countries to tranship goods through China and thereby gain preferentid access to
Austrdian markets;, and

the need for condgency in adopting rules of origin systems under FTAS, so as to
ease the adminigtrative process for exporters.

j) Repatriation of fundsto Australia

Augrdian companies often face difficulties in recelving authoristion to transfer
funds externdly, or to release funds for activities undertaken in Ching, which require
payments to Audrdia inditutionsagents. The Feasibility Study should investigate the
extent of these redrictions on the trandfer of funds between China and Audrdia and
how these could be addressed in an FTA.

k) Mutual recognition of qualifications

In China, a number of professons face difficulties in obtaining recognition of ther
Audrdian or other interndtiond qudifications. For example, foreign lawyers find it
difficult to obtan a licence or practise in China The Feaghility Sudy should consider
the extent to which an FTA could address the mutua recognition of qudifications,
and the appropriate occupationd regigtration and accreditation arrangements.

) Liberalisation of China’s Financial Services Industry

Snce 1999, Victorids financid sarvices industry has grown by over 40%, meking it
the third largest sector in the Victorian economy today. The Victorian Government's
Financial Services Industry Plan contans a range of initigives to further grow the
industry, induding through export opportunities arising from new trade agreements.

Foreign finandd firms wanting to enter the Chinese market, currently face a range of
regulatory barriers. For example, foreign firms wishing to import financid services to
China are required to edtablish a joint venture with a Chinese company. Capitd
adequacy reguirements for foreign financia firms seeking to operate in China aso
gopear to be redrictive. The Feeshility Study should invedtigae the extent of
redrictive practices in Chinds financid services industry and how these could be
addresedin an FTA.

m) I nvestment

China is now a dgnificant player in globad foreign direct invesment (FDI) flows
From 1990 to 2002, the ratio of FDI to GDP in China has dmogt quadrupled,
increesing from 1.0% to 3.9%, and outdripped increases in many other pats of the
world. Nevertheless, foreign investors continue to face a range of bariers in China,
reaing to taxdion and regulaions a both the Centrd and Provincid Government
levd. The Feeshility Study should consder the potentid for reducing such barriers,
to liberdise China's foreign invesment regime, such as permitting full ownership of



busness ventures. It should dso give condderation to the flow-on effects of dlowing
grester foreign invesment in China, such as the posshility of Audrdian busnesses

shifting their operationsto China

Chine2 companies seeking to inves outsde China dso face difficulties. The
Feeshility Study dhould examine these difficulties and consder whether an FTA
could include a less redrictive regime for Chinese companies seeking to invest in
Augrdia

Audrdian investors need to have confidence in the security of their longterm
invetments in China The Feashbility Study should indude an andyss of the
robustness of Chinds legd system, and give condderaion to whether there would be
a nead for gpecific digoute settlement mechanisms between investors, and between
investors and governments under an FTA.

n) Opportunities for education exports

China is one of Victorids key sources for international dudents A number of
Victorian educationd inditutions have campuses, or are in the process of edablishing
canpuses, in China The FTA provides an opportunity to increase the presence of
Audrdian education providers in Ching, and the number of Chinese students studying
in Audrdia The Feedbility Study should give condderdtion to whether an FTA
would be dble to address the following issues, which could help to increase trade in
education:

both Audrdias and Chinds sysems for processng sudent visa agpplications,
induding timdiness,

Chinds recognition of Universty/Augrdian Qudifications Framework (AQF)
qudifications;

the Chinee Government's willingness to provide informaion on Chinese
education inditutionsand caurses of study;

current redrictions on Audrdian educdion inditutions advertisng in China and
the Chinese Government’ s willingness to reduce such redtrictions; and

better enabling the recognition of educationd providers, both in Audrdia and in
China, with paticular reference to arangements for regisration of ‘foreign’
inditutions

0) Temporary entry of people

The Victorian Government congders that it is important to incresse the movement of
people between Audrdia and China for busness, educaion and tourism purposes.
The movement of people can lead to grester trade and investment between China and
Audrdia

The Feashility Study should examine the current impediments to the movement of
people between Audrdia and China (paticularly the short-term entry of people for
business purposes), and how these could be reduced under an FTA.



p) Government procurement

The induson of government procurement in an FTA could present sSgnificat
opportunities for Audrdian busnesses to tender for government work in China. The
Feashility Study should consder whether government procurement could be included
in an FTA, and andyse how various government procurement regimes operate in
China. Given the prevalence of SOEs in the Chinese economy, it is important that the
sze and nature of SOE procurement is dso examined. This will enable a more
comprehensve andyds of the impact of incduding government procurement in an
FTA.



Attachment 1

VICTORIA’STRADE WITH CHINA

$m  |1997-98 (199899 (1999-00 |2000-01 |2001-C2 |2002-03

Exports 624 669 1124 1430 1561 1600
Imports 2AA] 2537 3029 3874 4378 5083
TOP 10 EXPORTS $m
Wool and other animd hair (incl. wool tgps). 545.8
Combined confidential items excl some of
SITC 280 (exports only) and some of SITCs 2585
510 and 520 (imports only).
Aluminium. 82.0
Hides and skins (except furskins), raw. 66.7
Milk and cream and milk products (excl.
butter and cheese). 66.6
Photographic and cinematographic supplies. 57.0
Non-ferrous base metal waste and scrap, nes. 40.3
Leather. 39.5
Live animals (excl. fish, crustaceans,
molluscs and agquatic). 38.3
Plates, sheets, film, foil and strip, of plastics 32.6
TOP10 IMPORTS $m
Clothing of textile fabrics (incl. of fabrics of 3933
657.33, 657.24).
Baby carriages, toys, games and sporting 369.4
goods.
Footwear. 345.7
Women's or girls clothing, of text fabrics
not knitted or crocheted. 255.3
Men'’sor boy’s clothing, of text fabrics, not
knitted or crocheted. 234.2
Furniture and parts therefore, bedding,
mattresses, mattress. 155.6
Made-up articles, whoally or chiefly of textile
materials, nes. 142.2
Combined confidentid items excl some of
SITC 280. 130.0
Electrical machinery and gpparatus, nes. 126.1
Automatic data processing machines & units
thereof, magnetic, optica readers, data 120.1
transcribers & processors.
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