






















































































































































































































































































































































































































































































NEW ZBALAND'S TRADE POLICY ODYSSEY

Outcomes

The CER agreement was signed in December 1982. The agreement
went beyond the usual rhetoric associated with free trade
agreements. The opening preamble to the agreement talks of “the
strengthening and fostering of links and co-operation in such fields
as investment, marketing, movement of people, tourism and
transport”. Furthermore, the agreement mentions a commitment to
an “outward-looking approach to trade” which would lead to the
extension of the agreement to neighbouring nations, in particular
South Pacific and South East Asia nations.

CER provided for:

e The elimination of practically all tariffs on goods traded
between the partners by 1 January 1988.

¢ The immediate elimination of tariffs on all goods with tariffs of
five percent or under.

o The progressive and automatic phasing out of tariffs by an
agreed automatic formula over five years from inception.

e No increases in tariff quotas or quantitative restrictions.

» The gradual phasing out of quantitative barriers to be completed
by 1995.

¢ The elimination of subsidies and incentives on goods traded in
the area by July 1987.

It was agreed that all products and services should come under
CER at ‘some stage’. The exceptions to these general principles
were those goods that were subject to industry plans under the
Industries Assistance Commission (IAC) in Australia and the
Industries Development Commission (IDC) in New Zealand.ie
Products under these plans included clothing, motor vehicles,
tobacco, furniture, iron and steel, rubber goods, electronics and

10 In essence, these classes of goods were subject to a political mechanism to
achieve adjustment that was not able to be delegated to the market processes.
They were the "hard basket’ —but under CER there was no ‘too hard basket'. The
IAC/IDC plans were political economic adjustment devices that used a degree of
interim "bribery’ to the industries concerned.
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ceramic sanitary ware. Other arrangements were made for
approximately 20 other product groupings that were subject to
ongoing (political) debate.1

There was also a series of exemptions. These include radio and
television broadcasting, postal services, coastal shipping and
stevedoring, telecommunications, health and third-party insurance,
and airport management and air traffic control. These exemptions
were in a sense ‘bounded’—~no new exemptions could be added to
this list.

As a reflection of the higher quantitative restrictions that
applied in New Zealand, the timetable for full implementation was
extended to 1995. Five-yearly reviews would also be set up—the
first of which was to be in 1988.

Post-agreement outcome

CER transformed New Zealand trade policy from a narrow,
reactive, almost introverted view of the world toward a proactive
and outward-looking focused trade policy. Since its signing in 1982,
it has become the cornerstone of our trade policy and arguably the
most successful free trade agreement signed.

Its outward-looking nature meant that firms either adapted to
the new environment or did not survive over the medium term.
Opposition to the agreement collapsed when those with a vested
interest in protecting various products or sectors realised that the
automatic reductions in tariffs and quantitative restrictions were
unable to be stopped politically, without effectively undermining
the whole agreement. This meant that instead of funnelling
resources into lobbying ministers on both sides of the partnership,
businesses under threat either became more competitive, or found
other lines of work. The result was that opposition to CER
dissolved quickly, and the agreement was implemented ahead of
the time-tabled schedule.1=

101 These product groupings were as specific as ‘ball point pens’ and as generic as
‘dairy products’.
12 Free trade in goods, but not all services, was achieved by 1990.
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By 1999 New Zealand had gone further down the deregulation
track freeing up sectors such as telecommunications, coastal
shipping, postal services, clothing and a large number of other
areas that had been protected.

The downside was that 45 years of import licensing and high
tariffs (well above Australian tariffs, which were twice OECD
averages) had insulated significant sections of the New Zealand
economy from international competition. This made the transition
to world levels of costs and productivity a lot more difficult for
protected sectors than those that were honed by international
competition.

While there are other factors at work (including the general
tariff reduction programme, and the macroeconomic setting which
caused high levels of the real exchange rate) CER contributed to
significant rationalisation in local industry. Jobs in manufacturing,
for example, contracted sharply during the 1980s before some
rebounding in the 1990s (Figure 11).

Figure |1 Total manufacturing hours worked

o »”“ wr 060 " 18 1908 e

Source: HLFS consistent labour market data, NZIER WP 94/16

Trans-Tasman trade has increased since the CER agreement was
signed. Australia is now New Zealand’s most important export
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destination. Looking at trade since 1966, Table 23 shows the
increased diversification of New Zealand trade and the growing
importance of Australia as an export destination. The growth of
New Zealand's export share into Australia has increased
dramatically since NAFTA was signed in 1966.

Table 23 NAFTA to CER: major destinations of New Zealand exports
Year ending june, percent

1966 1976 1986 1996
UK 446 20.1 9.0 6.1
usa 144 121 16.0 . 990
Japan 75 139 14.0 161
France 53 30 1.8 25
Australia 43 124 17.0 204

Source:  Statistics New Zealand

A number of the trends have emerged under CER:

e Commodity trade across the Tasman has expanded. As a
percent share of trade, the impact has been larger for
New Zealand’s exports to Australia.

e Before the CER agreement, goods exported to New Zealand
from Australia exceeded New Zealand exports to Australia by
40 percent. After the agreement was signed, trade tended to
equalise, although it has recently turned back in Australia’s
favour.

* Australian exports to New Zealand are growing at the same rate
as exports to other countries.

o The share of New Zealand exports going to Australia (21
percent in 2000) is greater than the share of Australian exports
going to New Zealand (six percent in 2000).

As well as implementing the agreement ahead of schedule in the
1988 review, CER was extended to include services, and referred to
aviation and harmonisation of business regulation.
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CONCLUSION

The first 100 years (1780s-1880s) of trade contact between Australia
and New Zealand was generally harmonious as both colonies
struggled to expanded economic activity. The two countries were
important trading destinations for each other over this period. Flax,
native timber, gold and whaling products were major exports from
New Zealand to Australia.

From the turn of the twentieth century to the period up until
World War II, trade disputes occasionally became bitter and
fractious between the two fledgling economies. Both nations
seemed to compete with each other for ‘trade policy attention’ from
Britain, eyeing each other, in a trade policy sense, through their
reputations in Britain. It was to Britain that both nations looked for
their trade-based economic prosperity. The ‘beggar thy neighbour’
trade policies that existed in the world at the time extended to
relations between New Zealand and Australia.

NAFTA was the first real attempt to integrate the two
economies. Signed in 1965, NAFTA was a recognition by both
nations for the need to diversify and expand trading links. Britain,
both countries’ major market, was about to join the EEC, and
NAFTA was an important step in the process of deepening trade
links with the rest of the world.

Unfortunately, NAFTA was a deeply flawed agreement. It was
the agreement a country has when not fully committed to having
an agreement. For at least ten years this suited both countries,
particularly New Zealand. It meant that New Zealand politicians
and vested business interests could manipulate the various
schedules, and protect uncompetitive sectors from competition. In
New Zealand, lobbying by business interests and political foot-
dragging effectively stopped any hope of reform.

By the end of the 1970s, the Australian government had had
enough. Australian economic orientation was in Asia, and
New Zealand was of secondary concern. The relationship was
bogged down in the detail of NAFTA and was not progressing as
intended into a real free trade area. Not for the first time (or last
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time) in our trade policy history, heavy pressure from abroad
shaped the general structure of our trade policy (underlining the
extent to which New Zealand is a policy taker even when talking
with Australia). Australia wanted to review the whole structure of
the trans-Tasman economic relationship and New Zealand had few
viable alternatives but to participate in that review. CER was the
outcome of this process.

Although international (Australian) pressure pushed
New Zealand into the fundamental rethink of trade policy (that
became first CER, and then a wider approach), the focusing of
resources and the careful preparations made, gave New Zealand an
advantage in the actual negotiations. This was consistent with
Habeeb’s view that, while small countries may have few or no
alternatives (a possible disadvantage), weakness can be turned into
advantage through focus and concentration on the detailed process
of the negotiation.

In terms of political support for CER, the perception that CER
was the ‘best deal going’ for New Zealand, may have persuaded a
sometimes reluctant Prime Minister to sign the final agreement.
Given Muldoon’s renowned ability to be in touch with middle
New Zealand, it is difficult to see him signing an agreement
without believing that the public was behind it. The favourable
consensus of public opinion was therefore a crucial positive
element in the CER negotiation.

While there were divisions in the ranks among the New Zealand
bureaucracy, businesses and politicians, there was also offsetting
pressure from the Australian negotiators and from key parts of the
New Zealand negotiating team. This group wanted a long-lasting
and outward-looking agreement that would be consistent with
other parts of New Zealand’s new trade and economic policy.
Putting the structure in place was vital in fulfilling this criteria.

Important features of the structure include:

e The opening statement: the joint communiqué by Muldoon and
Fraser made it clear that everything was on the table to be
negotiated —including import licensing.
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Once agreed, the tariff reductions were set on an automatic path
so that politicians were protected from lobbying as the
agreement was being implemented.

Long lead times were associated with the tariff reductions, to
give business time to adjust and feel comfortable about
supporting the agreement.

CER was an outward-looking agreement, so that the partners
could extend tariff reductions unilaterally to third countries,
rather than having to achieve the agreement required in a
customs union with a common tariff border.

An extensive domestic consultation process was undertaken.
This helped develop a general consensus view in New Zealand
that the CER agreement would benefit New Zealand
economically.

The CER agreement is the most significant piece of trade

legislation in New Zealand’s modern trade policy history. It is an
economically rational agreement that has set the style and tone for

all

other trade negotiations that New Zealand has been involved in

since its signing in 1982. The CER agreement is as close to open
regionalism as any trade agreement signed anywhere.
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Case IV: GATT\WTO and the
Cairns Group

INTRODUCTION

The drive for the formation of the General Agreement of Trade and
Tariffs (GATT) and its successor organisation, the World Trade
Organisation (WTO), had its roots in the failed international
organisations and international trading chaos of the inter-war years
(1919-1939). The experience of that period had been both scarring
and educational. There was a determination, particularly among
policy advisors in the United States, that the economic mistakes
made in the past, especially those that were seen as having
contributed to the depression and the ensuing war, would not be
part of the new international trading regime.

Those who started to look beyond the current concerns to the
shape of the post-war world in a series of conferences (including
the gathering at Dumbarton Oaks in 1944 that laid the foundations
of the International Monetary Fund and the World Bank) were
conscious of:

e The risks from a thirst for economic revenge, which translated
after World War I into the reparations provisions of the Treaty
of Versailles with their fundamental weaknesses.

¢ The failure of the League of Nations, including its limited forays
into economic issues.

o The highly protectionist Smoot-Hawley Tariff Act (1928) in the
US, which elevated tariffs and thus isolated the US market.

¢ The Ottawa Conference agreements which created the British
preferential  system and  virtually eliminated non-
Commonwealth countries from the UK market.

e The ‘beggar thy neighbour’ policies that were unwittingly
encouraged, including the disabling competitive devaluations.

o The potentially disastrous economic consequences of World
War I

153



NEW ZEALAND'S TRADE POLICY ODYSSEY

The overwhelmingly dominant position of the United States
economy in the post-World War II era meant that its influence on
the shaping of the international trading environment was
paramount. According to Pomfret (1995, p192), there was a strong
view among US leadership that rising protectionism had
contributed to the depth of the 1930s depression and that it had
been one of the primary causes of World War II. The United States
also had a strong dislike of preferential imperial schemes, given
their colonial past. Therefore their philosophy for the world trading
regime after World War I was built around non-discrimination,
lower trade barriers and increased international competition.

The principle that all participants of GATT sign up to, is that of
the most favoured nation (MEN). Put simply, the trade privileges
negotiated with one (favoured) trading partner must be extended to
all trading partners. So a nation cannot discriminate between
trading partners.1® This cut across the mercantilist policies that had
been practised during the previous period (see Box I).

The second guiding principle of GATT is to establish
transparency in border protection. In practice, this means favouring
tariff barriers, relative to non-tariff barriers. Again, according to
Pomfert (1995, p192):

“..the GATT aimed to establish the rule that non-
discriminatory tariffs would be the only generally acceptable
trade barriers, and if signatories broke the rules then other
signatories were allowed to retaliate. The threat of approved
retaliation is the only GATT enforcement mechanism, but it has
been successful in discouraging both explicitly GATT-
incompatible actions and unregulated trade wars such as
occurred in the 1930s”.

The only other effective enforcement mechanism—which in
practice works to supplement and reinforce the retaliation threat—
is the sheer ‘embarrassment’ of being adjudged by due

18 Although customs unions and free trade areas are exceptions to this rule
(Article XXIV of the GATT).
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international process to have been caught breaking GATT rules.
The effectiveness of the threat of being embarrassed depends on the
country size, and country-specific cultural values.i

From small beginnings, membership of GATI/WTO has
mushroomed. In 1948 the membership of GATT comprised the
industrialised nations and a few independent developing nations,
such as Brazil. Through successive rounds, the number of member
countries grew as participants benefited from trade liberalisation.

At the beginning of the Uruguay Round of GATT, there were
approximately 100 members. By the end of the Uruguay Round
there were 128. Growth in membership has also corresponded to
growth in criticism of the organisation. But this has not stopped
more countries wanting to join: at 1 January 2002, 144 members
belonged to GATT's successor organisation, the WTO.

GATT was formed for political and technical reasons, and was
not an international organisation as such. The 1947 negotiations in
Havana (the Conference on Trade and Labour) produced a draft
charter for a new international organisation (the International
Trade Organisation—ITO) that the United States Congress was
assessed as unlikely to ever to ratify. So the core trade rules were
extracted from the ITO draft and became the General Agreement on
Tariffs and Trade.

This was, as its name implies, cast in the form of an inter-
governmental treaty, to which the US could more easily adhere.
This gave rise to a series of anomalies. Some were minor, like the
labelling of governments that joined GATT as contracting parties
rather than members; and some more fundamental, like the frozen
membership of the original executive body, the Interim Committee
of ITO (ICITO).1s

104 For a small country like New Zealand, which depends on strong international
rules and has a self-image as a nation with integrity, breaking those rules would
be highly embarrassing. Even for some large countries, such as Japan, breaking
international rules is also seen as highly dishonourable.

105 This group had been elected in the early days and retained intriguing countries
such as China, even after China withdrew from GATT. The legal form only
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As time went by, and tariffs were reduced over the successive
negotiating rounds, GATT evolved into something approaching the
originally envisaged ITO, with a permanent council,* significant
staff and its own institutional structure. The Uruguay Round
formalised this position by creating WTO, an international
organisation that oversees and administers multilateral trade
agreements negotiated by members.

These include:
* GATT: which refers to trade in goods;
e GATS: which refers to trade in services; and
e TRIPs: which refers to trade in intellectual property rights.

WTO covers only relationships between governments. It
regulates the actions of governments in the area of trade. It does not
have any jurisdiction over individual businesses—this is left to the
governments concerned.

And the creators of GATT were worried about more than the
free flow of world trade. They had more fundamental reasons for
creating a multilateral system:

“... the [perception of the] founders of GATT was that
multilateral institutions facilitating co-operation between
countries were important not only for straightforward economic
reasons, but that the resulting increase in interdependence
between countries would help to reduce the risk of war”.
Penrose (1953) and Hirschman (1969) in Hoekman and
Kostecki (1995, p12).

mattered for issues of real moment, such as the choice of a new director-general
or of day-to-day relevance.

106 In the early days all business was done at annual meetings, quaintly known as
gatherings of ‘contracting parties’, but the pace of international developments
demanded the ability to address issues more frequently, and the monthly council
meeting became an executive body.
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Functions of the multilateral trading system

The world has no powerful central governing body to co-ordinate
relationships between states, so any international co-ordination
requires a degree of co-operation between states and a degree of
facilitation. WTQ, for reasons already canvassed, is a creation of its
member states. Its aim is to facilitate mutually agreed trade co-
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operation between member states. Its role fits the earlier definition
of Kasner (1983) as:

“.[providing] sets of implicit or explicit principles, norms,
rules, and decision-making procedures around which actors’
expectations converge in a given area of international relations”.

While countries monitor each other’s compliance with the
“explicit principles, norms and rules”, the multilateral system
depends, in the end, almost entirely upon self-regulation.®” Since
1947, the world trade system, while perhaps not presenting it this
way domestically, has relied almost exclusively upon self interest to
enforce the mutually agreed principles.

Of major importance to the functions and operations of WTO is
its role in facilitating dialogue between members. In facilitating the
negotiation process, WIO depends on a mutually agreed-upon
code of conduct to reach and enforce an agreement. Each member
brings a different mix of attitudes, interests and ideas to a
negotiating process, in the same way as individual buyers and
sellers bring their own characteristics to the interactions in a
market.

For small countries, the focus is on the rules of the ‘multilateral
market’. They have little market power, particularly on a bilateral
basis with bigger nations, and have little to gain from imposing
trade barriers. As Box 2 suggests, their best option is to reduce
barriers unilaterally.

107 This comes about because there is no super-national power of any form to
provide enforcement—a point underlined in New Zealand’s experience by the
lack of follow through after its ‘success’ against French nuclear testing at the
World Court in 1973. If a WTO member refuses to accept a judgement that it has
infringed the rules, the going becomes complex. It essentially demands a one-off
solution.
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Box 2 7Opportunity cost.ws;;e;at'isation, freer trade and WTO
The works of Adam Smith and David Ricardo are closely associated with the

the concepts of opportunity cost and the gains from trade associated with
specialisation.

All economic activities, such as producing a product (or consuming it) come at
the cost of not producing (or consuming) something else. This has major
implications for thinking about trade, since if one region is relatively better at
producing one product or service relative to another area, it can be said to havea |
comparative advantage. Therefore one region's opportunity cost of producing |
that product will be less, relative to some other product. Combine this concept
with the important economic theorem that gains from trade can occur if a region
specialises, and the importance of the linkages between opportunity cost,
specialisation and freer trade become apparent.

If regions (typically individual countries, though increasingly groups of countries) |
are allowed to specialise in goods and services in which they have a comparative
advantage, that region, their trading partners, and indeed, the world can produce
more goods and services than they could otherwise have done from the same
resources.

It has been this structure that has, on average, enhanced regional specialisation
and directly increased the level of consumption (or effectively, real incomes) by
about four times in the last eight decades (Hoekman and Kostecki, 1997, p21).

The freeing up of trade between nations is 2 major objective of WTO, and has
two major impacts:

= |t brings about the reallocation of resources within an economy into areas
where that economy has a comparative advantage.

* More efficient use of resources generates higher incomes, and increased the
ability to import goods and services from other countries. In fact, the more
exports produced by one country or region, in a free trading environment, the
more that country imports. Trade is not a zero sum game in welfare terms.

This has two important implications for small countries like New Zealand:

* New Zealand has a strong interest in maximising its comparative advantage,
since small countries are more susceptible in international economic shocks.
Therefore, freer trade and freer markets both domestically and internationally
are very important to the economic health of the nation since they produce a
more efficient allocation of resources in a country. Even if other nations are
supporting their industries it makes no economic sense for New Zealand to do
the same.

For a small country that is usually a price-taker (and also a policy-taker), the
rules of the international trading game are very important. Without the
restraining influence exerted by institutions such as the WTO, large nations will |
be more able to exert their raw trade power, and lose less economically than |
smaller nations through protecting industries and affecting world prices.
Source: Adapted from Allen (1991) and Hoekman and Kostecki (1997).
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For big countries, with sizeable productive capacity and large
domestic markets (which allow for significant market power),
restricting imports or otherwise influencing trade flows is common
policy.® They have possible welfare improvements to seek. World
growth, however, would fall with the imposition of trade barriers
by big countries, since these actions restrict specialisation and thus

inhibit potential economic benefits (see Box 2).

Figure 12 Why big countries find freer trade difficult

Impose
trade
barriers

Large
country

Pull down
trade
barriers

Source: NZIER

Small country

Impose trade
barriers

Pull down trade
barriers

World economic
welfare declines
for all countries.
Conditions are
reminiscent of the
1920s and 1930s.

World economic welfare
may decline. Big
countries can gain
through market power in
their home market.
Small countries lose,
but know that putting up
their own barriers will be
even worse.

World economic

welfare increases.

Big countries gain
over the long run.
Small countries
lose.

World economic
welfare increases
for both big and
small countries
over the long run.

108 This is based on the ‘optimal tariff’ idea. It depends on using a high degree of
detailed knowledge about markets and assumed reactions by other countries and
their authorities, to work out the best level of tariffs to force consumers or

producers in other countries to contribute to local welfare.
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Figure 12 illustrates the problem facing the multilateral system
and shows why small countries have such an interest in
organisations such as WTO. The top left quadrant is the nightmare
scenario. It occurs where all countries put up trade barriers and all
countries lose. As already shown, the inter-war years are an
example of this position. The consequences of this type of trade
policy are readily apparent.

Small countries often complain about the lack of consistency in
the way large countries approach trade negotiations. The top right
quadrant in Figure 12 explains why this occurs.

Large countries realise that reducing their trade barriers will
increase their own, as well as the world’s, economic welfare. By
reducing their own barriers unilaterally however, large countries
will more than likely cut across carefully built up political alliances
within their own country. While the pain from reducing trade
barriers would be short term, the results for the politicians and
officials who unilaterally removed trade barriers would be severe.
The size and power of vested interest groups is formidable—by
their very nature they have the potential to influence the outcomes
of the political process in that country. In the terms used earlier,
they have real trouble forming a simple domestic consensus on
trade.w

Furthermore, increasing trade barriers may actually increase
economic welfare in large countries—or more particularly, in those
which choose to exercise market power—while reducing overall
world economic welfare. So when politicians in large countries are
faced with difficult issues such as trade liberalisation, the typical
response is to fudge the issue and opt for some compromise. This is
why conflicting signals on trade are sent by larger countries.
Policies of large countries are usually a mixture of trade-favourable
rhetoric, highly protectionist legislation covering ‘sensitive’ sectors,

19 This qualifier is added to allow for the prospect of piecing together a consensus
by aggregating a complex ‘basket’ of selected trade liberalising ideas, which
contains a ‘pay-off’ for each of the important groups.
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and freer trade-orientated export policies. The precise mix and
distribution of these aspects depends at any time on the strength of
lobby groups in each industry.

It follows that the most heavily protected areas are those where
the relative strength of the protectionist lobbies are strongest. This
view is supported by Becker (1983, pp371-400) who argues that
(large) governments will only correct market failures with the view
to favouring the politically powerful.

The top right quadrant also reflects the bind of a small nation. A
popular refrain by politicians and interest groups in small countries
is to increase trade barriers in response to large country actions.
Increasing trade barriers sends the small country back to the top left
quadrant reducing its own economic welfare even further over the
long run. Therefore the only option open for small nations—those
who want to increase economic welfare—is to operate free and
open markets regardless of the actions of large countries. This is
why it is technically a ‘one-sided prisoners dilemma’ (a type of
game theoretic structure), since larger countries have more
influence over the international trading environment than small
countries.

The bottom left quadrant almost never occurs. For a big country
to unilaterally reduce barriers without supposedly ‘getting
something in return’ has happened on only a few unusual
occasions.m

The bottom right quadrant reflects the theory and practice
associated with trade. Trade produces positive welfare results,
relative to the alternative, for those countries that participate.

10 Events in the US in early 2002, including the (aptly named) Farm Bill and the
tariffs imposed on steel imports, could be seen as typifying this picture, described
earlier.

m Tt is almost impossible to ‘sell’ the idea to large countries that unilateral
reductions in tariffs and other barriers will increase economic welfare for that
country. This is because the benefits are diffused through the country and thus
unsupported by any pressure group sufficiently substantial to offset the strong
specific protectionist lobbies.
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An important conclusion to be drawn from Figure 12 is the
critical role that the multilateral system plays for smaller countries.
Specifically, it shows why small countries are interested in
strengthening the multilateral rules. Since big countries are likely to
be unwilling to unilaterally withdraw barriers to trade, because of
internal tensions described above, the WTO rules assume greater
importance. Large countries, knowing that freer trade will increase
economic welfare for most countries including their own, are more
amenable to reducing barriers if ways can be found to assist large
countries to ‘sell’ the deal to various domestic constituencies.

One way of putting across the small exporting nations point of
view and persuading larger nations to actively pursue trade
liberalisation is to form co-ordinated groupings of nations, such as
the Cairns Group. In this way small nations are not liable to being
‘picked off’ by large nations offering special (usually, bilateral)
deals.nz

THE TRADE LIBERALISATION PROCESS

Unfortunately, this has had a number of unintended side effects to
the multilateral process:

¢ Countries tend to blame international agencies for (economically
sensible) deregulation of their own economies. Rather than
openly debate the (sound) reasons for further liberalisation of
the domestic economy, officials and politicians take the course
of suggesting locally that organisations such as WTO are forcing
deregulation upon them. This is an easier option than
embarking on a programme of explaining why trade
liberalisation is good in economic growth terms for all countries
in the long run.

e Large trading nations have shown themselves as being

frequently incapable of effectively chairing major multilateral
ministerial meetings in their own countries. This is because

12 This has been a standard tactic of the larger economies when faced with
pressure to liberalise across the board.
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domestic political pressures do not allow that country, as the
chair, to act independently—at least under the close scrutiny of
their local media. This creates international mistrust, since the
direction of the meeting is slanted towards the aspirations of the
host country, rather than the wider international or global good.

e WTO, at least in part because of large country influence (though
small countries can be similarly unhelpful), has become
legalistic in the development of trade rules. Large countries,
have large trade policy organisations and their often
bureaucratic members are frequently lacking in flair (since they
are cut off from their centres of power), and so go for systematic
and rule-driven agreements.

o There is a danger of losing sight of reason for the multilateral
organisations, and the underlying purpose of the agreements in
the successive rounds. Instead of accepting that it is the search
for freer trade that improves the welfare of citizens over the long
run, large countries are engaged in a complicated task
dominated by the need to balance domestic interests. This flows
over into negotiating strategies and agreement implementation.
In search of political ‘wiggle room’, agreements are not
implemented in the spirit of the agreement, but on strict legal
reasoning to square away domestic concerns. This inevitably
tends to reduce the effectiveness of any agreement reached.

SUMMARY OF EARLY GATT ROUNDS

The GATT negotiating rounds started with the formation of GATT
in 1947. At this first round, major tariff cuts were made, mainly on
industrial goods by the 23 members.

The next rounds, the negotiations in France (the Annecy Round)
and Britain (the Torquay Round), were primarily concerned with
new country accessions to the organisation. By the finish of the
Torquay Round another 13 countries had entered the agreement
and 4 had left (including China, though it retained a seat on
ICITOY).
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In 1955, an agricultural waiver (covering the supposedly
domestic Agricultural Adjustment Act) was granted to the United
States, following the application of significant political pressure to
members,3 and a move to reconstitute ITO in the form of an
organisation for trade co-operation failed. Before the start of the
1956 Geneva Round, strong support from the US saw Japan enter
the GATT—though not all countries were prepared to accord them
full reciprocity.1 Minor tariff cuts were undertaken in the Geneva
Round.

Table 24: GATT/WTO rounds

Year Round (location) Description of topics dealt with Members
Startlend of
Round
1947 Geneva Tariffs/accession of new members 23
1949 Annecy Tariffs/ accession of new members 29
1951 Torquay Tariffs 32
1956 Geneva Tariffs 33
1960-61 Geneva Tariffs 39
(Dillon Round)
1964-67 Geneva Tariffs and anti-dumping measures 46174
: (Kennedy Round)
1973-79 Geneva Tariffs, non-tariff measures, & 99
(Tokyo Round) framework agreements
1986-94 Geneva Tariffs, non-tariff measures, rules, 108/
(Uruguay Round) services, intellectual property, 128

disputes settlement, textiles,
agriculture, creation of the WTO
eic
2002-? The next round (Doha ? 144+
Round?)

Source: Economist, (1998) “World trade survey”, 3 October

113 Interestingly, though Australia was persuaded to vote for it, New Zealand and
relatively few other couniries were openly opposed and voted against the
proposal, which still passed.

114 The GATT rules allow for ‘clubs within the club’. That is, while all members
have to accord one another certain fundamental privileges, there is provision for
countries who have taken this stand to otherwise treat new members as non-
members.
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Under GATT rules, those countries that raise trade barriers
when joining a customs union were required to negotiate
compensation for those countries adversely affected. Negotiations,
under GATT auspices, were entered into in 1957 between the newly
formed EEC and those countries hurt by its formation. In
conjunction with these talks, the Dillon Round (1960-1), named
after the US Under Secretary of State, was completed. It produced
little in the way of meaningful tariff cuts and no concessions were
made on industries such as agriculture. The agricultural waiver
given to the United States, and the formation of the EEC and CAP
meant that effective barriers on agricultural trade rose.

The Kennedy Round (1963-67) was the first round to examine
not only tariffs but also non-tariff barriers. Average tariff
reductions were negotiated and an anti-dumping code was
concluded. A formalised agreement was also reached on the
preferential treatment for developing countries.

The participants of the Tokyo Round (1973-79) represented 90
percent of world trade. Talks ranged more widely than in the other
rounds as countries tried to bring more of world trade under GATT
rules and regulations. As well as broad tariff reduction, there were
code agreements on subsidies and countervailing measures,
technical barriers to trade, government procurement, customs
valuation, import licensing procedures and a revision of the
Kennedy Round anti-dumping code. In addition, international
arrangements on bovine meat, dairy products, and civil aviation
were negotiated.

Benefits of the early rounds

Table 25 shows the impact of early GATT rounds on manufacturing
trade (note the higher tariffs in Australia and New Zealand). The
general reduction in tariffs allowed increased access to markets that
had been closed before World War II and increased trade and
world welfare dramatically.

Of the early rounds, the most important reductions in tariffs
came in Geneva in 1947. Baldwin (1986) points out that the United
States cut tariffs by 21.1 percent in 1947, while in the next three
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rounds US tariffs were reduced by 1.9, 3.0 and 3.5 percent
respectively.

Table 25 Average manufacturing tariff .
Selected industrial countries, 1925-1970

1925 1970
Australia a7 23
Canada 23 14
USA 37 9
EU® . 8
Japan 13 12
New Zealand 307 30

Notes: (1)EC tariffs in 1920 ranged widely from close to zero in Britain and the
Netherlands, to above the US rates in Spain.
(2)Tariffs on all goods entering New Zealand.

Source; Anderson (1987) in Pomfret (1995, p[93), Statistics New Zealand

Improved economic welfare was only one of the reasons for the
willingness of nations to further integrate with the world economy.
The EEC, which was essentially an economic-political agreement
between France and Germany to secure peace for Western Europe,
is the best example of the dominant political concerns.
Unfortunately, these events had adverse implications for world
agricultural trade. Securing peace through greater economic
integration was a driving factor for the European economies, while
its impact on world agricultural trade was of lesser or no
importance for them at that time.

The example of the United States was also an important signal
to other nations. The agricultural waiver was granted to the United
States, because of pressure from its domestic farm lobby. It was
particularly important, since it allowed other regions to seek a
derogation from GATT rules. The Japanese (with the formation of
the 1961 Basic Agricultural Law) and European (formation of the
EEC) governments, following on from the United States example,
ignored the spirit of GATT rules when developing their domestic
agricultural regimes. The waiver effectively reinforced the notion,
already abroad in early GATT drafting (at the behest of the
Europeans), that GATT rules did not really fully apply to
agriculture. It was seen as a form of second class trade, to be

167



NEW ZEALAND'S TRADE POLICY ODYSSEY

discussed in terms of wider domestic political issues—an attitude
that persists in concepts like multi-functionality.

Not entirely incidentally, while manufacturing trade boomed,
effective barriers in agriculture and subsidised agricultural trade
both increased. These contributed (along with technological
advances) to a real decline in world agricultural prices, and relative
stagnation of agricultural trade. Even in the Tokyo Round, a global
food crisis at the start of the round (1972/74) reinforced the resolve
of the Japanese and European politicians to retain high levels of
agricultural self-sufficiency at any cost. It was not unil the
Uruguay Round, after an agricultural trade war between the United
States and Europe, that agriculture was finally, realistically, put on
the GATT rules negotiating agenda.

Despite the repeated failure to deal with agriculture, the GATT
rounds were slowly increasing in size and complexity as more
countries joined, thereby increasing the amount of world trade
under its auspices. GATT also widened the coverage of trade
barriers that it dealt with. An anti-dumping code was introduced in
the Kennedy Round, as well as preferential treatment for
developing countries. The Tokyo Round extended the number and
reach of codes, as described earlier.

However, the structure of the GATT codes, unlike GATT
disciplines, meant that countries could opt out of any agreement.1s
Countries could negotiate between themselves on different codes
picking and choosing which codes they wish to join. This
effectively watered down the agreements since GATT disciplines
applied to all members.

New Zealand’s approach (1947-1979)

New Zealand was a founding member of GATT in 1947 and took
part in all negotiating rounds. Its role, however, was somewhat

115 Note ( as referred to above) an earlier analogue of this approach had been
incorporated in GATT from the start. The code approach is often referred to as
GATT a la carte, as each country chooses its own detailed mix of rights and
obligations.
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ambivalent. While being a developed, or at least a relatively high-
income nation, New Zealand sided with developing nations that
refused to reduce their own trade barriers, but expected others to
reduce theirs and allow New Zealand goods to be traded freely.
New Zealand used protectionist special pleading arguments (and
had, in fact, at Havana pressed for the inclusion of an infant
industry exception clause that was carried through into the GATT
text) to defend its position. The argument was that we needed a
more diversified economy so development based exceptions were
required.

A similar situation occurred in Australia, so while the
industrialised nations’ tariff rates were being significantly reduced,
New Zealand and Australian tariff rates were similar to pre-war
(and depression) rates. According to Pomfret (1995, p194), Australia
in the 1950s and 1960s could have been said to have been
“swimming against the trade liberalisation tide”. (See Table 25).

The same is true of New Zealand. The introduction of import
licensing in 1938 to address a ‘temporary’ problem-triggered by
the impending reluctance of London bankers to roll over sovereign
loans to a Labour government (seen as a bunch of socialists)—
stifled competition and innovation in manufacturing up until the
CER era in 1982 and beyond. High (and flexible) effective rates of
protection on manufacturing goodst¢ made it difficult for a
competitive manufacturing industry to emerge in New Zealand.

Trade policy, and more specifically trade access issues,
consumed the New Zealand trade bureaucracy over this time. The
total of New Zealand'’s limited trade policy resources was directed
at access questions to the extent that all its ‘negotiating eggs were in
the one, British, basket’.

116 The levels of protection that were applied under the import licensing system
were implicitly higher than measurement shows. The fundamental policy was that
if the good could be made locally, then entry would be denied. This means,
technically, that relative prices (the typical basis for measurement of protection
associated with quantitative restrictions) only reflect the situation as it happens to
exist when the measurement is done, not the full extent of price differences
possible under the system.
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This contributed to viewing GATT as a lower priority.
Gradually however, the realisation that Britain was going to be
more closely integrated with Europe pushed New Zealand towards
thinking more seriously about the multilateral system. But these
were halting steps, since the 1965 NAFTA customs union with
Australia and the comprehensive import control system were
questionable under GATT rules. They would thus be in danger of
challenge if New Zealand were to become more active.

It was not until the formation of CER, which was GATI-
consistent (and which clarified New Zealand’s trade policy future
aims) and the onset of the wider economic reforms that established
a new view of the role of tariffs and other forms of protection, that
New Zealand could play an integrated and effective part in the
multilateral negotiations. As it happened, this effectively coincided
with the start of the Uruguay Round.

THE URUGUAY ROUND

“The Uruguay Round is not a dance”.
A badge worn by Fred Bergsten, Director of the Institute
for International Economics, at the G7 summit in Houston
Texas 1990.

The trade policy focus for New Zealand was on the agricultural
negotiations in the Uruguay Round since, as noted, the restrictions
on world trade in agricultural goods has a huge impact on the
New Zealand economy.

The limited impact of the Tokyo Round on agriculture was a
disappointment that only emerged in the closing stages of that
negotiation. Previously, there had been hope that the ‘cathedral’
talks on agriculture would build something lasting. In the end these
merely began an informal talk-shop process and left agriculturally
concerned economies dissatisfied. This feeling was reinforced by
the subsequent failed attempts to launch a new round in 1982,

The upshot was that large countries (EU, US, Canada and Japan)
continued to support their farmers heavily. The EU and the United
States competed to sell their over-production, caused by price
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support schemes. This was unloaded as subsidised farm products
on world markets, so the subsidy component of the returns to
farmers increased. The continual increases in subsidies not only
disadvantaged small agriculturally dependant countries who had
been selling their produce at reasonable prices, but also led to an
agricultural trade ‘war’ between the EU and the US. It reached the
point where even the large countries recognised that it was
becoming unsustainable.

Timing is everything in negotiations. The trade war created the
‘heat’ or appropriate preconditions for sensible rules to start being
applied to agriculture in the Uruguay Round. The round began in
the Uruguayan city of Punta del Este in 1986 and ended with the
closing rites in the Moroccan city of Marrakech in 1994.

The Uruguay Round of GATT was by far the longest, most
comprehensive and ambitious round of multilateral negotiations
ever undertaken. The agreement included a wide range of different
agenda items, 14 in all. These included specific (problem) sectors
such as agriculture and clothing and textiles, and new areas like
intellectual property rights, as well as GATT’s traditionally
successful field, industrial goods. By far the toughest negotiations
attempted were those on agriculture.

While the round was long and arduous, the outcomes were
extremely important for small open agricultural nations. Sensible
rules within an acceptable implementation framework was their
aim. This was because reinforcing international rules in trade is the
only way, apart from goodwill by large countries, that smaller
nations can have any hope of competing on a relatively even
playing field in the international market place (Figure 12). If rules
are ‘enforced’w—that is, have some likelihood of being carried
through—larger countries are relatively less likely to impose

117 We use inverted commas around enforced, as the only real sanctions on large
countries are those that are self-inflicted —there is no international trade police
force. If large countries do not accept the suggested sanctions (say, because of
domestic concerns), they typically have other options to pursue. But the process of
accepting (and thereby disappointing domestic interests) is ‘easier’ in a
multilateral setting with the eyes of the world focused on them.
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unfavourable trading conditions on smaller nations. Therefore,
strengthening the rules of the international trading environment is
extremely important to smaller nations. The Uruguay Round
negotiations on agriculture were so difficult because large
countries, for a mixture of reasons, did not want to give up their
existing privileged positions.

Aims

New Zealand, mindful of previous failures in the multilateral
setting, had one overriding goal in the Uruguay Round: to put
agriculture on the GATT agenda and so increase the likelihood of
longer term agricultural liberalisation. Given the importance of
agricultural trade to the New Zealand economy (see Table 23), and

taking into account the amount of protection afforded agriculture
in the industrialised world, this aim was of central importance.

Once the issue had been taken out of the ‘too hard basket’ and
was being treated like other GATT challenges, the direction of
movement toward freer trade was inevitable. The speed of
movement, however, might be another question.us

New Zealand negotiators, given the success of CER, were also
concerned not only to put agriculture on the GATT agenda, but also
to ensure that the structure for further (inevitable) liberalisation
was put in place. The New Zealand delegation was mindful of
some of the lessons learned during the tough negotiations with
Australia. They wanted to put these lessons into effect, bearing in
mind that the GATT Round was far more complicated than the
bilateral negotiation with Australia. So there had to be a degree of
tailoring the ideas to the forum and this meant:

* Being part of a wider group of countries that could co-ordinate
strategy and tactics as the round progressed. New Zealand, by
itself, could not effect any sort of significant change in the
international rules for agricultural trade in GATT. New Zealand
was thus a founding member of the Cairns Group that actively
pushed for agricultural liberalisation.

118 One that persists to the present day.
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® Locking in political commitment at the beginning of the round
for agricultural liberalisation and not allowing agriculture to
become a secondary issue. If the topic became less than central,
it might be jettisoned in the scramble to close the round for
political reasons—as had occurred at the close of the Tokyo
Round.

o Putting the right structural framework in place, once agreement
on liberalisation of agriculture was achieved.

¢ Ensuring that the liberalisation process was consistent with
New Zealand domestic economic aims.

To achieve these aims New Zealand negotiators needed to
develop strategies and tactics that would allow them to have an
influence. They sought to find and make contributions, that would
make them ‘useful to the process’ and listened to by the others.ns

New Zealand needed to play a constructive part in the
negotiations by:

¢ Regularly coming up with good ideas to bridge the gap between
various core parties (usually the EU and US). This was
especially valuable where there was a risk of the whole process
grinding to a halt through lack of dialogue between the majors.

e Being seen to participate fully in all negotiations and not just
‘harp on about agriculture’. If New Zealand participants were
‘helpful’ in devising constructive compromises in other parts of
the negotiations (often of limited interest to New Zealand
directly, and where there was thus the chance of representing a
thoughtful neutral position), then their counterparts from other
countries would be more inclined to take New Zealand’s
position on agriculture seriously.

19 A common error, made particularly by New Zealand economists and other
commentators, is to presume that countries listen to New Zealand negotiators
because of this country’s economic and other reforms. Unfortunately, such
developments count for little in a negotiation. Countries are, after all, having to
manage their internal politics. If a country adds nothing to the negotiation it does
not get to influence the outcome.
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New Zealand negotiators hoped this positive role would put
them in an influential position on those areas of the GATT
negotiations that were of vital interest to New Zealand.

Preparations

As with all major international efforts, the key to real success is in
the mix of prior action and thinking that is undertaken. A critical
move took place long before the international consensus had even
hardened around the prospect of what would follow the Tokyo
Round.i»

It involved the use of diplomatic processes that had become part
of the New Zealand ‘kitbag’ as experience had been accumulated.
The relatively small New Zealand trade team stretched around the
globe was used to working closely together; carrying initiatives
between international fora was part of the New Zealand style—
made simple by the scale and continuity of the team involved.

OECD and GATT

New Zealand Prime Minister Robert Muldoon was Chair of the
OECD Council of Ministers—a powerful group, typically consisting
of Ministers of Finance—in the mid-1970s. He needed a speech for
the annual meeting and asked Richard Carey (a Treasury officer
then serving in the NZ Embassy in Paris) to write notes for the
speech. Carey prepared a strong piece on the inequity and
inefficiency of agricultural protectionism. Muldoon delivered it in
hard-hitting style, causing everybody present to agree to an OECD
special study of the issue. The Multilateral Trade Mandate project
(MTM) was born.

OECD (with significant New Zealand and Australian staff
members) built on the Josling PSE methodology to put together a

120 New Zealand's dissatisfaction with the lack of results outside the holding
action of the consolidation of the arrangements that was the International Dairy
Agreement, caused our representatives to call for a stocktake of the results in early
1980, almost before the ink was dry on the Tokyo Round settlement. This was
deliberately intended to start the process which would lead to the next round.

121 Later to become a longstanding senior OECD staffer.
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whole package that would serve as a negotiating platform at the
future GATT talks. One of New Zealand’s most experienced
agricultural trade academics, Professor Bruce Ross, the newly
appointed Vice-Chancellor of Lincoln University,’2 was seconded
to OECD to sell the results of the MTM study to members.

This methodology and the model results obtained really helped
make it possible to secure a place for agriculture when the Uruguay
Round was launched in 1986. It showed the seriousness of the
‘agriculture protection” problem to many countries, especially least
developed countries (LDCs). It also provided a framework capable
of handling the complex administered pricing (non-tariff) models
that countries had erected to bypass GATT structures. Finally,
through its technical side, it grounded the process that (somewhat
unfortunately) became known as tariffication, which allowed the
traditional GATT negotiating style (developed out of the tariff-
cutting exercises of the early days) to be applied in a reasonably
simple way to the plethora of non-tariff measures in agricultural
trade.

Domestic

Domestically, very little by way of political preparations was
required. There was a consensus in New Zealand at that stage that
agricultural trade liberalisation and generally more open markets
were good things; most New Zealanders supported this position.

Preparation was on two fronts:

e Data and information collection and analysis. The new width of the
negotiations and the strategic commitment of New Zealand to
take part in areas previously neglected as peripheral, meant
whole new work challenges arose for the ‘backroom’. The round
was also rather more sophisticated in the intellectual tools it
used (such as PSEs) and people had to be totally au fait with
these new concepts as well as know where New Zealand (and
its negotiation targets) stood empirically. As always, there was
the task of gathering the ‘ammunition’ to be used in the

12 He was later to become the Director-General of MAF,
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discussions with other countries, and the potential ‘rebuttal’
support for the defensive lines that were to be run—though the
domestic economic situation had reformed to the extent where
traditional weak points had been mostly eliminated.

e Domestic consultation. A wider group than the usual network,
which consisted largely of agricultural organisations such as the
producer boards, had to be pulled together. Again the wider
scope of the round was an influence, but the strategic way
New Zealand was approaching it including the decision to ‘go
public’ early showed the commitment to achieving something in
this round.

International

New Zealand’s focus was on organising an international consensus
between nations to further liberalisation in agricultural trade. On
this front, the most significant preparation undertaken by
New Zealand was the decision to join the Cairns Group of nations.

The Caims Group, a group of relatively unsubsidised
agricultural exporters, was particularly keen to make agriculture
the prime focus of the Uruguay Round. By being part of a wider
group of countries from both ‘north’ and ‘south’, with the single
objective of increasing the likelihood of agricultural liberalisation
success, they hoped to influence the stance of the EU and US to
agricultural reform.

Even the larger country drivers of the group, as individual
nations, were policy takers in this area. Collectively however, it was
hoped that they would carry sufficient weight to be able make a
nuisance of themselves and thereby make some difference on
agriculture, relative to previous rounds of GATT.

13 The classic New Zealand policy weakness was the persistence of the system of
quantitative restrictions long after we had foresworn the available protection
under the balance of payments loophole in Article XII, at a time in the early 1970s
when there was a brief upsurge in agricultural prices and a record surplus on the
current account.
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The Cairns Group was formed over a series of meetings in
1986.12¢

Table 26 Cairns Group: selected statistics for 1986

Population GNP GDP Agriculture  Agricutture  Labour force (%)

(millions) (per capita {total $US) asa %of asa%of employed in

$US) GDP exports agriculture
Argentina 310 2,350 69,220 13 73 13
Australia 16.0 11,920 184,940 5 39 7
Brazil 1384 1,810 206,750 11 4 3
Canada 258 14,120 323,790 3 18 5
Chite 122 1,320 16,820 . 25 17
Colombia 20 1,230 29,660 20 .67 k2
Hungary 10.6 2,020 23,660 7 23 18
Indonesia 166.4 490 75,230 2% 21 57
Malaysia 16.1 1,830 27,580 - 38 42
Philippines 513 560 30,540 2% % 52
New Zealand 33 7,460 26,630 1 68 11
Thailand 526 810 41,780 17 54 i
Uruguay 30 1,650 5,320 12 58 16

Notes:  Statistics on Fiji, a member of the Cairns Group, are not available.

Source:  Cooper and Higgott (1986)

The core group met first in Uruguay to discuss strategies and
tactics for the proposed up-coming round in early 1986.1 Later that
year, other nations joined the group at a meeting in Thailand.12s

12¢ The creation of the Cairns Group was a collaborative effort between Australia,
New Zealand and Uruguay. Credit for the original idea depends on the
nationality of the trade official consulted. One strand has John Pryde, senior
fellow at Lincoln University, ex-CEO of Federated Farmers and an experienced
lobbyist and consensus builder, recognising in the mid-1980s that agricultural
exporters would need combined weight to countervail EU and Japanese (and
other) indlinations to let agricultural issues slide (again) in the new GATT Round.
He suggested a grouping of agricultural exporters (both developed and
developing countries) to lead the charge in the round. This was put to his friend,
Mike Moore, who was Minister of Trade. Moore realised that New Zealand did
not have the resources to put the group together and talked his Australian
counterpart into doing it. Thus the Cairns Group came into being. Who, in fact,
originally thought of the Cairns Group is not of overwhelming import here. The
relevance of the group was its effectiveness in getting its message across to larger
countries. A large amount of its operational success was due to the resources
devoted to the Cairns Group by the Australians.

15 Argentina, Australia, Brazil and New Zealand.

177



NEW ZEALAND'S TRADE POLICY ODYSSEY

At that time, the talks in Geneva on starting a new round were
progressing well, except for one area: agriculture. Five Cairns
Group countries (Argentina, Australia, Chile, Thailand and
Uruguay) decided to withhold their assent to the draft objectives
for the agricultural negotiations.”” Opposition from France stopped
the EU from agreeing to have agriculture on the agenda. So even
before the round had started there were major disagreements on
agriculture.

In November 1986, ministers from 13 agricultural exporting
nations met in Cairns, North Queensland. The attitude of the EU, in
particular the French, toward agriculture, increased the resolve to
work together and co-ordinate a negotiation strategy. In December
when the actual negotiations started they were referred as the
Cairns Group.

The formation of the Caims Group illustrates the value of
groups of countries coalescing around a single issue. A unified
group of smaller and medium sized countries that act strategically
can have a much more effective input in a multilateral process.

Given that negotiations are about trade-offs, such groups are
forced to invest significantly in large amounts of preparatory
work—discussing their objectives, their methods, and how far to go
to achieve their ends—to produce the agreed action through co-
ordinating strategies and tactics.i» These coalitions are ‘high

126 Canada, Chile, Columbia, Hungry and Thailand. They were joined by other
ASEAN nations at a meeting hosted by Thailand.

17 This was to mirror negotiating positions in the actual round quite closely. The
Australians and the South Americans pressed hard for acknowledgement of
agricultural liberalisation in the text to be negotiated in the Uruguay Round, while
New Zealand diplomats adopted a softer line with an eye to putting together
compromise solutions. These different, almost natural or stereo-typical, tactical
roles played by each Cairns Group member was perhaps accidental. But it was
one of the strengthens of the group, since it provided diversity of action and did
not compromise the overall objective: liberalisation of agricultural trade.

128 Hence the large number of meetings of officials and ministers of the Cairns
Group in 1986. This co-ordination continued on a formal and informal basis right
through the round.
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maintenance’ requiring constant contact and great mutual
understanding of all members’ positions and preferences.

It also means that countries need a ‘nimble’ approach in:

¢ The types of coalitions they form. The more focused (single-
minded) the group is, the more effective they will be. A single-
issue group may be more effective than one which has to
compromise (and thus decide complex multi-market trade-offs
among their members) over a number of different issues.=»

e The types of ideas brought to the negotiating table. Their more
innovative ideas and ability to ‘bridge the gap’ between
negotiating positions (between the EU and the US) gave small
countries who were focused largely on this area some advantage
in the negotiations.

Countries who formed the Cairns Group were able to give
‘voice to a repressed interest’ (Oxley, 1998, p10)—a reference to
those countries with a strong and direct interest in agricultural
liberalisation (see Table 27), but little effective way of representing
their views at the GATT table alone.

Resources

As we have noted, a major strength of the Cairns Group in the
round was its focus on one issue: agriculture. » Fourteen countries
combined available resources to focused on a single issue and
within that, a single goal—agricultural liberalisation. This made it
more difficult for the major players in the negotiations, EU and
USA, to completely ignore (or talk to death) agricultural issues. In
fact, as the negotiations progressed, both major players supported
various Caims Group positions at different times, as a way of
advancing their own strategic positions.

By pooling resources, Cairns Group members were able to play
different roles in the negotiation, a strategy which contributed to

12 Such as the G77 Group of developing nations formed under UNCTAD, whose
members have a large number of different agendas.

10 This conforms to Habeeb’s theory that focus can be a major strength in any
negotiations.

179



NEW ZEALAND'S TRADE POLICY ODYSSEY

the group’s effectiveness. New Zealand, for example, saw its role as
a peacemaker, bridging the gap between entrenched positions. It
needed a stream of innovative ideas and a freedom to act on those
ideas at the right time. Other Cairns Group members saw a
different tactical position for themselves and they played a more
militant role.

A number of other advantages accrued as a result of working off
a larger resource base:

e The total intelligence available to the members of the Cairns
Group improved and thus their ability to act tactically.

o The diversity in membership (crossing the north-south split,
from different parts of the world, and so on) enhanced their
creditability. It also increased the ease of selling the group’s
ideas, as the various members had contacts and appeal across
the spectrum of GATT members.

e Despite their diversity, the common interests of the group
outweighed any difference in tactics (Oxley, 1998, p11). This was
notwithstanding the fact that in each agricultural commodity,
members of the group were in competition with each other on
world markets. The focus was kept on liberalising markets along
MEN principles, rather than trying to secure preferential access
for any one market or for any one country.

Negotiation process

The negotiating phase of the Uruguay Round was the most difficult
undertaken by GATT—even before the negotiations began, getting
agriculture onto the agenda was highly contentious.

The Caimns Group did influence the balance of power in the
agricultural negotiations. In previous rounds, the US and EUm set
the framework of GATT negotiations in a pyramidal ‘trickle down’
structure. Once these two had agreed the basic structure and
informally explored where the trade-offs would be, then other

11 Or at least the countries that by the early 1990s made up the EU. During the
Kennedy Round, the UK had still been independent, and a serious world trader. It
had then been part of the ‘small inner group’ trying to organise the round.
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countries would be gradually invited ‘into the room’ and the shape
of the negotiating process was thus gradually expanded until all the
participants were involved.

While this basic structure remained, Oxley (1990, pxiv-xv)
shows that for the agricultural negotiations at least, the dynamics
did change:

“The day before the formal opening of the conference (the
Uruguay meeting) US and EU officials met quietly at a pre-
arranged venue. ... [At that meeting] The European Community
passed over to the Americans a sheet of paper with some
formulations of words designed to straddle the differences
between them. [The Americans, in the form of Secretary of
Agriculture Dick Lyng said] Before we give you a reply to this ...
I'would like to know what the Cairns Group think of it”.

Later on in the round, when the US was dragging its feet with
an eye to protectionist lobby groups at home, the EU and the Cairmns
Group put pressure on the US to close the deal. Essentially the issue
that faced GATT then (and WTO now) was how to get the EU and
the US to enter into the spirit of the negotiations, and adhere to
GATT disciplines across the board. This was the aim of the Cairns
Group in the round.=

New Zealand diplomats played a significant part in keeping the
whole round on track when difficulties arose before the round, at
the mid-term Montreal Ministerial meeting, the Brussels Ministerial
meeting and at other times. Mike Moore, New Zealand’s Overseas -
Trade Minister at the time, made the comment that he ...”did some
of his best work at Montreal [when the round was in danger of
collapsing]” (Mike Moore, 1999). In a role .reminiscent of John
Marshall and his team, a succession of New Zealand trade
ministers and officials took a constructive role in keeping the
process moving and so ensuring a GATT deal in the Uruguay
Round —at least eventually.

12 This has been clearly shown in the recent Seattle Ministerial Meeting, where the
lack of genuine interest expressed by the major powers resulted in the proposed
new round being stalled for a time.
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Table 27 Strength through diversity: the Cairns Group

Argentina

Australia

Brazil

Canada

Chile

Colombia

Fij

Hungary

Role

Strong supporier of a
united Caims Group.

Leadership role in the
group.

Leadership role in

developing country
politics.

Introduces a moderating
influence and has an
understanding of big
power realities.

Strong supporter of a
united Caims Group.

Strong supporter of a
united Caims Group.

Represented the views
of very small states.

Large European exporter
of grains and livestock.

Strengths

Played a vital
brinkmanship role in the
UR. Made sure
agriculture was kept on
the UR main agenda.

Had the resources to co-
ordinate the Caims
Group.

Played a vital
brinkmanship role in the
UR. Made sure
agricuturat was kept on
the UR main agenda.

Able to play a leadership
role occasionally.

Played a vital
brinkmanship role in the
UR. Made sure
agricultural was kept on
the UR main agenda.

Played a vital
brinkmanship role in the
UR. Made sure
agricuttural was kept on
the UR main agenda.

Micro state agricultural
exporter.

The only European
member of the Caims
Group.

Links
Has a role in the G77,

UNCTAD and other
developing country fora.

Has good relations with
the US and other major
agricultural exporters.

Has aleading role as an
exporter and importer In
the G77, UNCTAD and
other developing country
fora.

Is a member of the G7
and the Quad. lt has a
strong bilateral
relationship with the
United States.

Links to Latin American
and developing nations.

Links to Latin American
and developing nations.

Links fo other Pacific
Island and micro states.

Broadens the range of
opinions in the Caims
Group.
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Table 28 Strength through diversity: The Cairns Group, continued

Indonesia

Malaysia

New Zealand

Philippines

Thailand

Uruguay

Source:

Role
Represented developing
nations as both a major
exporter and importer.

Represented developing
nations as both a major
exporter and importer.

Strengths

Founding member of the Was able to provide

Caims Group.

Represented developing
nations as both a major
exporter and importer.

Represented developing
nations as both a major
exporter and importer.

Founding member of
the Caims Group and
host of the Uruguay
Round.

useful ideas to keep the
process moving.

As host, it had good
access to the majors
and was able to play a
constructive role in the
negotiations. Was part
of the group that
‘embarrassed’ the EU
and US into more
sensible discussions
when they walked out
in Montreal.

Links
Access to Aslan
caucuses and
developing countries,

Access to Asian
caucuses and
developing countries.

Good links with the US
and EU and important
player in developing

Caims Group strategy.

Access to Asian
caucuses and
developing countries.

Access to Asian
caucuses and
developing countries.

Bridged the gap
between developed
agricultural exporters
and developing
nations.

NZIER interviews, Oxley (1998), and Cooper and Higgott (1986)
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They had to come up with novel solutions and ideas to bridge
what seemed, at times, intractable gaps between various players on
quite differing issues. Their usefulness to the process enhanced the
prospect of their being listened to on issues close to New Zealand'’s
national interest.

The ‘good cop’ routine played by New Zealand was
complemented by the ‘bad cop’ routine of other Caims Group
participants. When the EU and the United States could not agree on
agricultural reform at the Montreal Ministerial meeting, the
situation threatened to relegate agriculture to a secondary issue in
the round.®® The South Americans in the Cairns Group then pulled
out of those talks—a crucial move in keeping agriculture as the
central issue of the round. Without their ‘brinkmanship” (Oxley
1998, p12), little progress towards agricultural liberalisation would
have occurred when the EU and US resumed talks in Geneva, after
the failure of the Montreal meeting.

While brinkmanship was important, the Cairns Group also
knew the limits of its ability to push for liberalisation in agriculture.
The actual degree of liberalisation was a modest one, falling short
of what was sought—but the structures had been created. So when
a deal was reached between the EU and US on agriculture, the
Cairns Group was well aware of the “finite limits of its influence”
(Oxley 1998, p12).

The group also understood that getting the structure right for
the liberalisation process was of foremost importance.

Key structural elements were:

* Bound tariffs. Once the diverse range of non-tariff barriers to
entry were converted into tariffs, then those tariffs were bound.
By binding tariffs in the GATT framework, countries are
constrained from raising them above the fixed level without
reaching agreement (and typically offering an alternative
undertaking) from those most affected.

138 As it had been in the Tokyo Round.
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o Adjustment time. Countries were given lead times to introduce
the agreed reforms. This gradualist approach to liberalisation
gave countries time to organise their adjustment, including
finding political schemes to mitigate the impacts. Developing
countries were given longer lead times to introduce reforms.

e Irreversible and non-discretionary. The liberalisation process
would be automatic in application, protecting governments
from being subject to an internal lobbying process.

In the Uruguay Round, New Zealand ministers and officials
themselves took different roles. Officials made themselves useful to
the process by playing a constructive and positive role in the
negotiation process as well as undertaking their normal negotiation
duties. In the ‘fog of the negotiations’ they had been given enough
flexibility (in a negotiating sense) to make a difference. Building on
the groundwork of the officials, ministers used their personal
contacts with counterparts overseas in an attempt to bridge the gap
between different positions, or to find ways to break any deadlocks
happening at the officials level. In this complementary way,
officials and ministers worked in tandem at different levels to
achieve reform.

Outcomes

WTO was instituted as an international organisation tasked with
the responsibility of overseeing the multilateral process and
agreements. WTO is a sort of international ‘holding organisation’
and oversees the operation of GATT, GATS and TRIPs. For a
number of years GATT had performed this role in a de facto way,
but the formation of WTO formalised the process.

- The outcome of the Uruguay Round was further liberalisation of
trade in goods and, for the first time, services. After years of
prevaricating, the larger nations finally agreed to re-introduce
agriculture, textiles and clothing to the full GATT treatment, and
expand GATT disciplines. In addition, new areas affecting the trade
in services and intellectual property were also negotiated.

Briefly, some of the main results of the Uruguay Round were:
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Tariffs on industrial and manufactured products were reduced
by almost 40 percent from around 6.4 percent to 4.0 percent
(Hoekman and Kostecki, 1996 p18).

Agricultural reform in GATT had four features:

8 Domestic support, as measured by the aggregate measure of
support (AMS). AMS was to decline by 20 percent from a
1986-88 base;

O Export subsidies were reduced by 36 percent in value terms
and the volume of subsidised exports by 21 percent from a
1986-90 base;

0O Barriers, tariffs were reduced on average by 36 percent from
a 1986-88 base;

O Market access: by the year 2000 at least, 5 percent of the
market for commodities subject to tariffication should be
taken up by imports.

Agreement on textiles and clothing. The existing arrangements

are being phased out over a ten-year period (1995-2004) in a

three-stage process:

O In 1995, 16 percent of the categories would be integrated into
GATT rules;

O In 1998 a further 17 percent of tariff lines would be subject to
GATT rules;

0O In 2002, 18 percent of tariff lines would be integrated;

O This leaves the remaining 49 percent of tariff lines to be
addressed at the end of the process.

The GATS agreement brought the rules governing trade in
services in line with those covering trade in goods. These
included:

0O A set of principles and rules that apply to all areas affecting
trade in services;

O Specific commitments outlined in a member's own
(undertakings) schedule;

O An understanding that other negotiations will be undertaken
to liberalise trade in services progressively;
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O A set of attachments and annexes that relate to the
implementation of the agreement.

e The TRIPs agreement includes:
O Establishment of minimum standards and rights for
(domestic) intellectual property regimes;
QO Prescribed procedures and remedies that a member must
undertake;

O Allows the same disputes mechanisms available for other
agreements to be applied to intellectual property;

O Applying the usual WTO criteria of transparency, national
treatment and MFN status.

Post-agreement trading situation

The main problem that followed the Uruguay Round agreement
was the mindset or ‘cultural baggage’ which countries still seemed
to have. Political forces could cause them to see trade as a threat to
domestic interests.

So once the deals were made, it was as if the gains were just
taken for granted and, instead of honouring the spirit of the
agreements made, countries set out to exploit any loop-holes that
existed.’ This has led to a rather ‘letter of the law’ approach to the
GATT agreements. The actual reasons for reform are lost sight of, as
countries try to circumvent or backtrack on the commitments they
previously made. This has made the multilateral process much
more difficult over the past ten years.

The agreement on agriculture in the Uruguay Round was
modest in the reform it achieved. Of the areas targeted for reduced
subsidises, the most telling constraint was that placed on export
subsidies (see Rae and Nixon, 1994, for more detail). The main
victory was ensuring that the structure of the agricultural
agreement was satisfactory. Among the positive aspects of the
agreement were that agriculture was firmly on the agenda, a start
was made on the cutting subsidies, although very limited, and the

134 Industrialised nations were and are the worst offenders.
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cuts were even over five years and were to be achieved through
automatic annual increments.

By contrast, the clothing and textiles sector had 49 percent of its
cuts in tariff protection backloaded to the final year, 2004.15 This
will create real problems for both developing and industrialised
nations, since cutting tariffs by such a large amount in one year
could cause major dislocation in the short term, not to mention a
strong reaction from politicians and lobbyists in industrialised
nations.

It also creates (justified) suspicion in developing nations that
industrialised nations are not entirely serious about freer markets.
The structure of the tariff cuts, relative to agriculture, has led some
in the developing world to accuse industrial nations of not obeying
the spirit of the Uruguay Round. Developed nations had, it is
alleged, increased the price of wheat (through agricultural reform),
without giving developing countries sufficient ability to pay for
such basic staples. While the agriculture agreement has been
implemented, the reform of the clothing and textiles sector has
been long and drawn out and is still by no means certain to occur.

But one of the major achievements of the round is that the
agricultural trade war experienced in the 1980s has not returned.
No longer are the EU and the US ratcheting up support payments
and other subsidies to compete for agricultural markets. The limits
on export subsidies have had the effect of expanding the market,
particularly in dairy, for non-subsidised players, and provided
certainty to existing quota allocations.

CONCLUSION

New Zealand learned the negotiation craft in various cycles of trade
negotiations from Ottawa on. The intellectual framework for the

15 More importantly, industrialised nations are reluctant to remove their
quantitative restrictions.

1% Despite very high tariff walls and increasing incidents of non-tariff barriers.

17 New Zealand no longer has to negotiate every year with the EU over dairy and
sheepmeat quotas. This frees up trade policy resources for other activities.
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departure from the apron strings of the UK was developed during
the negotiations for the CER agreement, which set out the
framework for modern trade policy in New Zealand. But it is the
ongoing WTO negotiations that are the main focus of current
New Zealand trade policy. The potential for New Zealand to gain,
in terms of future prosperity, is considerable, since most trading
nations are members of WTO. There are massive economies of scale
in this context, as achievements are generalised. And the more
comprehensive the membership, the more the small country
benefits from the rules and the more likely structures are to remain
in place, as the largest players find it harder to resist the
international pressure to conform.

The early years of GATT, however, were met with some
ambivalence in New Zealand. New Zealand’s market of interest
was in Britain to which New Zealand had created preferential
access. GATT was also, at that stage, largely focused on industrial
goods trade and agricultural trade was not fully covered. More
importantly, fundamental GATT principles were at odds with the
New Zealand preferential trading relationship with Britain. The
MEN clause promoted even competition in markets between GATT
adherents.

It was only with the formation of the Cairns Group and the
beginning of the Uruguay Round in 1986, that New Zealand
seriously devoted sustained and substantial time and resources to
the multilateral process.®® Agriculture was finally included in the
agenda, and the quota arrangements, while still anomalous, were
no more seriously threatened than they had been in the 1970s and
1980s.

Trade policy resource allocation was solely focused on
developing international consensus for change. Little time was

198 There had been earlier forays into the use of the multilateral process to
liberalise agricultural trade by New Zealand. These included attempts to bring
together commodity exporters under the UNCTAD umbrella, which left as its
lasting impact the group of 77, and a brief fling at taking the FAO seriously.
Neither of these had the necessary practical outcomes New Zealand demanded.
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required to develop a political consensus domestically as farming
groups, other interested parties and the general public were united

in

pushing for agricultural liberalisation through GATT. Careful

technical staff work was done in-house though.

Internationally, some of the available resources were focused on

forging a consensus between like-minded agricultural exporters.
New Zealand was a founding member of the Cairns Group, which
developed into a highly successful pressure group.

The characteristics of the Cairns Group were crucial to its

modest success in the Uruguay Round:
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The preconditions were there for a successful GATT outcome.
The EU and the US had been engaged in an expensive
agricultural subsidy war that neither side could win. There was
a realisation by both that this situation could not go on.
Furthermore, it was the farmers in the Cairns Group of nations
that were being hurt by the continued ratcheting up of
agricultural support by the EU and US. This unified the group
and gave voice to very real trade concerns based on a situation
that was win-win once the politics could be sorted.

It was a single-issue entity and there were no major conflicting
goals. This meant that the group’s focus was never lost, as time
was not spent on too much preparatory deliberation,.

The strength of the Cairns Group was in its diversity (see Table
27). Each member had links to different groups within the
negotiation process and also played different roles. So South
American members were the ‘shock troops’ (being prepared to
pull out of talks if agriculture was downgraded to a secondary
role). By contrast, New Zealand played a helpful role in this
process by offering constructive suggestions in the negotiations
and attempting to bridge the gaps between various negotiating
positions.

New Zealand negotiators were given enough flexibility to be
able to capitalise on opportunities that arose as negotiating
positions shifted.
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e Getting the structure of the whole subsequent liberalisation
process right was more important than an immediate
liberalisation payoff. New Zealand’s experience in the CER
negotiations had shown the significance of this. The implications
were that:

0 No special deals would be done to allow access for one
country and not another;

O Cuts to subsidies would be even and automatic, and
introduced gradually;

O Tariffs resulting from translation of non-tariff barriers would
be bound.

¢ At various times both the EU and the United States found it
(strategically) useful to support a particular Cairns Group
platform. In this way, they could generate additional pressure to
force one or other to back down on its protectionist demands.
This opportunistic wavering by the superpowers improved the
chances of getting the required deal signed.

The real success of the Uruguay Round was to subject the
largest countries—who are ambivalent about thorough-going freer
trade—to relatively sensible rules governing agricultural trade.
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Case V: APEC

INTRODUCTION

“It has been well-observed that the organisation closest to
APEC is Alcoholics Anonymous. The members know perfectly
well what is in their interests and they know that their futures
depend on their own actions rather than on what anybody else
does, but they come together from time to time to provide mutual
reassurance, and, by exchanging knowledge of their own goals,
they provide themselves with reinforcement for their self-
discipline”.Gary Hawke, NZIIA seminar, Wellington 1999.

The phenomenal growth of Pacific Rim economies through trade in
the latter part of the twentieth century stimulated efforts to bring
the region into a loose regional grouping. In the 1980s, private
individuals and non-governmental organisations began promoting
the idea of a ‘Pacific community’. While not wanting to recreate the
overly bureaucratic and rather inward-looking experience of the
European Union, Pacific Rim nations saw advantages in a Pacific
community focused on trade and representing the diverse
economies of the region. It could also be an important international
economic forum.

The Australian government under Prime Minister Bob Hawke
was instrumental in getting the Asia Pacific Economic Co-operation
(APEC) process off the ground. At first, this was not going to
include North America. But after advice from the Japanese
government, who strongly supported North American
participation, both the United States and Canada were included.

The first meeting at ministerial level was held in Canberra in
1989. By the time the first Leaders’ Summit was held in Bogor,
Indonesia in 1994, APEC had become a significant ‘economic event’
on the international calendar. The Leaders’ Summit is an annual
meeting, hosted each year by a different member. In 1999,
New Zealand hosted a leaders’ meeting in Auckland.
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APEC works on a number of levels. As well as a Leaders’
Summit, there is also a series of other APEC ministerial meetings
that take place between the regular cycle of summits.

The process includes:
* An annual finance finisters’ meeting.

e Meetings at ministerial level on: education, energy, environment
science and technology, human resources development,
small-to-medium  enterprises, sustainable development,
telecommunications, transportation, and women’s affairs.

e The APEC work programme is managed by APEC officials, who
meet approximately four times a year to review the workings of
APEC committees.

With contact between members at an official level being
relatively frequent, substantial time and quality resources are
required by the member governments to service these APEC
obligations.

The members of the APEC forum comprise a substantial part of
the world’s population, trade, and energy consumption (see Table
29). More importantly, APEC’s proportion of the global totals in
these areas is growing rapidly. What these countries do
economically and as a group is seen as significant by the rest of the
world. So the mere fact that these economies are talking to one
another about economic matters, and particularly about ways of
liberalising their own economies, causes ripples in world trade
policy circles.

The creation of APEC implies some degree of common interest
among the region’s economies. These core long-term common
interests are:

o Freer trade and open regionalism as desirable goals. The “Bogor
goals’, agreed to in 1994, have focused the group on achieving
freer trade and investment in the region. There is still a good
deal of debate, particularly since the ‘Asian crises’ of the late
1990s, about the likely achievement of these rather sweeping
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goals. The currency instability associated with the crises has
jolted the confidence of some APEC members.»»

o The thrust has remained strongly economic. APEC has largely kept
away from having foreign policy issues on the formal agenda. In
the numerous bilateral meetings that occur, and especially at the
inevitable ‘informal’ meetings associated with the process,
political issues are more than likely to be discussed.1

Table 29 Significance of APEC countries

1998
World statistic Percent
Population 38
GNP 56
Technology exports 64
Energy consumption 49
Merchandise trade 44

Source:  Adapted from Yong Deng (1998)

The shorter run goals are more ‘opportunistic’ in nature, and
depend upon the current trading environment.

They include:

® Pushing for further multilateral liberalisation. The mere existence of
APEC was said to have put pressure on the European
negotiators in the Uruguay Round to reach a deal (Mike Moore,
1999). In this way, it may have been a contributing factor to the
multilateral agreement reached. APEC is seen as a credible
potential alternative negotiating forum—and one that does not

» It is ironic that various publicly-espoused APEC initiatives, such as the
‘strengthening markets’ initiative, are aimed at making members’ domestic
policies more transparent and open. It was the lack of transparency, and the types
of government/business practices that accompany the lack of transparency, that
contributed to the scale and scope of the Asian crises.

40 By avoiding political issues, the economically dedicated APEC agenda has
made significant progress. This is in sharp contrast to European efforts to engage
the Asian nations in a similar manner to APEC. Unfortunately their efforts have
turned into protracted arguments about political issues.
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include European countries.t Whether it is or not can be argued
about, but the perception can be used to create a ‘credible threat’
in negotiations. Given serious, if so far futile, European attempts
to set up a similar leaders’ forum with the Asian nations, it
shows the degree of interest that the European Union has in the
APEC process.

It provides regular contact between regional leaders. APEC provides
a forum for bilateral and informal meetings between countries.
The Auckland summit, for example, was the first time that
Chinese and United States leaders had met since the United
States bombed the Chinese Embassy in Serbia. Although this
issue was not on the formal APEC agenda, the APEC forum
provides the US and China with a regular platform for the two
countries to discuss such events at the highest level.

Other unique features of APEC are:

It is the first regional trade organisation that Japan has joined. The
Japanese have rebuffed every attempt to encourage them to join
a regional economic grouping or block, except for APEC.

All three ‘Chinas’ are members. Both Hong Kong and Chinese
Taipei (Taiwan) have joined the organisation at ministerial level.
China has not objected to these two economies participating
because of the economic rather than political focus of APEC.
This is the only significant international forum where this
occurs.

Non-institutionalised approach to negotiations. Agreements on
trade issues in APEC are reached by consensus rather than
confrontation.®? This can be an uncomfortable experience,
particularly for Anglo-Saxon countries (and Anglo-Saxon
commentators).

11 Crudely it could be seen as approaching a ‘not the EU’ gathering of WTO
movers and shakers, though lacking several key African countries.

12 While most effective international organisations work this way—giving each
member the fabled ‘veto’ of the five great powers in the UN Security Council—it
is rarer in the cut and thrust of detailed trade work not to have a degree of face-to-
face ‘horse trading’.
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The APEC process is another example of how the interface
between international and national economic policies is being
slowly integrated. In this environment, it is now very difficult for
nations to increase border protection, particularly when a leader
has to explain behind closed doors to fellow leaders, why they have
embarked on that course of action.#s APEC plays a supporting role
in making each country more responsible and aware of its own
economic actions and pronouncements. The prospect of hosting
meetings, for example, makes some countries feel obligated to
positively manage APEC outcomes. Both Japan (1995) and
Indonesia (1994) have played very positive roles while hosting
APEC summits, when some commentators and governments
thought they would not, given their highly protected economies
backed by strongly entrenched domestic political forces.

For a small country like New Zealand, the membership of a
regional organisation, which meets frequently and represents a
significant part of the world’s economic power, can be beneficial in
advancing a freer trade agenda.

Two economic concepts we have reviewed earlier are relevant to
New Zealand’s negotiating position:

* New Zealand is a policy taker in the international negotiation
market. New Zealand is also too small a nation to set the
international agenda. Despite this, it can be effective by working
within the current policy framework set out by the major
players.

e Not only is New Zealand a goods and services trader with the
world, it is also a policy trader with the rest of the world. The
rationale that underpins this is that any forum that advocates
and promotes liberalisation of trade on a consistent basis is a
forum that New Zealand wants to take part in, since it is
confident that reduced trade barriers will- improve welfare for

1 Although such views about the imperative to support the reduction in tariff
barriers have not stopped some economies from attempting to increase their non-
tariff barriers.
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New Zealand citizens overall.i# Whether or not an organisation
(such as APEC) achieves concrete goals is immaterial. The
process of having the goals advanced in APEC can assist in their
actual achievement in other international fora, such as WTO.

As a policy taker and policy trader New Zealand finds, in
APEC, an annual chance to interact at the highest levels of
international trade diplomacy, thereby achieving access to the
politicians and senior public servants of its major trading partners.
Before the start of the APEC process, it had become increasingly
difficult to get access to high-ranking officials from the European
Union, Japan or the United States on trade issues. The New Zealand
dairy and meat quotas are fixed by the WTO process, so European
and United States officials saw no reason to talk to New Zealand
about subjects such as freer world trade. APEC provides
New Zealand officials and politicians with this potential access.

APEC gives politicians and public servants the chance to
understand the different views about deregulation and ways of
managing the deregulation process. By building up these contacts,
developing a rapport, and improving mutual trust with
counterparts around the Pacific, the New Zealand influence is
stronger than it would otherwise have been.

APEC: 19892

Given the diversity of regions represented, APEC has, from small
beginnings, developed into a ‘must go’ for the leaders of the Pacific
Rim. Despite criticism from politicians, media and NGOs, its
popularity seems undiminished.4s The broader APEC and specific
New Zealand aims and objectives, details of the negotiation process
and the achievements of the APEC process so far are set out below.

14 This does not mean that some sectors in New Zealand will not suffer from
increased liberalisation. Within agriculture, for example, New Zealand meat
would face increased competition in a freer trading world (see Rae, Nixon and
Gardiner 1999).

15 If popularity is judged by the number of countries trying to join APEC.
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Aims
Broader APEC aims

The long-term aim of APEC is very clear: to increase growth in the
region through freer trade between participating economies. The
rationale is simple: regions should deregulate out of self-interest,
since reform through trade Iiberalisation improves welfare
domestically. APEC, through mutual political level agreement,
aims to encourage this process.

APEC has also developed a number of ‘opportunistic’ sub-
themes which may well prove over time, almost accidentally, to be
more important than the original goal. These sub-themes have
occurred because the process of interaction between regions has
thrown up its own ideas with their own dynamics. The very fact
that APEC regions are discussing the nature of economic
development in the region and attempting to liberalise, generates
positive opportunities to explore creative and alternative
approaches to improving living standards.

These sub-aims include:

e An alternative path for trade liberalisation. Liberalisation of trade is
being pursed in a number of ways. By far the most important
pathway is through the multilateral (WTO) process. At the end
of the Uruguay Round, further liberalisation in APEC was used
as a ‘credible threat’ by the United States as an alternative to a
failed round. It was possibly one of the contributing factors to a
successful conclusion to the Uruguay Round. This role has
continued with the failure of the Seattle Ministerial to kickstart a
new multilateral round. APEC has the potential to be an
important forum to move the multilateral process along further.
Liberalisation is also being pursed bilaterally through the APEC
process. ¥ At the summit in Auckland, some APEC members

16 However, it should be noted that it was the United States that dragged its feet
over finishing off the Uruguay Round.

147 This fits in with the ‘four tracks’ policy enunciated by the Ministry of Foreign
Affairs and Trade in MFAT (1993). In this explanation of strategy the Ministry
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started discussing ways of liberalising trade between each
other s

Turning trade policy into economic policy (Hawke, 1999). Getting
domestic trade policy frameworks ‘right’, with common policies
throughout the APEC region, means that the integration
between domestic trading regimes and international regimes
becomes much easier. By developing consistent economic
policies with the aim of maximising economic welfare for
citizens internally, through the process of liberalisation and
economic integration, APEC economies will be able to
harmonise internal economic policies with trade, reducing the
need for a separate trade policy.

Developing a broader view of trade barriers. It has long been
recognised that such formal structures as tariffs are only part of
the trade barriers that exist. For improved welfare, increased
integration between APEC regions requires comprehensive
removal of all trade barriers, including non-tariff barriers. By
involving the private sector in its discussions, APEC is not
confined to a traditional view of trade policy.

Deeper co-operation. Instead of developing a confrontational and
legalistic style to trade and trade policy issues, the APEC
process has fostered a collegial, consensus-orientated approach
to solving trade policy issues. This includes careful use of peer
pressure to resolve disputes, avoidance of explicit economic
commitments and assistance with policy development (for
example, assistance in developing policies to encourage
sustainable fishing).

identifies four different pathways to encourage liberalisation: domestic economic
policy, multilateral policy, regionalism, and bilateralism.

148 The efforts of ‘core” APEC members to set up free trade agreements among
themselves have been mixed. The proposal for an arrangement (P5) between
New Zealand, Australia, United States, Singapore and Chile has foundered, while
bilateral discussions between New Zealand and respectively, Singapore, Korea
and Chile have been more promising.
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Specific New Zealand aims

New Zealand’s concern, as a policy trader, is to maximise econornic
welfare through the potential of this forum and this will typically
involve a degree of trade liberalisation.
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How can this be achieved?

Being ‘in the room” where decisions are made is important. As a
small country and a policy taker, New Zealand has to be visible.
As previous discussions have shown, New Zealand'’s preferred
position is to be useful to the process. This has allowed us to
have a positive influence on policy. Unlike the multilateral
setting, where those countries who are able to get inside the
GATT ‘Green Room’ have the most influence on the nuts and
bolts of policy reform, in APEC, New Zealand is already on the
inside.

New Zealand trade policy can be focused solely on how we can
be useful to the process. The ‘strengthening markets’ proposal is
an example of such an attempt. Influencing the domestic
regulatory frameworks of APEC members means that policy
development can start on the ‘ground floor’ in these regions.
The adjustment to deregulation and liberalisation process is then
smoother than would otherwise have been the case.

By using every lever possible at the bilateral, plurilateral and
multilateral level to push for freer trade. By promoting freer
trade in APEC or within a group of APEC regions, for example,
New Zealand can indirectly put pressure on the liberalisation
process in WIO—its success has given it sufficient status to
constitute a serious ‘credible threat’ to the established
negotiation forum. This means pressure can be applied to those
non-APEC countries (such as the EU) that have been known to
resist forward momentum.

Through the use of APEC as a mechanism to try out
New Zealand policy initiatives before taking them to a wider
audience. New Zealand’s reforms have provided a range of
ideas that can be discussed at the international level as a prelude
to tabling them in other fora. Bringing practical ideas to the table
is also a way of demonstrating serious intent and commitment;
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it is not unappreciated by other participants, who can
demonstrate their appreciation both within and outside APEC.

Preparations
Preparations for APEC meetings are at two levels:

* The work done for the lead up to the APEC leaders’ meeting,
including:
Q The normal ‘housekeeping’ issues—matters of protocol,
transport, accommodation, and other more perfunctory tasks
required for the organisation of the summit.»

Q Policy development. It requires a major effort for
New Zealand to insert an item on an already crowded APEC
agenda. Furthermore, to fulfil the aims described earlier, the
item has to be of major interest to other APEC regions and
not seen as a naked grab for the exclusive betterment of
New Zealand. The agenda item must also be consistent with
the aims of further liberalisation in the APEC region and
promoting growth. The New Zealand ‘strengthening
markets’ initiative is a successful example of developing an
agenda item that will have a long-term beneficial gain for
New Zealand, but is not being seen as a blatant attempt to
further New Zealand’s interests in the short term. At the time
it was introduced, the ‘strengthening markets’ proposal was
the only new agenda item. New Zealand officials spent
nearly two years talking to other APEC nations about the
need to focus on this topic to achieve this result.

¢ Hosting an APEC meeting requires a unique set of skills.

O The logistics of hosting a meeting can strain the resources of
a small country—the visitors include, for instance, the US
President and his entourage, with huge demands for
comprehensive security. Meticulous preparation is required,
and a large amount of extra resources are devoted to stage
managing the event.

49 Including, of course, the famous item of clothing that each host now has to
select and have available in the appropriate size for all the visiting leaders.
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O A domestic consensus and then a wider APEC consensus has
to reached so that:

* Extensive local consultation and other groundwork is
required. In New Zealand, before the Auckland summit,
internal groups such as trade unions, local authorities
and iwi were given information about the importance to
New Zealand of having the gathering here. Officials from
the Ministry of Foreign Affairs and Trade (MFAT) spent
almost a year speaking to interested parties about the
aims and goals of APEC.

* There has to be agreement among the APEC regions
about the agenda of the summit. In the run-up to
Auckland, MFAT deliberately separated the briefing
work and membership of the New Zealand delegation to
the conference, from the responsibilities of chairing the
meeting. This was done to clearly delineate between the
independent responsibilities of the chair, and those
associated with the New Zealand position.

Both of these tasks were important to the success of the meeting.

Resources

APEC members are committed to minimising the role of the
secretariat in order to avoid bureaucratisation. This is a deliberate
act to avoid the type of dead-weight losses incurred by the
development and maintenance of the European Union. Since APEC
has an outward focus and is committed to lowering trade barriers,
it has been left up to individual countries to carry the load of policy
development. The secretariat is based in Singapore and has a small
budget.

Unlike other negotiations, the APEC process is an on-going
series of summits. It means an on-going servicing role for the
bureaucracy, devising strategy and tactics for the various meetings,
and a long-term commitment to the APEC process.

An APEC summit is a major undertaking, requiring a large
amount of resources to deliver a smoothly run meeting. One of the
reasons for the successful stage management of APEC in Auckland
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was the substantial resources set aside for this task. MFAT staff
started work almost as soon as the previous summit in Malaysia
finished. Resources were devoted to:

e The logistics of setting up the venues;

¢ Setting up an independent ‘chair’ (group) for the meetings;

¢ Organising lead-up ministerial meetings;

¢ Building a consensus in New Zealand for having the meeting
take place and explaining its importance.

The negotiations

The APEC forum is not a traditional type of international
negotiation. Its aim is to encourage open regionalism through a
consensus-driven decision process. APEC is voluntary, revolving
around the use of peer pressure of fellow leaders (Hawke, 1999
p19). The characteristics of meetings are extensive consultation,
information exchange and consensus-building. This is, in itself, a
cause of tension, since immediately there is a cultural difference
between the way Anglo-Saxon regions approach trade negotiations
(confrontational and legalisticy and the way Asian cultures
negotiate (avoidance of conflict and emphasis on maintaining
face).

Negotiating under these conditions calls for a great deal of
careful positioning, lobbying and groundwork preparation among
APEC members. For example, the most significant APEC
pronouncement so far has been the Bogor Declaration, where APEC
members agreed to the goal of achieving free and open trade in the
APEC region by 2010 for APEC's developed member economies,
and by 2020 for its developing regions. Rather than announce the
goals in a country committed to free trade, the 2010 and 2020 goals
were announced in Bogor, Indonesia—one of the most regulated

19 There is much misunderstanding and frustration expressed by Anglo-Saxon
regions when negotiating with Asian countries. Not only are the market place
structures opaque, but there is great surprise when Asian countries agree to
deregulate. This occurred when Japan unilaterally reformed its beef quota regime
in 1988, albeit under heavy United States pressure.
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economies in APEC. By hosting such an important meeting the
Indonesians made sure that failure did not occur on ‘their watch’.

Similarly in 1995, at the Osaka meeting in Japan, the Japanese
put together an action plan for achieving the APEC goals. While
there was a lot of negative feeling about what would be achieved at
Osaka, the Japanese skilfully handed Asian opposition an action
plan and moved the process on. This particularly surprised the
Anglo-Saxon members of APEC who had misunderstood the
importance of the behind the scenes negotiations and the
importance of ‘face’ for the Japanese.ts

Small countries need to plan well in order to influence bigger
economies. The ‘strengthening markets’ initiative required almost
two years of lobbying and clarification, before it became the only
new APEC agenda item accepted for that year (1996). The resource-
intensive nature of the process requires careful selection of the type
of policy New Zealand would like APEC to adopt—that is, a
discerning application of the usual criterion of, ‘if New Zealand
had $1 to spend on trade policy, what would give it the best
return?’. ]

Putting competition policies on the APEC agenda was
important for New Zealand because:

¢ The fast-growing economies in the APEC region have not fully
developed their competition policies but they will. And these
policies have the potential to become non-tariff barriers.

e By attempting to influence such policy at a high level, a more
coherent and consistent domestic and international trading
regime will be created. This will be valuable in a region where
New Zealand's trade is expected to grow.

151 The Japanese took great care in not refusing the Malaysian suggestion to lead
an Asian trade block before the Osaka summit. Instead, they settled the matter
informally with the Malaysians, thereby not being seen to criticise a colleague’s
initiative in public. By successfully keeping the Malaysians ‘onside’, the Japanese
were able safeguard the broader strategic goal of making sure that APEC did not
fail while Japan was in the chair.
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By not taking sides in the debate, and by focusing the
‘strengthening markets’ initiative on competition policies—and not
just one policy such as anti-trust legislation (favoured by the United
States) or anti-dumping (favoured by countries who export to the
United States) ~New Zealand is being constructive.

Outcomes

The agreements made in the APEC process have not been binding,
but instead are viewed as goals to work towards. This creates a
tremendous amount of confusion about what has actually been
achieved by APEC. A legitimate question is: does APEC need to
achieve anything concrete? Or put another way, if APEC is the
answer, then what is the question?

This may be a little unfair, so a better way of approaching the
question would be to ask: if APEC did not exist, how would
New Zealand promote liberalisation in the Pacific Rim?
New Zealand is a very small open economy and its ability to
convince other regions to move along the path of liberalisation is
very limited. If APEC is one of the few alternatives we have to
promote freer trade, then it is worth having.

In this light, what are the main outcomes of APEC?

e The most significant summit for APEC was the one that
produced the Bogor Declaration (referred to as the Bogor
goals).== At the Bogor summit, Pacific Rim leaders agreed to the
goal of achieving free and open trade and investment in the
APEC region by 2010, and for its developing nations by 2020. In
the following summit at Osaka, Japan, each APEC member put
forward individual action plans to document progress towards
these goals. These plans are updated annually.

o Anadvantage for smaller countries is that the meetings are held
on a yearly basis and the leaders are able to talk on a one-to-one
basis. Thus they are able to have some serious contact with
larger nations at least once a year. It puts some pressure on
larger nations to respond to smaller country regional concerns,

2 Bogor, in Indonesia, was the site of the second informal gathering of leaders.
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particularly if the small country is promoting a coherent and
consistent policy initiative that is soundly based on economic
principles.

¢ Wider perception of APEC may be as important as the substance
of the APEC process. If trading blocks such as the European
Union perceive that APEC will liberalise faster, with resulting
long-term real growth increases, then it puts pressure on the
European Unjon to come to the multilateral negotiating table
and not risk being left out. This ‘credible threat’ may even have
been one of the forces operating to pressure the EU during the
Uruguay Round.

Getting an agenda item ‘on the table’ is a success in itself for a
small country.

New Zealand has had useful, though relatively minor, success
in influencing APEC processes:

e New Zealand has been a major sponsor of the ‘strengthening
markets’ initiative. Increased globalisation has highlighted the
importance of competition policies in the Asia Pacific.
New Zealand, by steering a middle course between the United
States (who wanted to focus on anti-trust legislation) and Asian
nations (who wanted it to focus on anti-dumping measures
only), has succeed in focusing it on higher level rules, such as
the role of government in the economy and creating principles
of good governance common to all APEC economies. By
promoting a broad focus on creating more efficient domestic
competition rules New Zealand can influence the process by:

O Getting in on ‘the ground floor'. Most APEC economies, for
instance, have not given much thought to the development of
competition policies. If these countries can be influenced by
the ‘strengthening market’ initiatives, harmonisation of the

13 Some may scoff at this so-called advantage; however having access is a
necessary first step before one can influence another country’s politicians.

15 They have been busy trying to feed their fast growing populations, improve life
expectancy and maximise economic growth.
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competition policy impacts on international trade will
become a lot less problematic. This may then mean that the
associated adjustment process, and transition phases that
inevitably accompany the dynamics of shifting competitive
advantage between countries, will be less damaging.

O Not being seen as a one-issue economy. In the past, the
intervention most often made by New Zealand diplomats at
bilateral and multilateral fora was effectively: ‘Mr Chairman,
what about agriculture?” By focusing on competition policies
(which include the development of more efficient
agricultural policies by APEC economies) New Zealand is
not seen as pushing a ‘one sector’ line nor always harping on
about one’s own special interests.

o Free trade initiatives. The informal nature of the APEC process
has led to some surprising results. For at least 15 years now,
New Zealand has been willing to extend its existing free trade
agreements. However, it was only after informal discussions
held at the 1999 APEC summit that serious talks have taken
place to examine the possibility of free trade areas between
Korea and Chile, New Zealand and Singapore, and very
tentatively between New Zealand and Korea.

CONCLUSION

APEC was conceived in the 1980s as a way of improving the
integration process between the established developed nations, and
the faster growing regions of the Pacific. With a limited
bureaucracy, the APEC process has turned into an international
‘must go’ for the leaders of the Pacific Rim countries involved.

The APEC process is far from being complete. Its ambitious
goals, however, of working towards full liberalisation in the Asia
Pacific region by 2010-2020 already look decidedly shaky.

Does this mean that APEC has failed?

The best way to answer this question is to look to the realistic
alternatives. What would have happened if APEC process was not
there? How would member countries in the region then be able to
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examine ways of liberalising their economies, and developing the
concept of open regionalism that improves growth and wellbeing
for all?

Without the APEC structure, regional liberalisation would be
more haphazard and ad hoc. The risk of trade diversion and the
resentment among nations who were left out of the process would
be greater. Despite APEC’s failings, the Pacific Rim is far better off
than it otherwise would have been without APEC.

While the big prizes of complete liberalisation may be not
achieved in the next 20 years, APEC’s successes have been at a
more subtle level. The success of APEC is the dynamic that is
created by leaders, officials and the private sector of fast-growing
economies discussing trade issues and the best way to liberalise
their economies, given the institutional issues that each leader faces
domestically. That is:

e Yearly leaders’ summits have been important to smaller nations,
because they provide a level of access to the leaders of larger
economies that they would not have otherwise have had. They
also bring leaders of larger economies face-to-face with the
problems of smaller economies, as expressed by fellow leaders.

e APEC has provided a credible alternative to the multilateral
process. While the value and impact of this is difficult to
measure, the mere fact that a large part of the world’s economy
(see Table 29) is talking about ways to liberalise their economies
internationally puts pressure on others, particularly the
European Union, to at least contemplate further liberalisation.

e Small countries can influence the process with consistent and
coherent economic frameworks that will, if adopted by member
regions, greatly enhance the trade liberalisation process. The
New Zealand initiative of ‘strengthening markets’ is one such
example.
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The five case studies discussed in the previous sections are more
than merely illustrative of past events and practices. They provide a
series of specific and generic insights into key features of the
New Zealand trade policy style and its achievements that will
potentially carry over into the future.

One thing we can be sure about is that the future will be
markedly different from the past. What does this mean for the
New Zealand trade policy style and its potential in the new world?

This section briefly develops a view about the critical aspects of
the international scene that are already showing up, and which will
be probable features of the medium-term future (up to 25 years
hence). This analysis draws on the shape of the crucial trade policy
episodes discussed earlier.

CRITICAL FACTORS

The preceding discussion contains both analytical and empirical
elements. From it we can distil the critical features of the
New Zealand trade policy approach over the last 70 or so years.
The general framework for this is the model put forward by
Habeeb (1988), which we have employed to understand the role
and potential for a small country such as New Zealand when it
looks to become involved in crucial trade negotiations.

The importance of the Habeeb framework is that it distinguishes
between absolute power and situational power. New Zealand has no
absolute power to set the international agenda (that is, it is usually
a policy taker). With careful preparation, however, and the shrewd
use of situational power, small countries can go at least some way
toward controlling the circumstances which determine the
achievement of their trade policy objectives. One of the most
important ways of doing this is by playing a role that is, by its
nature, denied to the few countries with real absolute power:
becoming an intermediary, a player useful to the advancement of
the negotiation process itself.
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The task of being useful to the process requires: the ability to be

opportunistic and entrepreneurial; the capacity to come up with
innovative ideas for progress; and the innovative skills to propose
novel solutions to the inevitable sticking points in any negotiation.
This suite of capabilities in turn demands a system which has: focus
and commitment; quality staff resources; high levels of intelligence
about the situation of other players; and real flexibility.

The necessary conditions for negotiation-level flexibility and

flair in a small country include:
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A domestic ‘consensus’. This must be a conscious agreement to
approve and underpin the direction in which citizens
(New Zealanders) wish to proceed on trade policy. Prior to 1990
in New Zealand, the idea of agricultural trade liberalisation had
been taken for granted as the logical policy likely to achieve the
best economic outcome. As part of this view, it was assumed
that most New Zealanders were (or could be persuaded to be)
supportive of this approach. When CER was under discussion, it
was recognised that the move to further liberalisation was not
widely supported; many New Zealanders had their doubts
about the new proposals. And by the time New Zealand was to
be the host for the APEC summit, addressing the issue of public
perception was built into the planning. In this case, a lot of
careful effort went into explaining why the policy strategies
being adopted were the right ones, and why, therefore, the
meeting in Auckland was an important event in a worthwhile
process. This led to ‘international’ resources being set aside for a
domestic dialogue.

A focused approach. Resource constraints (including the
economies of scale often involved in international relations)
mean that small countries—which in theory face all the same
possible issues as larger countries—need to focus on a limited
number of objectives. This starts with correctly identifying
where and how New Zealand can be most effective in achieving
its aims. And this type of decision demands a careful appraisal
of the way New Zealand’s scarce resources are best deployed, as
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well as detailed and dynamic understanding the ramifications of
the particular outcomes sought.

The right relationship between the authorities and the negotiators.
Being flexible requires a high degree of contact between the
negotiators and the capital, balanced by a significant amount of
trust in the judgement of the ‘on-the-ground’ operators, within a
common set of goals.® The ability to be entrepreneurial in a
negotiation depends on the discretion that the negotiators have
been given in any particular situation, and this inevitably
involves the mutual attachment to a clear understanding of the
aims or values of the country in these talks. In practice, this is
best exercised where the representatives can both rapidly take
advantage of situations that develop within negotiations when
the ‘shifting sands’ of various positions allow for opportunistic
behaviour, and also ‘clear their lines’ frequently with their
capitals. Negotiators need freedom to engage in various types of
freewheeling and somewhat ‘risky’ experiments to be able to
achieve the ‘useful to the process’ position. This entails
innovative behaviour such as suggesting and facilitating deals,
and trialling new and innovative ideas (kite flying). Above all, it
means being allowed the organisational trust to make occasional
mistakes in the process of experimenting with new and diverse
ideas.1s

Having a long-term commitment to the process. There are always
two aspects to any significant negotiation. The ‘back-up’ and the
‘front-up’. The back-up, or backroom work done in private, or at

18 t is interesting to note, in passing, that this element is conceptually similar to
the Peters and Waterman prescription of ‘tight-loose” in their famous diagnosis of
the causes of success for well managed businesses. The idea is to engage staff by
allowing them to be innovative about the how, while brooking no discussion
about the what (seen through the notion of values). See Peters and Waterman
(1982).

1% The nature of public sector innovation and the tight connection with risk
management and the policy environment is explored in more detail in Yeabsley
and de Raad (2002).
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least away from the negotiation scene,®” must tie into and
support the front-up (the on-the-ground resources, negotiating
strategy and tactics, including shrewd deployment of Ministerial
time and personalities) which carries through the process and
links with the counterparts. In particular, it means:

Q Understanding the specific circumstances. This includes having
an analytical handle on the conditions surrounding the issue
being negotiated and also ensuring ability to influence
outcomes. A lot of time and energy, in the GATT/WTO
rounds, is put in by New Zealand representatives to ensure
that they have some influence over decisions affecting
New Zealand. A key aspect to this is being ‘in the room’ or as
close to the door as possible, when the critical decisions are
discussed and made. At the APEC summits, New Zealand is
already ‘in the room’ (on a regular basis). In both cases, being
useful to the process, and coming up with innovative ideas
so that one is, in general, ‘adding value’, are key
contributions to ensuring one has prior knowledge about the
issues and thus the ability to organise influence over the
outcomes.

Q Knowing what will lose or gain advantage in the negotiation. This
is vital for the long-term economic success of any agreement.
To understand and interpret the possible gains and losses
requires a ‘New Zealand Inc’ approach to quantifying the
costs and benefits, as well as working on the ‘sensitivity
analysis’ of alternatives. The complicated nature of the
quantitative approach and the moving target(s) associated
with negotiations means there should be close collaboration
and co-ordination between negotiators and analytical
researchers. This allows for more understanding of the limits
and capabilities of the analytical tools being used, by the
front-line negotiators, and a better appreciation of issues

.

157 Not all of the preparatory work is secret; it can include a deal of co-ordination
with allies or potential allies (as happened within the Cairns Group), or public
posturing and persuading (as happened during the UK-EEC accession process).
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confronting New Zealand in the room, by the analytical
researchers.

Q 'Choosing and using the right tools and language. The tools used

" need to be acceptable (or at least credible) to those around
the negotiating table (and to their technical advisors). The
use of ‘unorthodox’ tools, unacceptable analytical language,
or results that are not replicable by other researchers means
that the analysis is worthless from a negotiation viewpoint.
In this complex area, the only relevant constraint on the
negotiators from large countries is the professionalism of
their advisors and their determination to be logical and
technically competent. So the representatives from small
countries have to employ material that fits within the bounds
of acceptability.

Q Experienced team. The training of negotiators requires on-the-
job systematic experience. Negotiating skills are more like a
craft than a science and are acquired through long and varied
experience. There is useful theory, but skilful negotiation
calls for a combination of individual flair and sound
judgement in being able to select the right tactics for the right
situation. It is underpinned by complementary skills in the
rest of the negotiating team, strong back-up and a supportive
environment (including the appropriate degree of latitude
for error). In addition, in many of the circumstances that
New Zealand negotiators find themselves, there are
situational or institutional details that matter. This suggests
that the individual who becomes a successful operator is
likely to have extensive (including possibly serving in the
‘second chair’) experience under the relevant conditions.

e Economic soundness for sustainability. All the above are necessary
conditions for the long-run success of any negotiation. The

" fundamental sufficient condition is that it is an economically
sustainable and thus fundamentally sound approach. Without
an economically logical and coherent agreement, the desired
aims will not be achieved because of strong (and uncontrollable)
forces acting to negate it. The importance of economic coherency
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can be demonstrated by comparing and contrasting NAFTA
with CER. NAFTA was supposed to usher in free trade between
Australia and New Zealand. But the hard (political/economic)
decisions were put off to some time in the future. The time lapse
gave vested interests on both sides of the Tasman opportunities
to water down and/or delay meaningful decisions. The
agreement became increasingly moribund and then fell apart
because its structure was economically unsound. It focused too
much attention on discretionary item-by-item negotiations and
delivered limited economic benefit to both sides. CER had a
comprehensive plan for freer trade from the outset, and
delivered on that plan in a scheduled round of automatic cuts in
tariffs. It worked because it was economically logical, realigning
resources (at some pain to New Zealand and Australia) to those
sectors that were more efficient.

KEY CHANGES IN THE POLICY ENVIRONMENT AND THEIR IMPACT
ON NEW ZEALAND

The changing nature and composition of world trade is reflected in
the changing role and shape of trade policy issues confronting
New Zealand. The nature of the international institutional setting
and the domestic political environment have altered too. Below we
have documented the significant recent shifts that we think will
have an impact on the environment for the development of
New Zealand trade policy.

The external trading world and New Zealand’s place

The rise and rise of services

International trade has shifted notably in its focus over the years
since the second world war. One feature has been the dramatic rise
in role of services both domestically and internationally in
developed economies. This new element changes the nature of
negotiations and increases the importance of newer trade areas,
relative to issues such as agricultural trade. Because services trade
is important to European and North American economies, there is a
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strong likelihood that it will be given a prominent role in any future
multilateral round.

From New Zealand’s perspective, this both complicates matters
and makes the actual management and support for the round
harder. Complications occur as inevitable conflicts of negotiating
priorities will tend to be resolved (by the big players) in favour of
services, and also because, in this new area, we have relatively little
idea of what the true importance of the emerging sector is for the
New Zealand economy. It is not a trivial task to gather the new
information required to understand the services sector now and in
the future. It demands significant statistical and research funding—
this would inevitably be at the cost of some existing resources in the
‘negotiation resource budget’.

The management task will be made more demanding physically
at the negotiations, where more sessions will be held in parallel and
thus more able bodies will be needed to fill the New Zealand seats.
But, even more demandingly, the New Zealand strategy will
become more difficult to co-ordinate domestically. There will be
additional trade-offs to be considered and publicly assessed. This
will make the domestic presentation more blurred. There will also
be potentially greater pressure (probably slopping over into the
domestic scene) from other groupings within the OECD to adhere
to ‘modern’ international agreements.

Commercial integration

To maintain and improve competitiveness, serious international
companies have increased the amount of trade they do with their
subsidiaries. This comes from a more strategic approach to both
firm management, and to the business of the international sourcing.
Modern firms see long-running strategic relationships (including
part or full ownership) as the key to building and maintaining
competitiveness. The days of serious procurement occurring by
going onto the market ‘cold’ for the supply of any vital products
that have not been commoditised are over. Companies create
strategic advantage and add value through focusing their efforts on
all the critical features of the their operations. This means that
international flows of vital inputs are the last stages of an organised
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and strategically designed chain of communication that has been in
progress for sometime, rather than the start of an adventure by an
entrepreneurial trader.

In selecting locations (and the necessary associated international
flows), firms are driven by currency differentials, tax rates and
labour costs, as well as productivity levels and infra-structural
issues, including economic and political stability. The increasing
pace of commoditisation and growth of international competition
have driven companies to locate in regions where the most
profitable operation can be maintained.

This is another complication in the negotiation story for
New Zealand. Other countries—who are the bases for higher
numbers of multinational corporates—are concerned to ensure that
these modemn internationally distributed firms are appropriately
treated by any trade deals. The new round will have to take account
of the interests, and thus possible responses of these businesses, in
coming to international decisions about the rules governing trade.
Such complications will make the New Zealand task harder by
adding to the issues on the table and, indeed, probably by adding
to the matters that big countries may regard as more important
than New Zealand concerns.

Partners and products

Compared with the time when New Zealand was occupied with
the Ottawa negotiations, or even the period when the UK accession
to the EEC was in train, New Zealand now has a completely
different trading profile. We are serious traders with many more
countries, have more export and import products, and are virtually
unattached to any particular trading partner (aside from Australia),
or organised block. Long gone are those days when most of our
export income came from several bulk agricultural commodities,
and we traded with one country (the UK) at stable exchange rates
within a special political and preference structure.

As a result, it is impossible to envisage the sustained all-round
single country pressure, which was a feature of both the Ottawa
and the UK accession negotiations, being applied today. This
approach stemmed from our particular history as an intensely
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focused economic and political partner of the UK. Today we
maintain a series of more ‘arm’s length’, but friendly relationships,
with a wider range of countries.

In effect then, New Zealand is now a less important trading
colleague for far more countries. This evolving status changes the
strategies we can draw upon, and means that we have to be more
innovative and develop ‘new tricks’.

International institutions and players

The GATT ‘club’ 25 years or so ago was—in terms of countries that
took part in the decisive meetings and had the engagement of their
politicians—made up of about 25-30 members. And in terms of
world trade volumes, this covered most of the trade that then took
place. Many of these nations were also involved with OECD. A
small number of developing countries (such as Brazil) were
associated with GATT from the start. But their involvement tended
to be pragmatic and reflect their specific economic interests rather
than any wider international political game. Under these
conditions, finding out the lie of the land on an issue or trying out
an initiative, which involved an amount of co-ordination between
multilateral and bilateral efforts, was reasonably possible to
manage alone, even for a small player.

Since the Tokyo Round and the growing politicisation of the
world economic institutions, what was the cosy and manageable
GATT with relatively few active members, has now become a new
organisation with new powers (WTO) and includes over 140
countries as members. New countries bring new priorities and
problems, complicating the process of discussion and final
conclusion. Many of the new countries are larger in economic scale
and trade volumes than New Zealand.

With so many countries now active in WTO, the challenge for
the organisation in seeking to move freer trade forward globally
has become more complex. The organisation has to deal with the
sheer numbers of new countries joining: each with a new set of
priorities; all wanting to be heard; all their representatives wanting
to prove to their domestic masters that they are ‘making a
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difference’. This growth by itself tends to clog the agenda
prioritisation process, for instance, and make the design of final
workable deals more difficult.

In addition, new members want their nationals to have
opportunities inside the pleasant administrative structure of WTO
itself. These matters have to be solved smoothly to prevent disputes
that could spill over into the negotiation process. The greater the
pressure to have representatives from new countries sitting inside
the organisation, the harder the task of maintaining secretariat
quality—an important traditional feature of GATT/WTO that
contributed in no small measure to its previous success.

The issues that WTO are having to deal with are less system-
wide and increasingly fragmented —in some cases they are virtually
country-specific (for example, the intellectual property concept of
‘geographical indications” seems largely driven by the concerns of
very few countries, virtually all European). This splintering puts
further pressure on the WTO process in its task of trying to ‘stitch’
together a deal that will satisfy all active countries. It increases the
chances of the process becoming bogged down over specific issues.

Moreover, and closely related to this because of the differing
priorities that prevail within the countries of members, increasing
membership numbers complicate the necessary make-up of any
final ‘deal’. The result is that the negotiations have to be
increasingly complex and multifaceted to generate appropriate
political ‘wins’ for each of the participants. But regularly, players
from big countries—frequently those with limited actual
negotiating experience—suggest that there needs to be a
‘streamlined round’ or some kind of ‘early harvest’. (It typically
involves generating quick outcomes of political interest to the
proponents, such as an IT round, while delaying settlement of the
more complicated deals of wider interest, like agriculture.) While
this could be seen as naivety, it is often a none-too-subtle power
Play of trying to confine discussions to the issues that they profit
from, in an attempt to trim their transaction costs.

Such somewhat gauche manoeuvres are not all bad. One role for
New Zealand, as an opportunistic small and well-organised player,
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is to assist in smoothly sorting out these ‘misconceptions’. And the
task can include suggestions of sensible and practical solutions. If
possible, we can look to adding doses of international realism
where potentially required. It does tie up resources, however.

Another changing feature of the international scene is the new
group of players. In the past, WIO has only had to deal with
governments. Increasingly, international NGOs are seeking a
prominent part in shaping the actual negotiation process. We have
yet to see how these organisations will impact on any significant
final trade agreement. Their contribution has to prove itself, to be
seen as constructive, and the risk is that they will merely complicate
the issues—if only by adding to the numbers engaged, or by further
publicising or politicising underlying economic and policy matters.

Whatever the upshot of NGO participation, it poses a potential
challenge for small countries. One problem is that in the real
‘clinch’ the NGOs may occupy a seat in the ‘inner council’ that
would otherwise be available to one of the cast of helpful small
players. More generally they may influence the wider ‘technology’
of the negotiations—say, by insisting that all stages of the process
have a public exposure portion. This would, at best, require the
smaller players to learn new skills; and, at worst, demand
significant additional resources to cover the spread of new
activities.

Domestic political structures

The MMP environment contributes locally to the more
complicated trade policy formulation process. After a referendum
in 1993, New Zealand adopted the Mixed Member Proportional
system for the 1996 election. One of the expected outcomes has
emerged: an MMP parliament more closely represents the voting
patterns of society and thus incorporates representatives of a wider
range of views in the parliament The loosening of party

15 The intriguing tale of where the change came from, and the various views, is
covered well in McRobie (1993), for instance. Hawke (1993) casts light on likely
issues, with particular reference to the potential impacts on policy and process.
For the subsequent evolution, see for instance, Vowles, Aimer, Bandicd and Karp
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discipline, which was a further inevitable consequence of the new
system, has also contributed to.this significant enhancement of the
diversity of views, and these have readily available public
platforms. There are many more visible ‘anti’ views now on offer.
And their proponents are soundly motivated to speak up, by the
need to politically differentiate themselves, and their positions,
from the rest of the MPs and their parties.

Moreover, the aggregate spread of second ballot ‘ticks that
has so far characterised MMP elections, has denied any single party
the power to control parliament alone. Large parties have to seek
collaborators, therefore, in order to pass legislation or otherwise
exercise power. This can be done either in terms of formal
coalitions, or on an issue by issue basis. Whichever strategy is
adopted (and both have been tried), the scene is ripe for ‘log-
rolling’, whereby different issues are negotiated through together
on an ‘exchange of support’ basis across a total package. So despite
the continuing support (via their party vote) of most voters for
parties that generally support freer trade, any New Zealand
government has to be mindful of those people and parties who
hold opposing views. The time may well come when every vote
counts—possibly in the context of selecting potential coalition
partners.

Overall, the evolution of this situation has made the task of
assembling a reasonable domestic consensus on trade policy issues
harder than previously.

Domestic resource management

Within New Zealand’s own dedicated resource base for trade
policy there have been significant challenges and changes. We now
have representation in many countries, only some of which are

(1998), or Boston, Levine, McLeay and Roberts (1997), who discuss and analyse
the system, its electoral outcomes and its wider consequences. Or for someﬂ'tmg
completely different, see Hunt (1998).

1% The proportionality of the New Zealand parliament comes through the party
preference~conveyed on the ballot by ticks.

220



AND LYING AHEAD?

relevant to trade policy developments.® Some of these posts, of
course, reflect the previous point-about the increasingly diverse
nature of the political interest groups.

Tighter attention to the formal requirements of fiscal
accountability in New Zealand, ¢t following the Public Finance Act
1988, and the accompanying rather oversimplified budgetary
cycles have meant that short-term objectives are tending to prevail
over long-term research in the foreign relations area. There is an
increasing preoccupation with one-year funding cycles, and with
detailed pre-specification of resource commitment. This cuts across
the inevitable shifting risks and uncertainty associated with both
political priorities*? and international relations. It means that effort
redeployment is increasingly formal, difficult and resource-
intensive. The informal response to the shifting priorities of
operational needs (keeping some resources as ‘reserves’)
discourages the long-term relationship building required for the
successful marriage between the work of commissioned researchers
and the needs of negotiators.

Those projects that are commissioned are largely organised on a
one-off ad hoc basis, have limited budgets, and tend to be focused
on issues that have a relatively quick political pay-off. The days
when a group could be seconded from other agencies to the
Treasury to work for many months on the implications of the UK
accession to Europe are over. What’s more, they seem unlikely to
return as current agencies—in these days of fierce lines of
accountability overseen by the Auditor-General—are both less

160 Changes in the trading world facing New Zealand complement external
political challenges. Issues for general New Zealand (political) diplomacy raised
by the end of the Cold War, and other significant recent developments, are
discussed in Harland (1992), for instance.

161 For descriptions of the changes, see Scott (1996), who was one of the architects
and an implementor, or Boston, Martin, Pallot and Walsh (1996) for a collection by
observers.

162 For a useful collection of material by diverse hands and dealing with various
aspects of this topic, see Sundakov and Yeabsley (1999), with the Introduction
serving as an overview.
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inclined to co-operate over longer term projects, and more tightly
resourced and staffed to the pre-identified and budgeted needs of
the day.

This latter point means that the natural way to access longer
term research output is to form strategic relationships to provide it.
There are facilities in the wider public service and funding
mechanisms, which could be seen as possibly contributing to this
sort of Coasian ‘buy, rather than make’ approach. These include the
MOoRST/FRST Cross-Departmental Research Fund (CDRF) and the
FRST Public Good Science Fund (PGSF), as well as internally
funded research.

A quick review of the current projects being funded by the
CDRF showed none that, on the face of things, was relevant to the
trade policy issues New Zealand is facing. This fund was to spend
about $1.9 million fresh money in the coming year. The topics to be
investigated ranged from capturing national Méori information to
looking at the risk substances in sewage.

A search of the PGSF results (the best documented), on the other
hand, revealed that over the last six years, there had been ten
projects funded (see Table 30) which mentioned the words
‘international trade policy’ in their abstracts, and which were
relevant. The average size of the projects was $144,500, and several
of them stretched over multiple years.

An initial reaction to this very superficial review is that the
resources available are not being exploited to the full. It is possible
to suggest various explanations. For instance, this may be a
consequence of the sheer ‘stretch’ that the trade policy agencies are
under and which prevents the resources being available to make
the applications or to co-operate with potential research providers;
or it may stem from the lack of ability to develop a forward-looking
research agenda. On the other hand, it may suggest that trade
policy strategists do not see a high rate of return in commissioned
research.
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Table 30 PGSF projects with trade policy, 1995-2001

Year

1995
1996

1996

1997

1998
1998
1999
1999
1999

2000

Title
Trade and environment: impacts on New Zealand

New Zealand's development and trade: prospecis and
frends

Economic development—~the interaction of trade,
investment, and migration

New Zealand's development and trade: prospects and
trends

World irade and the environment
Our trading future: challenges in a new environment
World trade and the environment
Our irading future: challenges in a new environment

APEC's agenda and New Zealand's compefitive
advantage: selected themes

After Seattle...

Source; Edited from FRST website

Organisation
NZIER
NZIER

NZIER
NZIER

Lincoin University
NZIER

Lincoln University
NZIER

University of Auckland

NZIER

Total:

Allocation ()
65,000
80,000

78,000
160,000

150,000
180,000
200,000
180,000
172,000

180,000
1,445,000
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The main point though, is that the ‘buy’ option does not seem to
be used to the extent it could be, whatever the reasons.
New Zealand'’s research back-up to the actual trade effort appears
to be significantly in-house based, or reliant on publicly available
material.

This situation means we are not matching the capacity
development model discussed in the initial section® which
stressed the need to build a common language. The requirement for
that is to have in progress sound research material, which can be
quickly hooked into established frameworks that are accepted by
authorities round the world.

International communication

The use of new technology has transformed information flows
around the globe. This has two relevant effects. First, outward, as
no longer can governments straightforwardly control the type of
information transmitted from their domestic domains into the
international arena. To name but two instances, CNN and other
global broadcasting operators, and the internet (with the power of
individuals to publish to a potential world audience at extremely
low cost), have both changed the understanding and expectations
of the public and politicians everywhere.

Effectively, the ability of the reasonably dedicated ‘outsider’ to
gain a detailed knowledge of the international dealings has come to
surpass that previously available to the ‘insiders’—say, at the time
of the Ottawa negotiations. Add in the ready (often virtually ‘real
time’) commentary coming from academic experts from all points
of the compass, and the value added to the capital’s understanding
of many international situations by information-oriented, official
representation is now very low without specially focused and
successful efforts to penetrate the most secluded discussions.

The increased quantity of information available does not

necessarily mean the quality of information has improved—in fact
it complicates the process and adds ‘noise’ to the system. It means it

163 See Figure 2.
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is hard to ‘sift the wheat from the chaff’, unless one has
independent access to reliable cross-sightings. This could -come
from a better quality flow of information, or from high calibre
understanding of the issues, -usually associated with the
specialisation of experts.

All this suggests, effectively, that the representation game has
significantly changed. Thus, specialisation, which is likely to
enhance both access potential, and analytical comment and
assessment becomes more useful. Alternatively, it may be
appropriate to look again at the possibility of using economies of
scale, say by cutting back the number of posts, and substituting
roving commissions for representatives. The implications may be
for a ‘hollowing out’ of international placement, with better
resourcing at (a few) vital foreign capitals or organisations and
others serviced on a visiting basis.

Secondly, inward, as the quantity of information entering a
country has exploded—and the cost of its access has effectively
disappeared. This process means that the domestic audience now is
potentially exposed to the full range of different possible opinions
about all international developments.is

So the nature of the challenge of forging a domestic consensus
has changed. Agricultural trade liberalisation and simply
increasing incomes (measured through GDP) are just not seen, by
some groups at least, as being particularly important, let alone the
overriding objectives for New Zealand trade policy. To a degree, it
might be noted that this has always been the case. What is

164 One way of thinking about this is that it represents a shift from costly resource
based access and display of opinion—as was the case when distribution media
were expensive machines (even photo-copiers qualified here until recently)—to
one based on access and distribution via remarkably cheap electronic media. So
anyone with strong feelings can display their ideas for all to find and read. And
there is no external standard of editing or quality control for such material. While
normal market ‘branding’ effects might help sift out more worthy sources from
the less reliable, the lack of significant investment costs, aside from the time
involved, is minimal. So those with strong feelings can continue posting their
views.
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changing, though, is the extent to which these views find similar
groups abroad who can supply new material to support the ideas,
and effectively by taking advantage of economies of scope (by
mounting similar arguments in many countries at the same time),
magnify their influence.

Again the task suggests the need for increased focus and greater
resource commitment to engage the debate domestically on a
continual basis. Previous campaigns to confirm the domestic
consensus have been successful when carefully planned and
mounted, but the new challenge is more sophisticated and
unremitting. It deserves serious and continuous attention, to ensure
that the issues are given the airing they require.s

POLICY QUESTIONS AND CHALLENGES

New Zealand trade policy development has been relatively
successful (and cost-effective) in the way it has been constructed
and negotiated in the past. It has been able to produce some
important results, particularly when the chips have been down and
the results really counted.

What about the future? It is clear that important elements in the
scene are changing rapidly and ‘complexity’ seems to be the
dominant character of the emerging pattern of international trade
relations. Moreover, various forces are operating to make the
achievement of a robust domestic support base for trade
liberalisation a real task.

In the previous section, some of the more important changes in
trade and trade policy issues have been briefly documented. This
discussion shows that the changing world trade environment is
undermining the way we have done things in past.

The advice from the theory (Habeeb, 1988) suggests there are no
‘free lunches’ in the trade policy grind—small countries have to

165 The creation of the Trade Reform Network as a private initiative in 2002 is an
interesting move on this front.
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keep being smarter and more thoughtful in the way they approach
trade policy issues.

In the small country case of New Zealand, successful trade
policy will mean:

e Spending more time and expert resources developing a trade
policy domestic consensus within New Zealand. This requires
finding cost-effective ways of consulting widely and
communicating with interested parties the details of
New Zealand's selected strategic choices. The government may
need to embrace a wider circle of trade specialists outside
government to hone and pre-test ideas about strategy to ensure
that they are likely to ‘fly’ domestically. This would allow these
people, in their turn, to champion the cause of freer
international markets and publicly discuss the benefits for
New Zealand. More effective trade policy requires more
resources put into the process of domestic debate and
understanding as ‘consensus’ building. How will the ‘opening
out’ be handled? Where will those resources come from? If an
element of the private sector is to become involved how will
impartiality and security of information and advice be
persevered?

¢ The role of the trade bureaucracy and the private sector, and the
nature of the interaction between the two, will also possibly
have to change. The private sector will have to shoulder more of
the work associated with trade policy analysis and
development, while the committed professionals in the
bureaucracy will have to be more forthcoming in allowing
private sector access to the thinking and strategies being used to
advance policy objectives. How does New Zealand develop a
new ‘system’ and a degree of regular process that will promote
long-term relationship building between the private sector,
informed researchers, political decision makers and trade policy
negotiators?

o The effect of MMP and the heightened flows of electronically
available information mean that domestic consensus is more
difficult to achieve. In addition to any enhanced process, as
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discussed above, more fact-based information needs to be put
before members of parliament and the public to illustrate why
the approaches selected as policy have been taken. Is there a role
for a sole trade ministry to provide local focus and also co-
ordinate the more complex domestic trade environment? From a
wider view point, the design of agencies is typically done by
trying to reap economies of scale and scope. This would suggest
that the new environment may call for consideration of which of
the links are the stronger. Is it the overlap with the skills and
experience associated with political international relations
(which would support a single generalist representational
group, such as MFAT), or the need to have a strong domestic
connection from which to forge the ongoing consensus (which
might imply a Ministry of Trade, or even a wider body with
local commercial functions, such as the previous Department of
Trade and Industry)?

e To achieve the sort of access and professionalism sought for
New Zealand trade policy purposes demands both focus on
relevant topics and additional resource commitment. It is
possible that better use of technology and innovation would
produce productivity gains to contribute to effective trade
policy management. This includes use of leveraging and making
hard decisions about the allocation of resources, as discussed by
Williamson (1999). Will our system be robust enough to make
the hard focus decisions and generate the resource commitment
required?
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