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P A C I F I C  I N T E G R A T I O N  

PAFTA: An Australian Assessment 
by Prof Dr H. W. Arndt, Canberra 

T he pas t  decade  has  wi tnessed  a r e m a r k a b l e  ex- 
pans ion  of t r ade  b e t w e e n  Aus t ra l i a  and  Japan .  

J a p a n  has  rep laced  Bri ta in  as Aus t ra l i a ' s  ma in  expor t  
marke t .  Aus t ra l i a  has  r i sen  to second place  among 
suppl iers  of J a p a n e s e  impor ts  and  to th i rd  place  as a 
m a r k e t  for J a p a n e s e  exports .  Aus t r a l i a  welcomes  
pa r t i c ipa t ion  of J a p a n e s e  capi ta l  in the  deve l opmen t  
of its vas t  new  minera l  d i scover ies  and  in some of 
i t s  manufac tu r ing  industr ies .  There  is will ing, if as 
ye t  modest ,  co-opera t ion  b e t w e e n  the  two countr ies  
in aid and technical  a ss i s t ance  to the  deve lop ing  
coun t r i e s  of South-East  Asia. But Aus t r a l i an  reac t ion  
to J a p a n e s e  ideas about  a Paci f ic-Asian Free Trade  
Area  is cool, to pu t  it mildly.  Most  official and un- 
official  op in ion  dismisses  such p lans  as, for any  
to r e seeab le  future,  qui te  unreal is t ic .  

Australian-Japanese Trade Partnership 

Between  1954 and  1966, J a p a n ' s  share  in Aus t r a l i an  
expor t s  rose  from 7 to 19 per  cent,  whi le  Bri ta in 's  
s h a r e  decl ined from 36 to 14 per  cent.  During the  same 
period,  J a p a n ' s  share  in Aus t r a l i an  imports  rose from 
1 to 10 pe r  cent,  whi le  Bri ta in 's  share  fell from 49 to 
26 pe r  cent.  

To a large  ex t en t  the  change reflects  the  increas ing  
c o m p l e m e n t a r i t y  of the  J a p a n e s e  and  Aus t r a l i an  econ- 
omies  and  the  much fas ter  ra te  of economic  g rowth  
in Japan ,  t han  in Britain. J a p a n  and  Austra l ia ,  it has  
been  said, are  na tu ra l  t rade  p a r t n e r s  [3]. Aus t ra l i a  
spec ia l i ses  in expor t  of the  p r imary  produc ts  - -  
foodstuffs, such as mea t  and da i ry  products ,  and  raw 
mater ia ls ,  such as  wool  and minera l s  - -  which J a p a n  
needs  in eve r  inc reas ing  volume.  Converse ly ,  
Aus t ra l i a ' s  impor ts  cons is t  l a rge ly  of capi ta l  equip-  
men t  and  o ther  p roduc ts  of h e a v y  indus t r ies  which 
inc reas ing ly  p r edom i na t e  among J a p a n ' s  exports .  
More  than  two- th i rds  of the  shift  in the  d i rec t ion of 
Aus t r a l i an  expor ts  from Bri ta in to J a p a n  are  account -  
e d  for b y  the  fact tha t  J a p a n e s e  impor t  demand  for 
Aus t ra l i a ' s  main  expor t  p roduc ts  has  g rown so much 
fas te r  t han  Bri t ish impor t  d e m a n d  for the  same prod-  
ucts  [21. 

T r a d e  policy, however ,  has  con t r ibu ted  to the  develop-  
men t  .of the  t rade  pa r tne r sh ip  [1]. Dur ing the  1930s 
J apanese -Aus t r a l i an  t rade  had  been  de l ibe ra t e ly  
cu r t a i l ed  in the  in te res t  of the  Bri t ish and  Aus t r a l i an  
text i le  industr ies ;  and of course  it ceased a l toge ther  
du r ing  Wor ld  W a r  II. For some years  af ter  the  war, 
Aus t ra l i a  con t inued  to d i sc r imina te  aga ins t  Japan.  

The n e w  e r a  b e g a n  wi th  the  t r ade  ag reemen t  of 1957. 
Under  this, Aus t ra l i a  accorded J a p a n  mos t - favoured-  

na t ion  t rea tment ,  wi th  consequen t  reduct ion  in tariffs 
on text i les  and o ther  consumer  goods, and  non-dis-  
c r imina tory  t r ea tmen t  in impor t  l icensing.  In re turn ,  
J a p a n  gran ted  f reer  access  to its m a r k e t  to severa l  
of Aus t ra l i a ' s  mos t  impor t an t  agr icul tura l  p roduc ts  
and under took  not  to impose a du ty  on  wool. In 1963, 
the ag reemen t  was  fur ther  ex tended.  Aus t ra l i a  agreed  
to re l inquish  the  r ight  to impose emergency  restr ic-  
t ions on impor ts  from J a p a n  unde r  ar t ic le  35 r f GATT, 
whi le  J a p a n  made  fur ther  concess ions  in its impor t  
pol icy towards  Aus t r a l i an  wool, foodstuffs and motor  
vehicles .  In the  las t  few years ,  J a p a n e s e  in te res t s  
h a v e  t aken  an ac t ive  par t  in pro jec t s  for the  develop-  
ment  of the  huge  iron ore deposi ts  of W e s t e r n  
Aus t ra l ia  and  o ther  mine ra l  deve lopments .  There  
has  also been  some J a p a n e s e  i n v e s t m e n t  in  the  
Aus t r a l i an  motor  car  and  one or two o ther  manu-  
factur ing industr ies ,  pa r t ly  under  de l ibe ra te  Aus t r a l i an  
prodding  th rough  tariff  policy. 

Under  the  aegis of the  t rade  agreement ,  much effort  
on bo th  sides has  gone  into promot ing  t rade  and  
foster ing closer  relat ions.  A J apanese -Aus t r a l i an  
Business  Co-opera t ion  Commit tee  has  he ld  regular  
meet ings ,  a l t e rna t e ly  in Aus t ra l i a  and Japan ,  to dis- 
cuss ou ts tand ing  problems  in t rade  be tween  the  two 

countr ies .  Minis ters ,  pa r l i amenta r i ans ,  bus inessmen,  

academics,  journa l i s t s  h a v e  exchanged visits.  Ex- 

hibi t ions,  t rade  journals ,  special  n e w s p a p e r  supple-  

ments  h a v e  d i sp layed  each coun t ry ' s  p roduc ts  in the  
other.  The in i t i a t ive  has  genera l ly  come from the  

J a p a n e s e  side. But Aus t ra l i an  response  has  b e e n  ac t ive  
and warm. 

Co-opera t ion  be tween  the  two count r ies  in aid and 

technical  ass i s tance  to South-East  Asia  is much ta lked 

about,  t hough  as ye t  wi th  few concre te  results.  Both 

count r ies  h a v e  b e e n  ma jo r  pa r tne r s  in the  es tabl i sh-  

men t  of the  As ian  Deve lopmen t  Bank;  bo th  h a v e  

jo ined  the  Deve lopmen t  Ass i s t ance  Commit tee  of the  

OECD in Paris;  bo th  are  ac t ive  in ECAFE, and the re  

is some A u s t r a l i a n - J a p a n e s e  co-opera t ion  in efforts, 

bo th  at  the  g o v e r n m e n t  and the  p r iva te  bus iness  level ,  

to assis t  in the res to ra t ion  of the  Indones i an  econ- 
omy. 

But in Aus t r a l i an  eyes  t rade  and  co-opera t ion  wi th  

J a p a n  are  one thing, a Pacif ic-Asian Free Trade  Area  
qui te  another .  
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PAFTA Plans 

Talk about  a Pacific Common Marke t  was  first  heard,  
in Aus t ra l i a  and  Japan,  dur ing  the  1961-3 a t t empts  of 
Bri tain to jo in  the  European  Common Market .  A t  tha t  
time, it did not  go much beyond  geo-pol i t ical  specu- 
la t ion among  journa l i s t s  p rone  to see  the world  
spl i t t ing up into economic  and power  "blocs".  

In much more  sophis t ica ted  and profess ional  terms, 
the  idea was r ev ived  in 1965 by  the  J a p a n e s e  econ- 
omist, Kiyoshi  Kojima, Professor  of In t e rna t iona l  
Economics  .at Hi to t subash i  Univers i ty ,  Tokyo, and 
we l l -known in Aus t ra l i a  th rough  his vis i ts  there  and  
his acute  and f rank obse rva t ions  on Aus t r a l i an  eco- 
nomic and  commerc ia l  pol icy  [5, 6, 7, 8]. Professor  
Koj ima's  plan, first out l ined in two paper s  in 1965, 
a t t r ac ted  muda wider  a t t en t ion  and  ach ieved  semi- 
official s ta tus  w h e n  Mr Takeo  Miki, former  J a p a n e s e  
Minis te r  for Trade  and Industry ,  b e c a m e  Minis ter  
for Fore ign A'ffairs in the  Sato G o v e r n m e n t  in 1966. 
In speech af ter  speech, Mr  Miki  has  th roughou t  this  
yea r  advoca ted  closer  co-opera t ion  in t rade  and aid 
among the a d v a n c e d  count r ies  of the  Pacific 
[10, 11, 12]. Whi le  no t  official ly sponsor ing  a Pacific 
Free Trade  Area  at  this  stage,  Mr Miki  ea r ly  this  yea r  
sen t  Professor  Kojima on ~ world  tour  to sound out  
official and unoff icial  op in ion  in the  Pacific and  South-  
East  As ian  coun t r i es  as well  as in Europe [4]. 

Professor  Koj ima 's  p lan  has  two parts .  One  env i sages  
the  format ion  of a Free  Trade  Area  among  the  five 
advanced  count r ies  o'f the  Pacific:  Japan ,  the  Uni ted  
States,  Canada,  Aus t ra l i a  and N ew  Zealand.  The  o ther  
is a scheme w h e r e b y  these  five are  to ass is t  the  de- 
ve lop ing  count r ies  of South-East  As ia  th rough  t rade  
and aid. 

The Free Trade  Area  proposa l  is s imple enough.  It 
consis ts  in " the  abol i t ion  of in te r -a rea  tariffs" (and 
p re sumab ly  al l  o ther  t rade  res t r ic t ions)  among the  
f ive m e m b e r  countr ies ,  no doubt  in gradual  s tages  
[6, p. 81]. The " t rade  and  aid" scheme would,  in the  
first  ins tance,  r equ i re  the  five a d v a n c e d  count r ies  to 
t rans fe r  f rom one  ano t he r  to South As ian  deve lop ing  
count r ies  the i r  impor ts  of compet i t ive  agr icu l tura l  
products ,  such as maize, sugar,  t ea  or cotton,  and 
pe rhaps  of minerals .  The advanced  count r ies  are 
also enjoined,  though  less specifically,  to "cast  away  

the i r  p ro t ec t i ve  pol icy  on l ight  manufac tu r ing  indus-  
tr ies and  to open  the i r  doors  to the  produc ts  of  
deve lop ing  count r ies  u [5, p. 30]. 

Professor  Kojima has  emphas i sed  t ha t  his p lan  is 
" ex t r eme ly  h y p o t h e t i c a l ' ,  "a concep t  requi r ing  and  
wor th  suff icient  s tudy  u [6, p. 78]. He has  cand id ly  ex -  
p la ined  the  ra t iona le  of the  scheme from J a p a n ' s  
po in t  of view. In v i ew  of wha t  he  regards  as t he  
v i r tua l  c e r t a in ty  of e i the r  a Grea t e r  European  Common 
M a r k e t  or a Nor th  A t l an t i c  Free  Trade  Area,  he  sees  
PAFTA as " the  second bes t  choice for J a p a n " :  

"These  seve ra l  still  nebu lous  p lans  for reg iona l  
un i f ica t ion  among  a d v a n c e d  na t ions  are  all p lans  
cen te r ing  on Wes t  Europe, or A m e r i c a n  p lans  for a 
new  free t rade  area  look ing  towards  the  At lant ic ,  
to counte r  W e s t  Europe;  Japan ,  Australi .a and  New 
Zea land  are t rea ted  l ightly,  m e r e l y  to the  e x t e n t  
tha t  t hey  can par t ic ipate ,  if t hey  wish,  as f r inge  
count r ies  of a ,big f ree  t rade  area ,  so to speak.  W e  
feel deep  f rus t ra t ion  ove r  this  point .  Should no t  
J a p a n  p repa re  and  propose  a counter -p lan ,  which 
is c lose ly  l inked wi th  J a p a n ' s  in te res t s  and in which 
J a p a n  will p l ay  one of the  ma in  roles?" [6, p. 79]. 

Mr  Takeo Miki  has  set  the  scheme in a wider  pol i t ico-  
economic  context :  

"The Pacific Ocean  in the  pas t  s epa ra t ed  Asia  from 
the  A m e r i c a n  Con t inen t s  and  Oceania ,  bu t  now it 
se rves  as  a l ink be tween  As i an  na t ions  and o ther  
Pacific nat ions .  Pol i t ical ly  and  economical ly ,  t he  
na t ions  in  Asia  arrd na t ions  a round  the  Pacific affect  
each other .  The confl icts  in As i a  are  a t t r i b u t a b l e  
to p o v e r t y  and  As ia  is a n  easy  p r e y  to communism.  
Therefore,  As ia  mus t  be  deve loped  economica l ly  in 
order  to es tab l i sh  peace  in the  r e g i o n . . .  J apan ,  
located be tween  the As ian  C o n t i n e n t  and  o the r  
Pacific nat ions ,  mus t  c rea te  a c l imate  of coope ra t ion  
wi th  As ia  among the  people  in Aust ra l ia ,  Canada,  
the US and  New Zea land  who  are  in t e res t ed  in 
the  p rob lems  of As ia  and  do  w h a t e v e r  we can  to 
rea l i se  a sys tem of co-opera t ion  b e t w e e n  these  
na t ions  and  A s i a n  countr ies ."  

" J a p a n  is p l ann ing  sho r t l y  to in i t i a te  i n t e rgove rn -  
men ta l  consu l ta t ions  wi th  Aus t r a l i a  and N e w  Zea-  
land. It is m y  hope  that ,  p rov ided  the  o the r  pa r t i e s  
agree,  the  consu l ta t ions  will be  e l eva t ed  to r egu la r  
fore ign min is te r  l eve l  ta lks  in the  fu ture  = [12]. 
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Ministerial  talks were  in fact held in Tokyo in April, 
first with the Austra l ian Minister  for External  Affairs 
and la ter  wi th  the New Zealand Minister  of Agri-  
culture. Towards the end of the month, at the fifth 
joint  meet ing  of the Japan-Austra l ia  Business Co- 
operat ion Committee,  observers  from the United 
States, Canada and N e w  Zealand were  present  for the 
first time. But the Japanese  delegat ion hastened to 
reassure the Austral ians  that "it is not  our immediate  
intention t o . . .  plan to establish a free trade area" [13] 
and the Austra l ian .delegation, for its part, emphasised 
that "at this s tage there  should be no moves  what- 
soever  toward establishing any ' free trade'  concept  
be tween  our nations" [13]. The only posi t ive act ion 
was the formation among business representat ives  of 
the f ive countries of a "Pacific Economic Co-operat ion 
Committee" whose  functions would be confined to 
acting as an information bureau and clearing house 
and st imulating research and exchange of ideas. 

Economic Effects 

Even in Japan, the notion of an unqualified free trade 
area embracing the United States, as well  as Canada, 
Austral ia  and New Zealand, must seem pret ty  daring. 
With  al l  its new industrial  strength, Japan can have  
few industries which would contemplate  with complete 
equanimi ty  free access to the Japanese  home market  
for all Amer ican  manufactures.  Few Japanese  pro- 
ducers  of meat  and da i ry  products would survive  free 
ent ry  of New Zealand and Austral ian foodstuffs. On 
the other  hand, as Professor Kojima points out, Japan 
would  have  much to gain from free access for its 
manufactures  to the other  four markets, and indirect ly 
also from effect ive  large-scale deve lopment  aid by the 
Five  to South-East Asia with which Japan  now has 
such large export  surpluses dependent  on aid. Whi le  
anything l ike free en t ry  into Japan  for the light 
industrial products of the industries of Korea, Taiwan, 
Hong Kong and other  countries of South-East Asia 
would  put seve re  pressure on the still substantial  
labour- intensive sector of the Japanese  industrial  
economy, the proposed switch in compet i t ive  food and 
mineral  imports from advanced towards South-East 
Asian developing countries would leave  Japan quite 
unscathed. (If preference for the agricultural  products 
of South-East Asia were  to be carried further, even  
at the expense  of domestic industries in the advanced 

countries, Japanese  rice and tea producers would  be 
affected.) 

For Australia,  the effects of the scheme would  be much 
more drastic and far-reaching. Tariff-free access to 
the manufactures of the United States, Japan  and 
Canada at the present  exchange rate would  wipe out 
considerable sections of Austral ian manufacturing 
industry. If Austral ia  were  expected also to give sub- 
stantially free ent ry  to light industrial products of 
South-East Asia, some of the industries ab le  to sur- 
v ive  Japanese  and American competi t ion would dis- 
appear. If the proposal  for preferences  to South-East 
Asian compet i t ive  rural and mining products were  
implemented, the Austral ian sugar industry (for which 
Japan is now a major market) would be severely hit, 
and Australian prospects for export of iron ore and 
other minerals would be dampened. Allowance would 

also have to be made for the effects on Australia's 
present export industries of possible retaliatory 

measures by countries (especially the EEC and EFTA 
countries) against whom Australia would discriminate 
under the PAFTA arrangement. Against all these 
disasters could be set only the prospects for expansion 
of exports  of rural and mining products that would 
come with free access to the large Japanese  and 
North American markets,  and perhaps similar pros- 
pects  for a few special ised manufacturing industries 
that could take advantage  of the economies of scale 
offered by the PAFTA market.  

This of course is an unrealist ic picture in one im- 
portant  respect. Since it seems unl ikely that Austra l ian 
exports  would expand as rapidly as Austral ian im- 
ports in response to the abolit ion of inter-area tariffs, 
the exchange rate could probably not remain constant:  
and if balance of payments  equilibrium were  main- 
ta ined by appropriate changes in the exd~ange rate, 
the resultant  devaluat ion of the currency would restore 
a measure  of protection to domestic import-competing 

industries. How mud~ protect ion would depend on the 

responsiveness  of export  industries to the double 

stimulus of devaluat ion and free access to the markets  

of the free trade area. The greater  the expansion of 
exports, the less the protection given to, and the 
greater  the contraction of, import-competing manu- 

facturing industries. (For this reason, rather  paradoxi-  
cally, the free trade area proposal, with its promise 

e s t a b l i s h e d  1 8 7 9  
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of g rea te r  oppor tun i t i es  for expor t  expans ion ,  p r e sen t s  
more  of  a t h r e a t  to Aus t ra l i a ' s  p ro tec ted  manu-  
fac tur ing  indus t r i e s  than  a proposa l  for un i l a te ra l  
abol i t ion  of tariffs  b y  Austral ia .)  

It is impossible  even  to guess  w h a t  the  ne t  effect  of 
all these  changes  would  be. Cer ta in ly ,  a l l  the  h igher -  
cost  A u s t r a l i a n  manufac tu r ing  industr ies ,  those  now 
en joy ing  more  t h a n  a v e r a g e  effect ive  ra tes  of tariff  
pro tec t ion ,  would  d i s a p p e a r  as  the  free t rade  a rea  
g radua l ly  took  effect. Aus t r a l i an  rura l  and  min ing  
indust r ies  would  r ece ive  a g rea t  s t imulus  to which 
most  of t h e m  would  u n d o u b t e d l y  respond  b y  expand-  
ing product ion,  abso rb ing  a g rea t  dea l  of capi ta l  bu t  
l i t t le  labour .  This  would no t  necessa r i ly  m e a n  mass  
unemploymen t ,  as Aus t r a l i an  pro tec t ion is t s  t end  to 
assume. The  labour  r e n d e r e d  r e d u n d a n t  in manu-  
fac tur ing could no doubt ,  g i v e n  t ime a n d  adequa te  
pol icies  'for the  m a i n t e n a n c e  of to ta l  ef fect ive  demand,  
be  absorbed  in se rv ice  industr ies .  There  would  be  a 
cons ide rab le  shif t  in  the  d i s t r ibu t ion  of income in 
favour  of p r i m a r y  producers .  There  would p r o b a b l y  
also be a still  fu r the r  shi f t  in the  cont ro l  of Aus t r a l i an  
manufac tu r ing  indus t r i e s  t owards  foreign p a r e n t  com- 
panies,  s ince  i t  is the i r  Aus t r a l i an  subs id iar ies  t ha t  
a re  mos t  l ike ly  to w i t h s t a n d  impor t  compet i t ion  (if 
on ly  because  of the  g rea te r  scope  for the  r egu la t ion  
of compet i t ion  en joyed  by  in t e rna t iona l  corpora t ions) .  
There  would  also be  a dras t ic  change in the  direct ions,  
if no t  the  volume,  of inf low of ove r seas  capital ,  from 
manufac tu r ing  to p r i m a r y  industr ies .  Since the re  is no 
reason  w h y  full e m p l o y m e n t  should  not  be  ma in t a ined  
e v e n  wi th  a con t rac t ing  manufac tu r ing  sector ,  Aus t ra -  
l ia 's  capac i ty  to a t t r ac t  immigran t s  need  not  be  
a d v e r s e l y  affected,  t hough  the  ave r age  Aus t r a l i an  
might  be  ha rd  to conv ince  of this. 

This  p ic ture  is less d i smal  t h a n  the  first. But no th ing  
e v e n  l ike this  is accep tab le  in Aust ra l ia ,  now  or in  
any  foreseeab le  c i rcumstances .  The  s t ruc tura l  changes  
i nvo lved  would  be  too formidable,  e v e n  if the  t ran-  
s i t ion  w e r e  sp read  over  a decade  or two;  and  the  end  
product ,  insofar  as i ts out l ines  a re  discernible ,  would  
be  an  economy  a n d  socie ty  which most  Aus t ra l i ans ,  
r igh t ly  or wrongly ,  would p robab ly  r ega rd  as a 
change for the  worse.  

The  s t ruc tura l  changes  requi red  would  be  gene ra l l y  
expec ted  to exceed  those  which the  ca r ro t  and  whip  
of m a r k e t  forces can  accompl ish  e v e n  in condi t ions  
of qui te  rapid  and  sus ta ined  overa l l  economic  g rowth  

and  wi th  g o v e r n m e n t  fo re though t  and  help.  W h o l e  
industr ies ,  manufac tu r ing  and  rural ,  m a n y  of t hem 
[ocalised in ci t ies or regions ,  would  disappear ,  and  
wi th  them the  usefulness  of much in f ras t ruc tu re  capital .  
At  p re sen t  one -qua r t e r  of Aus t ra l i a ' s  workforce  is 
employed  in manufac tu r ing  indus t r ies ;  a cons ide rab le  
p ropor t ion  of this  l a b o u r - - h o w  large  a p ropor t ion  no 
one  can  guess---would need  to find e m p l o y m e n t  in  
p r ima ry  or t e r t i a ry  industr ies .  No g o v e r n m e n t  in a 
democra t i c  soc ie ty  can adopt  a pol icy  which is 
gene ra l l y  be l i eved  (and not  necessa r i ly  wrongly)  to 
demand  change on  this  scale. 

And  for w h a t  end? Since the  c rea t ion  of so large  a 
free t r ade  area  would p r e s u m a b l y  br ing  a be t t e r  
i n t e rna t iona l  d iv is ion  of l abour  and  more  eff ic ient  use  
of resources ,  the  Aus t ra l i a  tha t  would u l t ima te ly  
emerge  as a pa r tne r  in .an accompl i shed  PAFTA 
might  wel l  en joy  a h igher  a v e r a g e  income per  head.  
But i t  wou ld  be  a muoh less indus t r i a l i sed  society,  
h e a v i l y  d e p e n d e n t  on its ru ra l  a n d  min ing  expor t  
industr ies ,  and  on  impor ts  for most  of i ts  manufac tures ,  
its r e l a t ive ly  few ma jo r  manufac tu r ing  indus t r i e s  
l a rge ly  owned  and  cont ro l led  abroad,  an  economy 
a l toge the r  too r emin i scen t  of Aus t ra l i a ' s  colonia l  past.  

For all  sor ts  of non-economic  as much as  economic  

reasons ,  i t  is no t  a p rospec t  tha t  is a t  all l ike ly  to 
appeal  to the  ave r age  Aus t ra l ian .  

The European Analogy 

Why, it may be asked, should Australia have so much 

more to fear ~rom a Pacific free trade area than did 

France or the Netherlands in joining the EEC or 

Denmark or Sweden in joining EFTA? 

As Professor Kojima has pointed out, the five countries 

he envisages as partners in PAFTA, Japan, the USA, 

Canada, Australia and New Zealand, are not sig- 

nificantly more unlike one another in size, per capita 

income, stage of economic development or industrial 

s t ruc tu re  t han  G e r m a n y  and  Luxembourg,  on  the  one 

hand,  or  Denmark  a n d  the  Uni ted  Kingdom, o n  the  
other.  As  much as  one- th i rd  of the  t rade  of the  f ive 

count r ies  is a l r eady  mutua l  t r ade  wi th  one  ano the r  [5]. 

Yet, t he re  are seve ra l  r easons  w h y  the  European  
ana logy  does  no t  hold, a t  leas t  in Aus t r a l i a ' s  case.  

In the  case  of the  six p a r t n e r s  in  EEC, phys i ca l  con-  

t igu i ty  and  close economic  re la t ions  t h r o u g h o u t  the i r  
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history had ensured that, despite national frontiers 

and tariffs, their industrial structures had been to a 

considerable degree complementary and enmeshed 

even before the establishment of the Common Market. 

There was therefore in any case less need for major 

structural change. The risk of serious dislocation was 

further reduced by the fact that the change was made 

in a period of exceptionally rapid economic growth 

and by the intimate ties and arrangements for the 

regulation of competition between the major industrial 
concerns of the partner countries. 

The Benelux countries, and Denmark and Sweden in 
EFTA, were all low-tariff countries whose manu- 
facturing industries were for the most part specialised 

and export-oriented. They had relatively little to fear 
from intra-regional free trade. Australia's manufactur- 
ing industries, like those of the United States, Canada 
and New Zealand, began as home-market oriented, 
import-replacing industries under cover of tariff 
protection. 

All these four have been high-tariff countries because 
of their very weaith in natural resources. The tariffs 
needed to give adequate protection to their import- 
replacing manufacturing industries were initially high 
largely because of high real wages reflecting the high 
incomes that could be earned in agriculture. Unlike 
the United States, Australia has only just begun to 
move out of this phase of industrial development. 

Two other factors have probably played some part in 
holding back the development of specialised export- 
oriented manufacturing industries in Australia. One 
has been Australia's distance from the major markets 
and from the centres of technological advance of the 
western world. The other has been the relatively 
small size of Australia's domestic market. Sweden 
and Switzerland, among others, have shown that a 
small domestic market is not, in itself, an insurmount- 
able obstacle to the development of efficient and 
competitive export-oriented manufacturing industries. 
But the combination of both factors in Australia's case 
has undoubtedly been a considerable handicap. 

Conclusions 

These various considerations go a long way towards 
explaining why Australia cannot be expected to take 
the plunge into PAFTA with the readiness with which 

Denmark joined EFTA or the Netherlands the EEC. 
On the other hand, they should not be interpreted as 
excuses for Australia's present excessive protectionism 
or as arguments against gradual further moves towards 
freer trade between the Pacific countries and co- 
operation in assisting economic development in 
South-East Asia. 

It is fair to say that most professional economists in 
Australia are unhappy about the protectionist policies 
of the present government, in relation both to high- 
cost manufacturing and to high-cost rural industries 
(sud~ as a large part of dairy farming) and that this 
unhappiness is shared by considerable sections of 
public opinion. 

Some, in their impatience for more liberal policies, 
may be tempted to plump for PAFTA on the argument 
that only a magnificent project of this sort that can 
capture the imagination of public and politicians, and 
enlist political and other emotions, will make any 
impact on entrenched vested interests. This, after all, 
they may argue, is what brought the European Com- 
mon Market into being. Like many supporters of 
British entry into the EEC, they may believe that 
industry will never make the effort to maximise 
efficiency so long as it is mollycoddled by tariffs; 
that only the fresh breeze of import competition will 
stir it up. Others may pin their faith in planning, a 
grand vista of controlled optimum allocation of the vast 
resources of the five countries through intelligent 
programmed co-operation between their governments 
and business leaders. 

Some in Australia, as in the United States, may be 
attracted to the idea on purely political grounds---the 
need to find en economic basis for a political group- 
ing that will keep Japan oriented towards the West 
and give Australia and New Zealand a greater feeling 
of security in their part of the world--and may think 
some economic sacrifice a price worth paying. 

A case can be made on one or the other of these 
lines, but it is most unlikely to persuade the majority 
of economists, let alone the public and the politicians. 
Most Australian economists undoubtedly share Pro- 
fessor Kojima's broad objectives of freer trade among 
the advanced countries of the Pacific and more 
imaginative co-operation between them in develop- 
ment aid to South-East Asi,a, But they will prefer a 
more humdrum approach. 
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They  would l ike to see  a much more  se lec t ive  pol icy 
of indust r ia l  protect ion,  the  g radua l  e l imina t ion  of 
indus t r ies  requi r ing  v e r y  h igh  ef fec t ive  ra tes  of 
tariff  protect ion,  and the  de l ibe ra te  use  of tariff  and 
o ther  pol icies  to encourage  a more  compet i t ive  
indust r ia l  s t ructure.  They  welcome the  lead g iven  by  
Aus t ra l i a  to o ther  indus t r ia l  countr ies  in g ran t ing  
preferences  to manufac tu r ing  expor ts  of deve lop ing  
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SOUTH A F R I C A N  I N T E G R A T I O N  

An Economic Unit of the Future 
by Dr H. Cohn, Port Elizabeth 

O nce  more  the  idea of a common marke t  for 
Sou the rn  Afr ica  is be ing  d iscussed  by economis ts  

and  pol i t ic ians  t h roughou t  the  Republic.  This is t imely 
because  the  g o v e r n m e n t s  of South Africa,  Lesotho, 
Botswana  and  Swazi land will d iscuss  rev is ion  of the  
ex is t ing  customs ag reemen t  this  yea r  and  these  dis- 
cussions  may  wel l  de t e rmine  the  pa t t e r n  of re la t ions  
be tween  the  s ta tes  of Southern  Africa.  It is not  im- 
poss ib le  tha t  on accoun t  of the  ou tcome of these  
nego t i a t ions  fu r the r  progress  towards  economic  co- 
opera t ion  invo lv ing  addi t ional  count r ies  such as Rho- 
desia, Angola ,  Mozambique  and Malawi  m a y  be  made.  

The cus toms ag reemen t  conce rn ing  the  th ree  former  
Bri t ish p ro tec to ra tes  Basutoland,  Bechuanaiand  and 
Swazi land was conc luded  by  Bri ta in and  South Africa 
as con t rac t ing  par t ies  in the  yea r  1910, tha t  means  
57 years  ago unde r  different  condi t ions  to those  pre- 
va i l ing  today  and  t he r e fo re - -o f  c o u r s e - - u n d e r  differ- 
en t  cons ide ra t ions  as well. Yet  the  ag reemen t  has  
w o r k e d  and if the  ques t ion  of r ev i s ion  has  eve r  been  
raised,  Bri ta in  and  South Afr ica  h a v e  been  a lways  
p r epa red  to g ive  it low pr ior i ty  and dispose  of it in 
amicab le  forms b e h i n d  c losed doors. M e a n w h i l e  new  
condi t ions  h a v e  arisen,  new  persona l i t i e s  h a v e  t aken  
over  l eadersh ip  in all count r ies  concerned  a n d - - w h a t  
is the  mos t  impor t an t  change of a l l - -Basu to land ,  
Bechuanaland  and  Swazi land are  not Brit ish pro- 

t ec to ra te s  any  longer,  but  the  au tonomous  s ta tes  
Lesotho, Bo t swana  and Swazi land  which are  t ry ing  
ha rd  to deve lop  thei r  na tu ra l  resources  and  to a t t rac t  
foreign capital .  It goes w i thou t  saying,  tha t  a customs 
a g r e e m e n t  conc luded  in the  era  of colonia l i sm canno t  
be  appl ied to the  new au tonomous  states.  

Many Hurdles have to be Overcome 

It is the  genera l  bel ief  in Lesotho and  Botswana,  tha t  
the  exis t ing ag reemen t  inhib i t s  d e v e l o p m e n t  of these  
count r ies  in two ways.  First ly,  the  non-ex i s t ence  of 
tariff  ba r r i e r s  wi th in  the  t e r r i to r ies  conce rned  pre-  
ven t s  them from pro tec t ing  the i r  in fant  indus t r ies  in 
the  way  it should  he, and  secondly,  the  s low growth  
of customs r evenue  under  the  condi t ions  c rea ted  by  
the  cus toms ag reemen t  is abso lu te ly  inadequate .  It 
was  or ig ina l ly  in tended  by  the  Pr ime Min i s t e r  Lebua 
J o n a t h a n  of Lesotho, to pe r suade  South  Afr ica  to 
al low his  coun t ry  to set up tariff  p ro tec t ion  for f ive or 
six indus t r ies  of its own  a n d - - a s  a c o m p e n s a t i o n - - h e  
was  p r epa red  to impose  v o l u n t a r y  r e s t r a in t  on the  
n u m b e r  of "foreign Bantu"  from Basu to land  f looding 
the  Republ ic ' s  l abour  m a r k e t  at  present .  It seems tha t  
the  idea of tariff  p ro t ec t ion  m e a n w h i l e  has  been  
dropped by  the  par t ies  concerned ,  as rai l  r a tes  to and  
from Lesotho r ep re sen t  a far more  po ten t  inf luence  
for or aga ins t  local indus t r i a l i sa t ion  t han  the  pres-  
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