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Australia and China - a common future

China's strategic position and influence in the world is expanding rapidly. Over the past decade, China's GDP has grown at an average of 8.2 per cent, and its economy is forecast to equal Germany's by 2010 and rival Japan's by 2030. China is an increasing influence in the global economy. Its rapid economic and industrial expansion are shaping international trade, investment and production patterns at the global and regional level. In addition to acceding to the WTO in 2001, China is now also looking to strengthen its trade relations with a number of countries. It is currently, or is about to commence, negotiating FTAs with New Zealand, Singapore, ASEAN, and South Africa. It is also exploring opportunities for closer cooperation with Korea, Japan and Chile. 

China and Australia enjoy a strong and mutually beneficial bilateral relationship, and further integration of our economies is inevitable. Like other countries, Australia is looking to position itself for the next stages of China's growth, with trade policies that match China's increasingly open and flexible economy and can influence the terms and conditions under which further economic integration takes place. In October 2003, Australia and China signed a Trade and Economic Framework (TEF) that provides strategic guidance to the strengthening of economic and trade relations into the future. 

Joint Feasibility Study into an FTA 

Under the TEF, both countries are jointly studying the feasibility of an Australia-China FTA. 

Consultations with State and Territory governments, industry groups, businesses and other stakeholders are a key element of the work of DFAT's China FTA Study Taskforce. 

Market Economy Status (MES) for anti-dumping purposes 

A central issue to be addressed is Australia's recognition of China's market economy status for the purposes of anti-dumping. China is seeking international recognition as a market economy where countries take anti-dumping action against it. Australia and China agreed that were there to be negotiations on an FTA, it would have to be on the basis of equality and equal treatment which would involve Australia's extending MES to China. The Australian Government is consulting widely with industry on the implications of treating China as a market economy for the purposes of anti-dumping. 

Fundamental to any future decision on MES would be Australia's right to protect the legitimate interests of Australian industry. Regardless of China's status for anti-dumping purposes under Australia's domestic legislation, Australia will maintain an effective anti-dumping system to ensure that industry is not forced to compete with unfair imports.

The following provides background and elaborates further on the above issues.

The Australia-China Free Trade Agreement Joint Feasibility Study 

· Australia and China are undertaking a feasibility study into a Free Trade Agreement (FTA), as part of the Trade and Economic Framework (TEF), signed by Ministers in October 2003. 

· The Study is an important opportunity to look closely at the implications - both positive and negative- of an FTA before any decision is taken on whether to commence negotiations. 

· The Study is due to be completed in early 2005. 

Developing Australian positions 

· The Australian Government places a high priority on involving stakeholders in the development of Australian positions on issues covered by the Study. 

· Consultations with State and Territory governments, industry groups, businesses and other stakeholders are a key element of the work of DFAT's China FTA Study Taskforce. 

· The public has been given the opportunity to communicate their priorities and concerns to the Government through a formal submission process. Ninety-five submissions have been received to date. 

Economic Modelling 

· The Governments of Australia and China are conducting by sector a joint modelling exercise as part of the feasibility study. 

· The modelling will analyse the economic impact on both countries of entering into an FTA and will be undertaken by the Monash University Centre for Policy Studies, chosen through a tender process. 

Next steps in the process 

· Representatives of the two Governments will meet regularly to discuss the content of the Study. 

· The Joint Working Group (JWG) met in Canberra from 4-6 August, and will continue to meet regularly both in Canberra and in Beijing until the Study is complete. 

· The JWG allows for all relevant Government agencies to meet with their Chinese counterparts and discuss the possible content and implications of closer economic integration. 

· In line with the terms of reference for the joint FTA feasibility study, as set out in Annex II of the TEF, the JWG will: 

· provide an overview of recent trends in bilateral trade and economic relations; 

· assess recent international trade policy developments and the possible implications for Australia-China trade and investment; 

· identify and describe existing barriers to trade and investment flows, covering goods, services and investment and other issues that might be addressed in a free trade agreement; 

· identify possible cooperation measures to promote trade and investment liberalisation and facilitation between Australia and China; 

· assess the impact of the removal and/or reduction of existing barriers to goods and services trade and investment; and 

· make conclusions and recommendations as regards options for future action. 

Market Economy Status (MES) 

China has requested recognition as a market economy for anti-dumping purposes 

· China is seeking international recognition as a market economy for anti-dumping purposes. Before an FTA negotiation begins the Australian Government will determine whether or not to grant China MES for the purposes of anti-dumping. This would mean that the negotiations would be on the basis of equal standing. Equality in the negotiations is a key objective for China. 

· A number of countries, including New Zealand, South Africa, Singapore, Thailand, Togo, Kyrgyzstan and Malaysia have granted market economy status (MES) to China. In some cases, this was because their domestic legislation does not differentiate for anti-dumping purposes. The United States and the European Union have not granted MES to China. 

· There is no internationally agreed definition of what is a market economy. In considering what it would mean to treat China as market economy, the only policy issue for Australia relates to anti-dumping. 

· The Australia-China Trade and Economic Framework (TEF) signed in October 2003 sets out the process that could lead to the start of Australia-China Free Trade Agreement (FTA) negotiations. 

· The TEF commits both Governments to complete a study into the feasibility of an FTA, stating that any decision to commence FTA negotiations will “only follow Australia's formal recognition of China's full market economy status” 

· Australia's approach to anti-dumping action against China did not change as a result of signing the TEF. In the TEF, Australia: 

· has agreed to suspend the right to use transitional provisions relating to anti-dumping contained in China's WTO accession protocol during the period of the feasibility study. 

· Waiving these provisions does not affect Australian Customs' interpretation, application or administration of Australia's anti-dumping provisions in regard to China. 

· Australia's anti-dumping provisions are not based on China's Protocol of Accession to the WTO, but on the WTO Agreement on Anti-Dumping. 

· has not agreed to recognise China as a market economy 

· but has undertaken to consider the request in conjunction with the decision on whether to enter into FTA negotiations. 

· The Australian Government places a high priority on consulting with industry on the implications of any future decision on how to treat China for the purposes of anti-dumping. 

· Fundamental to any future decision on MES would be Australia's right to protect the legitimate interests of Australian industry. 

What is dumping and how can Australia react to it? 

· Dumping occurs when a company exports a product at a lower price than it would normally charge in its domestic market. 

· Australia has the right to take action to counter the injurious effects of dumped products by applying WTO anti-dumping rules. 

· To take anti-dumping action, the investigating Government must: 

· show that dumping is taking place, 

· calculate the extent of dumping (how much lower the export price is compared to the exporter's home market price), and 

· show that the dumping is causing injury or threatening to do so. 

· WTO rules require exporters to cooperate fully with investigating country's anti-dumping authorities. 

Australia's current treatment of China as an Economy in Transition 

· In 1999, Australia implemented provisions in its domestic anti-dumping legislation to deal with economies in transition (EIT). These provisions were applied to China in recognition that its economy was no longer centrally planned and of its ongoing economic reforms. 

· Australia's EIT legislation sets out how our anti-dumping authorities can assess whether market conditions apply to domestic selling prices of goods. 

· Australia's EIT legislation 

· provides greater legal certainty and transparency to this process. 

· applies to indirect as well as direct forms of Government influence, and 

· puts the onus on the exporter to cooperate fully with an Australian anti-dumping investigation. 

· Where it is determined that market conditions do not prevail, the legislation maps out a path for Australian anti-dumping authorities to use other methods to calculate normal value (that is what a price would be under normal market conditions), including: 

· another exporter's domestic price; 

· a constructed (or estimated) normal value; 

· sales to third countries; and 

· only where there is no other reliable information available, surrogate (third country) price information. 

· All the options available under Australia's EIT legislation are also available under existing WTO rules . 

Surrogate (third country) information 

· According to Australian anti-dumping legislation, which directly reflects the WTO Anti-Dumping Agreement, “surrogacy” (third country information) is an option where there is no other reliable in-country information. 

· The need to obtain surrogate information may arise where the exporter's information is found to be unreliable, or the exporter does not cooperate with the investigation. 

· Classifying China as an EIT maps out a clear path for Australian anti-dumping authorities to be able to gain information required to determine normal value, 

· including, as a last resort , seeking surrogate pricing information. 

· This is an approach consistent with WTO rules. 

· Since the Australian EIT legislation has been in place, there have been nine anti-dumping cases involving China and none of them have failed to find a price. 

· The three cases in which surrogate prices were used all involved non-cooperation from the companies concerned. 

· Australia will still be able to seek surrogate information in such circumstances in future, even if China is treated as a market economy. 

Response to claims that China is not a market economy

· Treating China as a market economy relates to anti-dumping only and our ability to rely on the veracity of market price information provided by Chinese companies. 

· Recognising China as a market economy for anti-dumping purposes would not affect our negotiating position in any negotiations of an FTA. 

· As in any FTA, there is a range of trade measures that parties could adopt to ensure a balance of benefits in the final package. 

· Particular aspects of the Chinese economy, such as access to finance and transparency, will be relevant in negotiating any FTA with Australia and would be legitimate issues for public debate should we open FTA negotiations with China. 
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