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16 January 2007

Mr Peter Baxter

Japan FTA Task Force

Department of Foreign Affairs and Trade
John MeEwen Crescent

"Barton ACT 0221

Dear Mr Baxter
MCA Submission Australia-Japan Free Trade Agreement

Thank-you for your correspondence of 20 December 2008 inviting public submissions on an
Australia-Japan FTA. The Minerals Council of Australia restates it support for the negotiation of a
comprehensive FTA with Japan and we refer the Task Force to our submission of October 2005
for our detailed views (attached).

The Australian minerals industry has an enduring and profoundly significant irading relationship
with Japan. Indeed, behind China, Japan is Australia's second largest minerals export partner,
consuming approximately 17 per cent (A$9 billion) of Australia’s total minerals exports in 2005/06.
(source - ABARE). In nominal terms, this is approximately A$3.6 billion higher than in 1995/96.
The four principal minerals export items from Australia to Japan in 2005/06 were:

{1) Metallurgical coal valued at approximately A$8 billion;
{2) Themmal coal valued at approximately A3 billion;

(3) Iron ore valued at approximately A%3.5 billion; and
(4} Aluminium valued at approximately A$$1.5 billion.

Australia's traditional trade in energy resources with Japan is set to grow as the counfry's
demand for energy rises.

Japanese investments in the Australian mining sector are strong and have been focussed on the
coal industry, with agreements taking on varying degrees and methods of ownership. Some
include joint venturas with 50 per cent ownership through to stakes less than 5 per cent.

Notwithstanding this strong relationship, there is room for improvement with significant gains to
be made. This is because: ~— 7777 T R

relationship, the benefits of which will inevitably flow through to stronger economic ties;

*  while Australian and Japanese companies are already investing in a long term
partnership, there will be greater certainty in security of supply and market access for
both partners under a formal trade and investment agreement; and i

¥ abilateral FTA provides the opportunity to remove practical obstacles to two-way trade

and investment in the exploration, production, processing. ahd trade in minerals ard
related technology and services.
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As outlined in our submission of October 2005, the MCA strongly encourages negotiators to
address the following five priority items to advance the interests of the Australian mining industry
and the Australian community generally:

(1

)

€

(4)

(%)

the few remaining formal barriers to the export of minerals products to Japan should
be addressed as they are 3 cost of doing business. Further, the FTA should clear
away the ramaining barriers in other and related sectors. This will strengthen both
economies, thereby assisting minerals trade indiractly;

the agreement should ensure that Japanese investors are provided with treatment no
less favourable than that granted to competitors from other Australian trading
partners, including the United States and (prospectively) China. This should be said
of Australian investors also;

the FTA should provide assurance that the Japanese market will remain a central
element in Australia’s mingrals export profile as nations continue to sure up their
long-term energy needs;

given that the economic architecture of East Asia is evolving, an ambitious and

comprehensive agreement should serve as a rules based templatg for econamic

integration in the region that is both complémentary to the global trading system and
riulated by other nations ifi Asiad abvid— )

the pursuit of closer linkages betwesn Australia and Japan may provide an zdditional
measure of assurance and suppoett to Japan as they assess the policy merits of
ineffective policy options such as punitive carbon taxes and similar instruments.

We trust that these comments will agsist the Task Force over the ensuing period. We would
welcorne the opportunity to meet with the TaskForce as negotiations progress and issues arise.

Please feel free fo contact myself, or David Rynne, Assistant Director Economics on (02) 6233
0800 if you have any queries in relation.

Yours sincerely

!

MITCHELL H. HOOKE
CHIEF EXECUTIVE

Enc.,

2
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EXECUTIVE SUMMARY

The Ausfraliain minerals sector strongly supports the negotiation of 4 free trade agreement
with Japan; Japan-is.a natural economic partner for Australia, and has been Ausiralia's
leading export market for nearly 4 dgcades. The trade in minerals commpodities has been a
mainstay of this relationship, and continues to account for rmore than 40 per cent of Australian

exports to Japan.

A comprehensive free trade agreement, addressing al! elemenis of the bilateral trade and
investment relationship will help further deepen this relationship.

To date, Avstralia has concluded free trade agreements with its 5™ largest trading pariner
(New Zealand), its 7" largest (Singapore), its 12" largest (Thailand), and its 2™ Jargest
economic partner (United States). At present, it is negofiating free trade deals with its 4
largest trading partner (China), its second largest destination for exports (ASEAN), it 131
largest trading partner (Malaysia) and its 20" largest trading partner {United Arab Epmnirates).
It is therefore logical, and even overdue, that Australia pursue an even closer economic
relationship with its most important economic partner,

Such an agreement has much to offer both economies.

First, it would underine the ongoing importance of the Australis-Japan economic, political and
strategic relationship. The two nations have been strategic and commercial allies for many
decades, and x free frade agreement would acknowledge, reinforce and reinvigorate the
significance of the bilateral relationship,

Second, it would promote more intense trade and investment flows between the two nations.
While there are few formal barviers to the export of minerals products to Japan, a FTA could
¢lear away remaining barriers in & number of other and related sectors, and build a stronger
broader, economic relationship. Although Japan endured 3 recessions and weak economic
growth since 1990, it has regathered much-ngeded momentum in recent years. Demand for
Australian minerals exports is strong, and continues to dominate the bilateral economic
relationship. But an agreement which removes the rernaining barriers to trade in the bilatera|
trade will sirengthen both econoinies, and thus indirectly assist the minerais trade. Such an
agreement could also ensure that Japanese investors are provided with freatment no less
favourable than that granted to cormpetitors from other Austrajian trading partners, including
the United States and {prospectively) China.

3
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Third, it would provide reassurance to Australia’s most important minerals rmarket that
Australia will remain a reliable and consistent suppiler, Although the global minerals market is
undergoing significant change driven by strong demand from China and India, Japan will
remain an indispensable market for the Australian minerals sector. In 2004, for example,
Australian minerals exports o Japan were more than double the value of Australian exports
to China.

While China's demand for Australian minerals commedities will continue to expand, Japan —
which curcently absorbs 46 per cent of Australia’s eoal exports, 40 per cent of its iron ore
exports, and 30 per ¢cent of its aluminium exports — will remain a major market for Austrafian
minerals exports in the medium and long term. At a time when there are concems about
long-term energy security, a free trade agreement can provide additional assurance that the
Japanese market will remain a central element in Australia’s minerals export profile.

Fourth, an FTA with Japan will further anchor Australia within the emerging East Asian
community. The economic architecture of East Asia is in the process of evelution, and it is in
the interests of both Tokyo and Canberra to play a leading role in shaping that community.
An ambitious and comprehensive bilaieral FTA between the two nations ean provide a rules-
based template for economic interaction in the region that is both complemertary to the
global trading system and can be emulated by other nations in East and South Asia.

Finzlly, a bilateral FTA can assist by reinforcing the depth of cooperation that has developed
in other areag. A striking example is Ausiralias partnership with Japan, and other leading
nationg on climate change. While these discussions will nun parallel to, rather than as part of
any FTA negotiations, the closer linkage of Australian and Japanese economic interests will -
provide an additional measure of assurance that Japan will resigt the embrace of blunt and
ineffective palicy options, including punitive carbon taxes and similar instruments,

4
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A Closer Australia/Japan Relationship : The Backdrop

The Japanese economy

Despite axtended setbacks during the 1990z, Japan's economy has recovered some
momentum over recent years. Japan's $AUD6.3 trillion dollar economy grew by 2.6 per cent
in 2004, and it is expected to expand by 2 per cert in 2005 and 2006." Structural advances
on many fronts have strengthened the ecanomy's resilience. Japan's corporate sector has
made considerable additional progress in de-leveraging and shedding excess capital and
labour. In addition, banks have further reduced non-performing loans and labour rmarkets
have become more dynamic.2 As the International Monetary Fund recently concluded:

Over the past few years, Japan has made progress in addressing deep-seated
weaknesses. Notwithstanding some risks, prospects are good for a moderately paced

expansion over coming quarters.3

In its annual aggessment of the nation's economiic outlook in July 2005, Japan's Cabinet
Officer also concluded that the main causes of Japan's decade of siow growth had finally been
addressed:

The three excesses which have been the major growth constraining factors since the
collapse of the Bubble economy — excessive employment, excessive capitat stock
and excessive debt— have been largely eliminated through restructuring (reduction in
the number of personnel), the disposal of aging equipmert, and debt repayrnent and
the disposal of nan-performing loans.s - -

Japan’'s economic recavery has helped underwrite fresh new demand for imparted goods,
including from Australia. In 2004, Japan was the world's fourth largest importer, and its
purchages of foreign gaods and services amounted to $US455 billion, an increase of 1 9 per
cent on the previous year, after a 13 Per centincrease the previous year.s Japan's imports
oo have grown steadily as a share of jis ecanomy. growing from 9.8 per cent of GDP in 2001
fo 10.2 per cent in 2003. Ausiralian exparters have also benefited from stronger demand in
Japan, with export sales inereasing from $14.9 billion in 2003 to $18.8 billion |ast year.

! Inlermational Monelary Fund, Werd Economic Qutfook,” September 2005,
2 Internatianal Monatary Fund, Jagan * 2005 Artiste IV Consultation — Siaff Repor, August 2005. p.g,
* ihid,

* Calinet Offics, Japan, Annual Report an the Japanese Etonomy and Public Finance: No Gains Wihout Reforms V, Tekya. July 2005.
# World Trade Organlsation, Werlt' Trade 2004 7 Progpects for 2005, 14 April 2005. p.&.
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Australian minerals exports (excluding natural gag and petroleum) were a major contributor to
this expansion, growing by 23 per-cent, from $9.37 billion to $11.57 billion in 2004 .5

Two important contributors to Japan's improved economic performance have been a powerful
increase in its exports to China, and the new business investment to provide the capacity for
this expansion. The global pickup in manufasturing, particularly in electronics, and the
ongoing growth in Japanese exports 40 China and emerging Asia motivaied much of the
investment, This growth Japan's exporis, as & percentage of Gross Domestic Product (GDP),
increased from 10.4 per cent to 11.8 per cent by 2003. This export boom is fed by a long-
term shift of production abroad by Japanese multinationals, ag well as by demand from Asia
for energy-saving manufacturing equipment from Japan.”

In 2004, Japan's exports to China increased by 16.1 percent, while imports from China grew
by 17.9 percent. Trade with China, including Hong Kang, now amounts to approximately 20
percent of Japan's total frade, while trade with the U.S, amounted to 18 percant of Japan's
total trade. But to the relief of Japanese officials and observers, Japan's dependence on
China as a growth engine is confracting. As the IMF noted in its recent World Economic
Outlowk, the main drivers of Japanese growth in the first half of 2005 were domestic
consumption and business investment, while net exports contributed little to growth. The IMF
noted that this ‘marked a tumaround from eardier in the cycle when exports — particularly to

. China and the rest of emerging Asia ~ were the main growth engine.®

Energy Security in East Agia

But Japan’s renewed economic sfrength, China's rise and India's prospects have raised
concems about the sustainability of the region's encrgy supply. The gap between Asia's
energy consumption and its production is wide and growing wider. Qil dermand in Asia is
expected to rise from 21 million barrels per day betwean 2001 to 38 mbbd per day by 2025,
while regional oil production is likely to stagnate at around 8 mmbd, aceording to the U.S.
Department of Energy. To put this in Perspective, Asig's expected increase in oil importts of
17 mmbd by 2025 will exceed today's total oil exports from the entire OPEC Persian Gulf
region.? As the gap between cansumption and production levels in Asia grows, so is anxiety
about energy security, driven by concerns that tight supply and consequent high prices may
constrain economic growth.

¢ Data provided by Depariment of Foreign Affairs and Trade based on Japanese Cusloms data.

7 Adam 3 Pagen, "What Went Right in Japarr, Follcy Briafs in Intermational Bsonamics, Insliute for Internationa! Econemics, No, PB4-6,
Novamber 2004.

® IMF, World Econgrnic Outlook, p.30.

* Mikkal Herberg and Jaseph Ferguson, ‘Asla's Energy Insecurity is a dilemma forthe US', Pacific Caunedl on Intemiational Policy, March 24,

2005.
]
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According to Japan's Institute of Energy Economics, the world's primary energy consumption
will increase by 1.5 times fram 9.1 toe {o 13.6 toe in 2020. Half of this increase will be
atfributable to Asia, with China accounting for 25 per cent and India 8 per cent. Fossil fuels
will aecount for ) per cent of the increase by 2020, with coal accounting for 40 per cent, oil
38 per cent, and natural gas 13 per cent.

In 2004, China surpassed Japan te becoma the second-largest oil consumer in the world after
the US, and the fifth largest oil impaorter. China and India (at number six) have now joined
Japan and South Korez (at number two and four, respactively) on the list of the globe's
biggest oil importers. China's surge in commadity imports is not confined to energy imports,
with Beijing overtaking Tokyo as the largest importer of Australian iron ore. Demand for other
commodities has also grown strongly. The result has been a strong increase in the price of
most commodities, a long overdue development for Australia’s minerals producers.

In Japan's case, however, China's voracious demand for resources has had 2n even more
direct impact. In recent years, China has hatlted oil and coal exports to Japan, the latter move
contributing to a sharp spike in prices. These moves, coupled with Beijing’s aggressive
strategy to acquire resources assets abroad, have heightened concerns in Japan about its
energy and resource security.

The dangers of a regional contest for resources

There are significant dangers in an intense regional contest for finite and wasting resources in
the Asta-Pacific region. The result, some analysts warn, is a profound and despening sense
of energy insecurity in Asia that will inexorably have significant, and potentially dire
consequences.” A recent report prepared by the (US) Congressional Research Service
wamed that the possible implications of the surge in energy competition are wide-ranging,
and will either provoke "military conflict among great powers™ or spur “unprecedented regional

co-operation’, 1

So far the signs are not espedially encouraging. Analysts note that China, Japan, South
Kerea and increasingly India, are boosting economic and diplomatic ties and are aggressively
buying up stakes in energy and resaurce fields within and without the Asian region.

The pursuit of free trade agreements iz seen as a part of this scramble for resources. In
Japan, for example, China's motivation for a free trade agreement with Australia is seen as
part of an broader ranging effort to secure access to minerals and energy resources, A

1 [big.
" Emma Chanlett-Avery, ‘Rising Enenty Gompetition and Energy Saturity in Northeast Asia : lssoes for US Pollcy,’ GRS Raport for Congress.
Fehruary 8 2005. Seo also David Zwelg and Bi Jiankai, ‘China's Clabal Hunt for Energy', Forelgn Affairs, Seplember/October 2005.

T
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recent article in Japan's biagest zelling daily newspaper, the Yormniuri Shimbun canvassed the
findings of & recent study by Japan’s Centre for Safety and Security Research (CSSR):

China's powerful energy diplomacy seems o indicate Beijing is heading toward the
batile for natural resources described by the C53R in its crisis scenario. Chinese
leaders are alse proposing FTAs to countries rich in resources to deepen its

economic ties with them. "2
Japan’s energy needs and concerns

These concerns about energy security are keenly felf in Japan, the world's fourth largest
energy consumer. Dependence on imported energy sources is a defining feature of Japan's
economy, with its energy self-sufficiency rate at 4 per cent. This compares with that of
Canada at 146 per cent and the United States at 104 per cent. A recent report by Japan's
Agency for Natural Resources and Energy has hiéhlighted Japanese concerns abouf its

vuinerability to scarcity and price rises:

Because Japan is poor in resources and remains dependent on oil and other fossil
fuels for the majority of its energy supply, it could be extremely sensitive to changes
in the global energy situation_ 3

As the region’s two largest economies, it is not surprizing that tensions between China and
Japan are sharpest. As the CRS study noted:

China's growing need for energy has already confributed 10 a degree of infra-Asian

tension, particularly in Sino-Japanese relations. ™

In similar vein, the chairman of Japan's [nstitute of Energy Economics, Masahisa Naitoh

recently wamed:

China's demand increase iz posing a long-term problem not only for oil, but for
energy in general. Since energy demand has continued steadily in India and other
Asian developing nations, as well as in the United States, there are growing concerns

for a future imbalance in energy supply and demand. s

12 Tha Daily Yomiuri Oniine, 13 Apiil 2005,

18 Agency for Natural Resources and Energy, Enemy in Japan 2005, Minlstry of Econemy, Trade and lndustyy. 2006.

M 1kid.

% Masahisa Maitoh, Chairman and CEO of the Inslitule of Energy Economics, 'Long-lerm Energy Perspeclive and Challenges for Japan and
Asla', Keynole Address at the World Energy Cetncil Asia Pacifi; Regional Forum, June 27, 2005,
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Mr Naitoh went on to warn about the consequences of ‘single-minded’ efforts by Asian

hations to secure energy supplies:

However if a country’s behaviour becomes too exclusive as a result of excessively
pursuing stronger energy security, it could give rise to conflicts and tensions over
control of energy resources or competition for resources and become a destabilising

factor for the intermnational energy market.™®

In the next two sections, we will demonstrate how an even closer economic relationship
between Australia and Japan, combined with a substantial expansion of Australia’s minerals
produciion capacity, can help ameliorate some of the concemns felt in Japan over the security

of its long-term energy requirements.

* Ihid.
9
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_The Bilateral Trade and Investment Relationship

Trends in Ausiralia’s trading relationship with Japan

In overall terms, the significance of Japan in Australia's overall export profile has fallen from
approximately 24 per cent in 1994/95 to 20 per cent in 2004/5. The minerals share has
drifted down from 23 per cent to 16 per cent, while the energy component (including coal)
remains very significant at 39 per cent, though marginally lower than the 45 per cent share in
1894/5. This largely reflects the shift in industrial productive capacity in East Asian nations
over the last two decades, and in particular, the emergence of China as a manufacturing
powerhouse. China's share of Australian minerals exports, for example, have risen from 3 to

17 per cent over the same period.

Figure 1.1

Markets for Australian exporis in 200405 dollars
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The Nature of Australia-Japan Trade

Minerals exports have been, and remain the mainstay of the Australia-Japan trading
relationship. In 2004 Australia sold $25.5 billion worth of goods and services to Japan, with
minerals exports accounting for 34.7% of the total. In 2004, coal, iroh ore and aluminium
were the three most significant mineral exports accounting for more than AUDS9.4 billion.

Although [apan’s share of Australiz’s overall export effort has slowly contracted, the
importance of minerals commodities has not diminished. In 1990 coal exports were 23.3 per
cent.of Australian exports fo Japan, today coal accounts for 26 per cent of Australian exports.

Fifteen years ago iron ore made up 9.1 per cent of Australian exports. In 2004, that share had
t'ﬂ'

edged up to 10.1 per cen
within the minerals export trade, thermal and coking coal remain the dominant commodities,
and together account for around 57 per cent of minerals exports. Iron ore is ancther major

contributor, accounting for more than 22 per cent of all minerals exports. Untll 2004 when it
was overtaken by China, Japan was unchallenged az Australia's leading destination for

Ausztralia's iron ore exports.

Figure 1.2

P.

13

Key Australian Mineral Exports to Japan 2004 $Am
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Source: ABS 2005

17, . .

!Vllmstry of Foreign Affairs (Japan), Department of Foreign Affairs and Trade (Australia),
Joirt study into the costs and benefits of trade and investment fiberafisation between Ausfralia
and Japan, April 20, 2005,
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Despite Japan’s tepid growth rates over the last decade, the value and volume of Japan's
demand for imports of Australian mineral commodities has remained strong (see figure 1.3

below).
Figure 1.3
Australian Mining Exports to Yapan 1994-2004 in $Am (not
including aluminium)
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Source: ABS 2005

According to most forecasts, Japan's imports of iron ore, coal, aluminium and wranium will
rermain firm over the rmedium term.

Australia’s role in supplying Japan’s minerals needs
Japan's reliance on Australia as its most impartant and reliable, supplier of minerals
commodities is likely to continue for the mediumn and long term. According fo Japanese data,
Australia supplies:

= 60.6 per cent of Japan's coal

» 55 per cent of Japan's iron ore imports

= 27 per cent of its aluminium

= 22 percent of its uranium

12
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= 13 per cent of its natural gas, and

= 7.5 per cent of its LPG.™®

The intensity of this relationship is mutual, and Japan absorbs an outsized proportion of

Australia’s minerals exports, including:
= 48 per cent of Australian coal exports.
C‘ = 40 per cent of iron ore exports, and
= around 30 per cent of aluminium exports.
Australlan industry gearing up production

To meet the ongoing demand from traditional markets in Japan, Korea and Taiwan as well as
new demand from China and India, the Australian minerals industry is sharply expanding

minerals production and investment.

The gross valug of mine praduction grew by 30 per cent in 2004-05 to reach $69 billion, and
is expected to grow by a further 22 per cent to reach $85 billion in 2005-06. The Australian
Bureat of Agriculture and Resource Economics estimates that there are 74 minerals and
energy related projects at an advanced stage — either committed or under censtruction, with
( total estimated investment of around $24.3 billion. This includes 43 minerals sector projects
: worth around $13.6 billion,

This expansion has been illustrated by the decisions by BHP Billiton and Rio Tinto to cormmit
to multi-billion dollar expansions of their iron ore operations in the Pilbara,'?

At the niational level, new capital expenditure grew by 10.5 per cent to reach $10.3 billion in
2004-3, and is forecast to grow by a further 11.8 per cent in the 2005-6 fiscal year.® If the
latter forecast is realized, capital expenditure in the minerals sector will have grown by $31
billion in 3 years.

" Agency far Nalural Resources and Enerqy, Energy in Japan 2005, Ministry of Econorny, Trade and Industry. 2008.

% Zee BHP Biliton, 'BHP Billltan to expand capacly at Westem Australlan Iron Ore Operations', Fress Refesse Qglober 20,2005, Rio Tinta,
“Rit Tinto commiis to new phase of ifo ore expansian,’ Fress Refass, October 18, 2005,

o Ihig,
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The spending on associated infrastructure projects is also growing robustly, and is now 50
per cent higher than it was in 1997. The capacity of Australia’s coal export infrastructure is
expectad to increase by 20 per cent by mid 2007, and a further 10 per cent by the end af
2008. Areflection of thiz expansion is the 14 per cent increase in employment in the

minerals indusiry over the last year.

Security of supply and free trade agreements

The expansion of Australia’s mine production capacity will be ro short-term phenomenon,
Ausiralia’s commodity forecastar, ABARE expects Australian coal expaorts to grow by an
average of 4.7 per cert per annum to reach 287 million tonnes by 2009-10. Over the
subsequent 2 decades, Australian coal exports are expected io Increase by a further 50 per

cent to 443 million tonnes.?!
Fig 1.4
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This expansion demonstrates Australia hag both the capacity and intent to maintain its
dominant role in the supply of minerals and enargy commodities to North Agia.

To thie end, Australia has clear sommercial, economic and political interests in a stable North

East Asian economic and political environment free of corrozive and damaging competition

for energy resources. In the MCA's view, a bilateral free trade agreement with Japan is one
of a number of initiatives that Australia can pursue that couid help to advance its long-term

commercial interests while dampening the nascent competition for resources in the East

Agian region,

* ABARE, Australian Enery : Ngtional and Stete projections to 202930, Oclabar 2005,
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It i& neither possible nor desirable that & govemment-to-government free trade agreement
specifically address the issue of commercial supply arangements between, in this case
minerals producers and their customers. Those are issyes rightly left to the market. But the
negotiation of an ambitious FTA will help reassure Japan that Australia (and the Australian
minerals secior) is not overlooking Japan in favour of China.

The bilateral investment relationship

Japan is Augtralia's third largest source of investment, although the scale of the investment
does not match the importance of the bilateral trading relationship. This investment, valued at
$A48 billion in 2002, is concentrated in the real estate, mining, commerce and the service
sectors. Estimates suggest that investment in the minerals sector accounts for about ane-
quarter of this investment, with notable exarnples including the 50 per cent share held by
Mitsubishi Development Pty Ltd in the BHP Biiliton Mitsubishi Alliance, which owns and
operates a number of ¢oal mines and associated infrastructure in Central Queensland, Other
examples include the iron ore joint venture between Rio Tinto, Mitsui, Sumitomo Metal
Industries and Nippon Steel Corporation at Robe River in Western Australia.

©n October 10, 2005 zinc and lead miner Zinfex announced it will work with Mitsubishi
Development Pty Ltd and junior miner Haddington Resources in the search for tantalum.,
Japanese trading houses, Mitsui and itochu also have taken & 15 per cent stake in the §2
billisn expansion of EHP Billiton's Pilbara iron ore operations announced on October 20.

Al Australia’s Top 5 nvestment Sources, 2003
100,000
50,000 4
o] H BT
Unitad Unitad Japan Singapere  Netherands
States of Kingdorn
Armerica

Date source: ABS (2003)
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An Australia Japan Free Trade Agreement : The Minerals
Industry Case

Tha MCA has beer a consistent and forthright supporter of the launch of negofiations on a
bilateral free trade agreement betwean Australia and Japan, and welcomed the decision
made by both governments earlier this year to launch a feasibility study into an FTA,
Importantly, the minerals sector considers that an Austratia-Japan FTA offers substantial
potential benefits well beyond thoze traditionally associated with free trade agreements,

In addition to the welfare gains that will resuft from the further liberalization of frade between
the two nations, the MCA considers that an FTA will provide an important additional sign that
Australia will remain 3 reliable and substantial supplier of minerals commoditias for decades
to come. Given the emerging eoncerns about energy security in East Asia, this is a
potentially critical and significant rationale for the pursuit of the FTA.,

Border Barriers

Japan maintains a generally open trade policy ragime, though with substantial peaks in
barriers in certain sectors. Japan’s simple average applied MFN tariff was 6.3 per centin
2004, down from 6.9 per cent in 2002, But some sectors, especially agricufture, remain
heavily protected, with the simple average tariff on farm imports averaging 17.7 per cent
compared with 3.7 per cent for non-agricuttural products.” Thera are few, if any, formal
obstacles to the sale of Australian minerals commodity exports o Japan.

Services and Investment barrjers

Given Japan's tiny mining indusiry, Australian exports of mirting services are limited by lack of
opportunity rather than significant barriers, That said, though it is one of the world's largest
economies, Japan has the lowest inward forgign direct investment as a proportion of output in
any major OECD nation. Foreign participation in mergers and acquisitions activity, which
accounts for up fo 80 per cent of FDI in other OECD countries, also lags in ..lapam.23

2 World Trada Organisation, Trada Policy Review- Jspan : Regart by the Secrefarat 17 December, 2004,
2 United States Trade Representative, Nationg] Treds Sxfimatas Report 2005, Washington DG Apil 2005.
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Liberalising Australia’s investment regime

A bilateral FTA offers the prospect of promoting expanded Japanese investment in Ausfralia's
minerals sector. Currently, the Foreign Investment Review Board (FIRB) screens all large
foreign investment proposals to datermine whether they are contrary to the nationa interest,
Presently all investments over $10 million are examined. If a takeover is annaunced (an
announcement rmust be made if more than 19% of 2 Corpany is acquired) the threshald is
AZ50 million, When sereening takeovers, the FIRB secks comments from a number of
outside parties, ineluding the target company. The federal government may then approve or
reject the propasal autright, or subject it to certain conditions necessary o pratect the nationa)

C- interest,

A revision of this process could hold significant advantages for the Australian minerals sector.
In this respect the provisions contained in the recent US-Australia FTA has set a new and
very positive benchmark, Changes have been significant and include:

* Al US investment other than in specific industries reserved in the agreement - and
where thers is no takeover - are completely free of scrutiny by the Foreign Investment
Review Board.

* In a case where a takaover is proposed, the threshold has been increased to $AS00

million.

The Australian Government should consider extending this investrent concession to Japan.
In fact, existing treaty obligations suggest that Australia should grant this concession to Tokyo
- as a natural consequence of the investment related concessions in the FTA deal with

(~ Washington.

While there has been substantial upgrading of production tapacity in Australia’s minerajs
$ector (see above), additional investment in the sector, and especially in exploration is
important.

The former chief executive of Western Mining Corporation, and former Chairman of BHP Arvi
Parbe said recently:

“There have been no large mineral discoveries in Australia since the end of the
1970s... Australia should be discavering the ore bodies which could come in 20 to 30
years from now.” If we do not prospect successfully enough, “the industry will run
down and its prasent importance as g supplier of minerals to the warld will decrease
[and] its contribution to the Australian economy”.

17
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The East Asian Community

The neQional architecture i East Asia is in the pracess of evolutior, Australiz’s Prime
Minister, John Howard will attend the Inaugural East Asian Summit in Kuzka Lumpurin
November, along with the, leaders of many East Asian'n;aﬁuns. Over the next 15-20 years, a
new East Asian economic ‘community’ may emerge based on the membership of this
grouping which includes the 10 nations of ASEAN, Japan, China, Korea and India, all of
which are critical markets for Australia‘s rinerals industry. ‘

The shape, structure and operating principles of this grouping are still to be defined. Butitis
in Australia's interest to be part of, rather than any such new &conomic, commercial and
inéﬁtutiunal architecture emerges in East Asia. It is Just as important that we are able o
influence that evolving architecture jn ways that protect and promote our vital long term
interests in the region,

An FTA with Japan that has broad sectoral coverage, coverg substantially all trade and which
extends beyond cumrent WTO commitments in areag like services, investment, intellectual
property protection, and dispute setlement, would be a key element in linking Australia more
securely to the region. Building on Australia’s participation in the East Asian Summit, the
existing FTAs with Singapore and Thailand, and agreements under negotiation with ASEAN,
China and Malaysia, an FTA with Japan would help Australia to play & more effective role in
develaping the form and institutional basis of an East Asian trading entity.

Co-operation in addressing global climate change

The Minerals Cauncil of Australia does not advoeate the inclusion of ‘non-rade’ issues in the
scope of 4 proposed Australia-Japan free trade agreement. Buta deeper and broader
political and economic relationship between the two nations will provide a climate even more
conducive for discussions on matters of comron interest.

One of these issues is the question of how the nations respectively respond to the challenge
of managing the reduction of greenhouse gas emissions. The readiness of the two nations to
work together on climate change is dermonstrated by both nations’ participation in the Asia
Pacific Climate Action Partnership launched in June.

While the development of the latter will run parallel to, rather than as part of any FTA

negotiations, the closer linkage of Australian and Japanese economic interests will provide an
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additional measure of assurance that Japan will resist the @mbrace of blunt and ineffective
policy options in¢iuding a punitive carbon taxes and similar instruments,

As the host of the meeting that launched the protocol, Japan remains But Japan has fallen
well behind its I{yoto target to reduce emissions o & per cent below 1990 levels in the first
commitment period. As & result some groups, including in the Japanase Environment
Ministry, support the introdyuction of a carbon tax in Japan as part of that country's efforts to
reducs its greenhouse gas emissions. In a 2003 discussion Paper, an advisory panel {o the
ministry proposed two tax levels: ¥3,400 and ¥45,000 per ton, both of which would hit
Australia’s exports of coal heavily. Both options would, however, be ineffective and

colnterproductive.

According to research and modelling undertaken by ABARE™ the adoption of a Y45000 per
ton higher carbon tax rate would reduce Japanese GNP by 0.46 per cent or US$20 hillion by
2010. Consumption of steaming and coking coal would fal by 32 per cent and 20 per cant
compared with a 'business as usual’ scenario. Under such a scenaria (Figure 1.5) Australian
coal exports to Japan would fafl by nearly 23 per cent. ABARE further projact = rise in the
price of coking coal would have serious downstream impacts on the Japanese jron and steel
sector, which it estimates would contract by nearly 14% (see Fig 1.6). In furn, Australian
exports of iron ore wouid fall proporticnally, Under this seeénario, Australian GNP would be
reduced by 0.08 per cent or $A870 million annually.

Fig 15 ]

Change in Australia’s energy exports to Japan - under a ¥45,000 tax, 2010
Relative to the reference case

High carbon tzx Emigsion target
Deviation Change Deviation Change
Mt Y% Mt %
Steaming Coal -15.0 -26.5 -14.5 -25.8
Coking Cozl -8.3 -18.3 -8.2 -18.0
Total coat -23.3 -229 -22.7 =223 _}

W ABARE, A Possibia Jepanase Carbon Tax, implleations for the Ausirsllan anergy goctor, abare eReport 0,413, August 2004.
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Fig 1.8
Change in output of selected sectors in Japan - altarnative policy sconarios, 2010

Relative o reference case
Low carbon tax High carbon tax  Emission target

% differencea from reference case
tron and steel -1.41 -13.97 -=13.62

There is no strong evidence that the punitive carbon tax options have significant support
within the Japanese Government. Indeed Australian concems about the carbon tax are
shared by a number of influential Japanese industry groups especially including the iron and
steel sectors, The Japanese Keidanren (Japan Federation of Economic Organizations) has
arguad that the tax would “hollow out industry and put a damper on" the recovering
economy.”® These concems are bome out by ABARE estimates that even a low carbon fax
scenario would reduce annual Japanese GNP by around 0.003% (US52 billiorn).

Australia and Japan's participation in the Climate Change Parnership suggests that the focus
of collaborative work will be on technology-based solutions to managing climate change. This
is & welcome development. An ambitious and comprehensive free frade agreement that
further demonstrates and reinfarces the complementary nature of the two nations’' eeconomies
can only deepen this co-operation.

Ends.

= Japan Times, Nov. 19, 2004
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