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ARE RESOURCE-ABUNDANT ECONOMIES
DISADVANTAGED?

Kym Anderson

At lant years Annual General Meeting of the Society, members approved changes to :
our Constitetion that confirmed their desire to embrace not just agriculural but all
primary p’rmwminn as well as resonrce and environmental issues. | therefare felt that
the first Presidential Address following those changes should respt‘:m that broadened
interest, however imperfectly In doing so | have chosen 1o rcﬂéct on twa recent
developments, and to consider their implications for Australia amd its primary
producers. One stems from the renewed interest in national economic performance (as
reflected, for example, in demands for reduced government intervention in markets),
whu:h hus stimulated economists to seek better explunutmm of why ecanomic gmwlh
rates differ between nations. That research hus, umong other things, raised again the
question of why economies well endowed with natural resources relative to Jehour and
other ca‘pi‘ml. including Australia, have performed relatively poorly over the long term.
The other development -~ which may seem at odds with the first -- is the burgeoning
intercst globally in environmental issues (bmudly define the cm«imnmcht io include
sufer food, air and water and fseedom from exolm pests and diseases) and the
accompanied calls for more government intervention.

It takes iy & moment’s reflection to realize that these two dcve opments are not
inconsistent: reducing governmental distortions to markets bao»tr national mcomc,
and income growth boyosts; the demand for sil normal goods and services, including a
clean environment. Ii' a cleaner environment is not only a normal g&md buit a superior
one (in the sense that its income elasticity of demand exceeds unity), all the more
reason {o expect income growth fo generate gr‘ccn;er‘ ,politifcs.l And if reducing
‘government-induced wastage impmvés the efficiency of rescurce use, that too is
consistent with more environmental consciousness. But there is a real risk that heavy



~ handed or otherwise inappropriate mv:ronnwnmt pollcy responses could undermine

~the gains from other cconomic reforms - and even be envtmnnwnlally counter-

pum-n.twc Asa pmﬁ.ssmn interested in the efficient use and conserving of resources,

we have a roke to pl.ty in mumimizang that risk.

Impurtant aspeets af both developments - the demand  for better  economic

pecformance particularly throuph reducimg gavernment activities and regulations, and

~the demand for government intersention to better protect the environment - have

been their international dimensions. I the fiest case, economic rationalism has

contributed to large-scale liberahzations of trade in goods, services, financial capital
and technologies in many parts of the world dunng the past decade or so; and in th:
second case, we have heard calls for interndational environmental agreements and for
guarzmmés that international trade and investment liberalizations do not harm the

environment. Since those international dimensions are likely to continue to gmw in

importance, they are a pmmu].zr focus of attention n what follows.

In what follows § - st reflect on why econcmies well endowed with nutural resources

“relative to lebour and other capital (hereatter *resource-abundant’ or ‘resource-rich’

economies) have grawn slower than resource poor ones o _r recent decades and
whether that is changing. Then 1 lock at how the grecning of politics that accompanies
income growth is altering policies and ther:by affecting future prospects for resource-
rich economies such as Australia’s.

Why have resource-rich econamies grown relatively slowly?

The world’s fastest growing economies in recent decades - Japan, Hong Kong,
Singapore, Taiwan, South Korea, and more rkecc'nll‘y China -- are ali poorly endowed
with natural resources refative to raople. pnmculur. they have very little agriculwral
land per capita. By contrast, among the slowcst»gmwmg of the more-advanced
economies this century have been land-abundant Argentina, Australia and New
Zealand, not to mention the sloWer{growing land-abundant econoniies of Latin

America 'mid “Sub-Saharan  Africa. More generally, statistically very significant _

-
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pegative relationships have been found between GI)P; growth raies and indexes of
compirative advantage i natural resource-based products. Sachs and Warner (1995h),
for example., explore regression mlamnnshms between GDP growth from 1970 1o 1989
and the rato of resource-bined exports to GDP in 1970 for a sumpl‘ckof 97 dé*vc!uping
countrres, and find the latter to be a signiticant explanator whalever ather exogenous
vanubles are included i the ‘mgrcs.mm Anderson (1995) explored u shghtly l;}ngur
period with both wealthy und develaping counties, using as a comparative advantage
idex an estimate of foad sell-sufficieney ratios in the carly 1980s at {; rec-trade prices
That too was highly negatively correlated with GDP growth since 1970. And Gelb
(19887 and A_uty (1990) note the poor pm'fmmunce of many oil-rich developing

countrics sice 1973

One possible explanation for this negative relutionship s that casy niches lead to sloth.
The sixteenth century French pohtical philosopher, Jear Bodin (1576, reprinted 1962),

wsseried that:

“Men of a fat and fertile soil are most comrionly effeminate and cowards;
whereas contrariwise a bareen country mukes inen temperate by necessity, and

by consequence careful, vigilant, and industrions.”

I'm not sure how he perceived the impact on women's efforts, but :'my case |
suspect differences in inherent slothtulness per se (45 distinet from inactivity induced
by government policies that dampen incentives) are likely at most to be a minor
-explanator of growth rate differences - although I'm not sure ho‘w' one tests that
empirically.

Anothet often-claimed ang, selated z:xgiamuion for growth rate differences is cultural
determinism. A jousnalist from the London newspaper The Times, who was travelling
abroad in the mid-ninctenth century, reported that ‘t:he conmry hé wis in wits inhabited
by a homogeneous ruce of lazy people whoim he believed were incapable of ever being
industrious. He was referring 1o Japan just piior to the Miji Resmmion. That
exarﬁpl,e, and the fact that it was Eumpc and wot Asia that enjoyed the first few
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centuries of industrial growth (Jones 1981), muke nonsense the opposite claim that

rapid economic growth is peculiar to Asian or Confusian cultures.

The other commion explanations, about which I'd like to say a bit more, are more

narrowly i the economic or political economy realms, One, popularized by Prebisch
(1964) and contrary 1o the fear of Malthusians and other do}‘omsduycrs,,‘isf that

resource-abundant economies face cordnual declines in tieir terms of trade, Another

is the assertion that there are mare growth-inducing factors ussociated  with

manufacturing industries than prismary production, And a third is that the exports of
resourse-abundant countries lace larger protectionist barriers than do exporters of non-

primary products. Let me say something about each of these and then add a fourth,

Deteriorating terms of trade

The price of primary products relative to manufactures in imernational markets

appears 1o have been on a Jong-run decline for a century or more (Grilli and Yang
~ 1988). Even when more-sophisticated adjustments are made to the data to take into |

account improvements in the quality of manufactures, as Lipsey (1994) did recently,
that trend is not reversed. What explains that downward trend? ‘

The most commonly suggested aplunutim is that the demand for primary products,
particularly food at the farm-gate level, is income inelastic. The logic is captured in
Figure I. Consider a frictionless world with just two goods A and B (primary and ion-
primary products), and suppose for a moment productivity growth were equally rapid

in the two sectors. Then the supply curves would shift out ut the same rate, In Figure |

the supply curves in the first period are assumed to coincide, hence they would stiil

coincide in the second period after the productivity growth but be further to the right,

The income boost resulting from that productivity gtowth would shift out the demand
curve for each good, bui by less for good A (primary products) whose demand is less
income elastic, In the iflustrated example, the price of A relative to B would fall from
| to (8BS/115 =) 0.77 -- ciénﬂy a deterioratin in the terms of trade for primary
exporting countries. For that not to happen the slower growth in global demand for
 primary products would need 10 be matched by slower growthi in their global sufvply'

-



5

but then economies with rcium-a!y large mmu’ry sectors sull would be prowing

slower, in thut case because of slower output growsh.

An adduional reasen to find the relative price of primary products dechning could he
relatively faster grcswui i their supply, for cxiunple because of taster productivity
prowth in primary sectors In that case the lower price elasticity of demand for primary
products would contribute 0o As Figure | Hustrates, if the primary products supply
curve shifted from Sa, 1o not Say but Say', then the refative pace of primary products
vould have fallen from | to not 0.77 but (65/115 =) 0.57 ‘

Howeser, many people reject ag, of hand the possitlity of faster productivity growth
m primary production After ail, they say, why would labour be dafting from wimry
1o secondary and tertiary sectors if the former was experiencing faster productivity
growth? That ignores the distinction btﬁtwwn tota! and Jabour productivity growth,
'fmwevcr. It happens that agriculiural technolagies have proven 1o be very maleable,
becoming more labour saving as the relative price of labour rises (Hayami and Ruttan |
1985). So substituting land, other formns of capital, and other inpms for labour could
be a sufficient explanation for the dechne in agriculiure’s share of tuwploymem,
Heaving unanswered the question of which sector has the fustér total factor
productivity growth. ' ‘ g

Two recent empirical studies examine sectoral productivity growth rates for a large
number of industrial countries over the 1970s and 1980s (OECD 1995, Bernard and
 Jones 1996). Both find 2 much higher rate of TFP growth for @griéultlnrﬁ than for other
 sectors. Bernard and Jones ‘rcpori. an average TFP growth rate of 2.6 per cent for
agriculture compared with 1.2 per cent for industry, with only one of their sumple
OECD countries having TFP gm'wih higher for industry than agricullure. An even
more rcceﬁt study, by Martin and Mitra (1996), exumined new data for 4 mucﬂh lurger
and more diverse sample of countries (close 10 50, two-thirds of them developing) for
the quarter century from 1967 to 1992, They too found lgr‘icuimre'sf'rFP growih rate
around twice that for manufacturing, with the difference being larger for developing
couniries but minor for OECD countries. And nor has TFP growth in mining and
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mineral processing hm.n slow (see, ¢, the luvm:d Paper at this wnfercnce by
Tilton)

An unpoctant contributor o rapic productivity growth is the speed with which new
wchmlng:cs can be ported, adapted and adopied. The international dlsseminmion ;
process may be even faster i primary production than in manufacturing. In mming
this 1 because multiational corporations are t&picnily needed (o successfully develop
large scale mmes, and they bring with them the fatest appropriate technology or
sometmes devakip it on sie (witness the innavative, capital-intensive operations of
some of the mulm»;mgm:.,s! activines in Papus New Guinen, for example). In agriculture
it Iwmwm’béczwxé of agroecological sinularities. A recent study by Byerlee and
Traxler 11990) found that ternatonal spillovers from: .m,ncultuml rcscarm are

pervasive, aud consids rably greater than pwvmuxl) pen.ewed

Even f evidence on relatively rapud - productivity  growth in primury sectors is
aceepted, many people sull reject the idea that primary production can contribute
wmnm'm} to long-run economic growth for another reason, namely, the finiteness of
the natural resource base on which that production depends. There is only so much
fand that zan be farmed or forested, nr water that can be fished, or fuels and minerals
that can be mined. Thus in terms of Figure |, proponents of this view would say that
in the tong run, even if productivity growth was faster in the primary sector, the '
| righmrd shift of Sa, would eventually lag that of Sm,[ |

But the evidence casts doubt on the validity of this view as well. Technological
developments continue to drive down the relutive economic impottance of patural
resources in pnm:~ry pmducnon Farm chemicals -- much maligned by some
conservationists - raise crop yields and thereby reduce the number of arable acres
nieeded to produce a tonne of grain. Intensive broiler, egg. and pig sheds and cattle -
~ feedlots ~- criticised by animal liberationists -- reduce enormously the amount of fand

that w:mld otherwme have to be trampled by cattle and sheep rather than cropped if all
our meat supplues had to be grass-fed. Huge technological strides are also now being

made that are changing mhmg from a crude humemnd-galhem activity to high-tech -
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P ; :
dcep»s«:uk operanons and fish fisrming (aguin ulture). Dripper and other new irmgation
technigues and more-sensible pricing pohcses are making ever-mure efficient use of
water in agnelture oo - And the technologies for mineral exploration, exploitanon
and processing cantinue 1o beconie mors: capu:ﬂ intersive also. Beckermin (1992)
notes, for example, that world sales of many minecals during the past 25 yenrs
exceeded known commercially recaverable reserves around 1970, yet woday's *known
reserves’ exceed those of 25 vears ago, despite the fict that the real poce of minerals

s treided downwards!

In short, priniary production no less than and pos-ibly even more than manufuctusing
and services 1y ‘bcmm:\ng ever-more intensive wn the use of capital and intermediate
inpits. This relative dechine in the importance of land, wmef and mineral resources in
primary pmduycmm s likely to continue 1o erodz the validity of the assertion lﬁul
wpply curve shifts cannnt contribute to the explananon for the decline in the terms of
trade for economics exporting natural resotrce-bused products. What remaims 10 be

“determined empincally 15 the extent to which the decline in the rea) price of pﬁmary
| products in international markets is due o the relutively slow growth in their demand
~ versus the relative speed of the outward shift in their supply curve.

If the declining terms of trade for resource-abundant countries ure due predominently
10 rapid supply growth in primary s&:cmrs. then there is the further empirical question
as 1o whether the consequent outpu: growth more or less than offsets the drop in the

relative priée of primary products in its impact on real income growth in mmcg.mh
versus resource-poor economies. Even if output growth does not fully compensate fos
the price decline, to what extent does the latter explain the lack-lusire growth
performance of resource-rich economics? My hunch is that it would explain at most
. only a small part, but tha is an empirical question still waiting to be answered,

More growth-inducing externalities in industry? |
Let me turn now io the assertion, beginning with Adam Smith and David Ricardo, that
there are more growth-inducing exteralities associated with manufacturing industries
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than primary production. Marshall (1890), .or example, suggested this was because
manufacturing was subject 1o increasing returns whereas primary production faced
decreasing returns  Hirschman  (1958)  stressed  the  greater contribution of
manufacturing via linkages. This idea was rejuvinated recemtly by Mmsuyama (1292)
usmg A two-secror madel m which manufacturing is characterized by learning-by-
domg, that is external 10 the firm but mieonal 1o the sector, an idea extended by Sachs
and Warner (1995b) for a *Dutch disease’ model with a third sector producing
nontradable services  But these are simply theoretical  possibilities yct{ to be
cmwmcmg!y demonstrated empirically, and in any case the Sachs and Warner point
begs the questton of why services imight not have learning-by-doing properties similar
to manufa cring. I the latter were the case, u cont uction of manufacturing following
a prnnarg sector boom teed not be growth-reducing a5 in the Matsuyama/Sachs and
Warner models, given that that hoom would also boost the demand for and hence
prdduchan of nontradables 1 addition to primary products.

Evmhinmpliionist barriers facing primary exports?

What of the third assertion, that natural msmtmcvé;nfndanl countries grow less rapidly

hecause their exmm face ever-higher pm‘wcn‘;ﬁ;ﬁf‘;’. barriers than do exporters of
nanpi'ittsnry products? If this were a true \dc:scriiptmn of the paitern of distortions o

world trade, it would simply be a contributor i the deteriorating terms of trade
mentioned above rather thun a separate factor But is it a true dcscriplimi of that

distortion pattern? Certmnly agricultural and coal protectionism in Western Europe

and Northcus; Asia has been rising for decudes, which gives Australians and New
- Zeulanders the feeling that their growth opportunities are thwarted. But resousce-poor,

newly industrializing developing countries also feel thwarted by OECD countries’

 restrictions to trade Vin‘such items us textiles, clothing, low-priced cars and steel; and

services trade in which many fo:saurcgépmr richer economies have a nbmpdmive

advantage also is sull highly protected.

‘Would the removal of all policy induced burriets to goods and services trade and
investment globally muke it easier or harder for resource-abundant economies to keep
pace with other economies? The agriculiural and coal protectionism mentioned above,
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for example, certuinly Jowers international prices for these products But the policies
of many developing countries depress their domeshic prices and exports of these sLme
primary products, keepng their international prices higher than they otherwise would
he And OPEC, 100, has indirectly supported imernational coal jrices.

i the case of food procducts, empriocal analysis by Tyers and Anderson (1992, Table
6.9 suggests the food pohieies of rich countries on imc:rn'xkuimml food prices have been
olfset almost exactly hy the oppesite policies of poorer couniries. And preliminary
empirical results suggest much the same could be true for conl (Anderson and
McKibbin 1997) Whether this would generahize if distoriions to all product markets
were removed simultancously 15 an emprrical question that global CGE models could
mn pnnmpim but t0 my knowledge have not, addressert. However, the abave examples
suggest thes is unlikely to be a major explanator of the relatively poor performance of

resource-fich econoniae N ure the trade policy reforms that are in prospect,

Jﬂlinx‘vmg the Urupuay Round and APEC free trde by 200()/202‘0 instiatives,
especially hikely to favour rymnurue»rwh rountoes. This 1s ganicul’arly so if the
promised MFA  reforms affecung textiles and clothing trade are only partly
implemented, as seems likely. The reason slaw MFA reform matiers is that it slows
the structural adjustment of resource-poor developing econommies such 8. Chima's
away fram primary production, which in turn slows the growth in their demand for
primary imponts from resource-nich economies ( Anderson et al. 19§7)u

‘Above-average distortions at home? |

A founth possible explanation for the slow growth of resonree-rich economies is that
they have been more distum:d’ﬂimr other economies. Thes hypm‘hem ts suggested not
just by the new growth theories but by virwally all the empirical evidence which
~ shows tat economies that are less open 1o trade, investment und technology inﬂoWs
grow slower, and conversely that those economies that reform most in multilatersl
trude liberalizations gain the most.

it 15 true that resource-abundant countries pﬁnm their manufacturers more than other
~ countries at similar stages of development. Australia and New Zealand are clussic
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examples, not o mention fow-income countries of Africu and Latin America which
tend alsor o T umports of foreign direct investiment and sdiscourage, through poorly

entorced mtellectual property nghts, the importation of iew technoiagies,

One migh( counter hy pornting out that land-scarce economies such as i Western
l‘um[‘m and Nmﬂwa«»t Asia s are highly pmlmlmmsh albiet of their farmers and
coal miners ruther than their manugacturers? There is a difference between the
protectionist stances of that group of countries and at least the rich resource-abundant
countrses though' the former are protecung  very small and declining portion of the
tradables part of their economies, whereas Australia and New Zealand have been k
protecting the. bulk of tradables production, namely manufactuing, and so have
harmied their economies more. And resource-aburdant developing countries that have
heavily discriminate against their primary sectors with industrial protection and
overvajued exchange rates certiinly harmed the vast bulk of their tradables sectors
00." Thus to this econamist af least, it weu:m*;klikcly that it is their own d‘iswriim‘mry
policies that are the major reason resource-rich 4*mnmmes have grown relatively
xlowly

If this is true, then the Fact that Australia and New Zealand along with many other
{particularly South American) resource-rich- developing countries are at Jast
liberalizing and opening their economies bodes well for their futures, Whether they
liberalize sufficiently rapidly to match the growth rates of the rest of the world's
economies, however, is a moot point and only time will tell. One encouraging bit of
information is the growth record of the past decade which shows Australia and New
Zealand to be doing much betier than the OECDV average. That picce of x:asnni“
empirical cVidence is ot least not inconsistent with the hypothesis that past
distortionary domestic policies rather than such things as the lerms'wof trade or the
nature of production are to blame for slow growth in resnurce-rich economies,

! Funmnwm the nuhw:nl ctwuny is-such that if the mmmmmwt these countries are inelined 10
fuvour the rog-pritoary secias with respect «. price and trade pobcm. they are also likely o
umlcrmve..q in such mmg% as public agricultural msemh



How will environmental concerns alter growth prospects for resource-rich

eeonomies?

With economie growth comes increasing demands for all normal goods ad services,
mcduding a cleaner environment throadly defined 1o include wafer food aind freedom
from exotic pests and dieases) Governments are thus asked (o impose tougher

enviromental standiards s incomes nse

When s v done, each industry's  producers often think  they are losing
competitiveness because of more stnngent standards. they must meet over time.

However, this is true only relative to 4 atustion that excluded them but only them

=i nmﬁmughw' repulations. Typically, cost-rmsing standards will be nisiog in

Cnumerous industnies simultaneousty, both W home and abroad, so it s not

inconcaivable that an mdustry's international competitiveness could improve even

though its costs are nsing due to tougher regulations.

I these enviranmental regulations optimally overcome environmentat sxteenalities (an

~important assumption to which 1 return belowl, they can be thought of as just another

determinant of compatative :mwm:igt:. In that cause, ‘ryupirily growing economies might
bie ﬁ}ipﬁél&d o lose comparative advantage 1o slower-growing cconomies in those
industries producing tradubles whose production cosls rise most because of tougher
environmental standardsfregulations, other things tq’um. i |

Environmental standards are not likely to rise at the same rate even in equully mpully
growing economics though. Ruther, the severity of ﬁnwmnmcmul rc:gutauom, tends 10
be positively correlatest with popuiation density, with the degree of urbanization, and
(possibly increasingly for middle-income economies bu then decreasingly) with the
level of per capita income.® For example, mining on the edge of a city or popular
resort arca is likely to be subject to stricter regulations than mining ‘in remote,

unpopulated arcas; and farm chemicals are likely 1o be subject to stricier

cnvimn‘mcmal laxes in xmixugs where farms ate close to urban areds of whm

: Pm mnpimnl wxnﬁcnﬁnn of -the fast of these mm:lalium espemlly, see Grossman and Krueger
(1995) and the re(unams herein.
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chemicals age used exceptionaily heavily. This might lead us to expect resource-rich
A .

economies on average o have relatively lower environmental standards, and to have

to raise fewer of those standards or raise them less as incomes grow, than resource-

poar, densely populated ceonemies with the sume per capita income und growth rate,

Funhermurm lightly populated resource rich econormes such as Ausm\lin are highly
urbanised with a i:\r‘ge‘ nontiadables sector, for the reasons we have become familiac
with from booming sector theory (Gregory 1974, Corden 5984). Their concentration
¢f non-primaiy aclivities in just a few large cities means their stricter envireamental
standards are likely to apply more to the urban-based industrial sector than to more-

“remotely located primary production.

One might be tempied to conclude ‘fol')m"(hﬁbt.’t quick thoughis that the g’rcehing of
world politics will tend if anythirg to strengthien the income-earning opjiortuni(ics of
resource-rich eco}iimﬁcs and particularly taeir primary sectors. However, an important
assumption has been ;|~adade: above, It s that the environmental policies being
progressively introduced are optimal, that is, in the sense of equating at the mergin
social rather than private heu{efits and costs o each activity, Yet we know from
experience that environmental paiicies arz typically far from optimal, Sometimes
(always, green groups would claim) governments dslay or neglect to respond

“adequately to community prchures 19 raise standards. And often when they do

~ respond, excessive and/or blunt policy instruments are used whose f;:c{‘onomic’ cosi Far

outweighs any reasorable valuation of the environmental benefits. Expl:nini‘n?g these
policy choices in terms of the economics of politics is ar area ripe for research but
beyond the scope of this paper.” But to begin 1o illustrate the complexity of evaloating
how the greening of politics will affect resouce-ubundunt and other economics, it is
helpful to examine some of the issues involved. For the sake of brevity, attention is
confined 1o just three. They are the greening of prolectionism, harmonization to
internationual standards, and quarantine issues. |

The greening of politics and protectionism

* * - - -

' Eurly political ecanomy studies that Imu# on what impaut the greening of politics would do w trade
policies Lan be found in Anderson and Blackhurst (1992, Chs. 10 and 1),
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An important consequence of declines in traditional barriers to international trade and
mvestment (transport and communication costs, trade  and FDI policies) is that
domestic assistance policies are replacing assistance previously pravided via b(i,rs;lcr,
méuaures. And with environmentihsm beng politically correct, assistance in g'rcen
gath has a reasonable chance of not being challenged. Hence it is not surprising that
“thete are already European Union Council Regulations (e.g., No. 2078/92) allowing
certain environmental subsidies to agriculture, including subsidies 1o reduce the use of
fertiliser and plint health products, to promote environmentally-sound production
methods, to encourage extensive agricultursl techigues, to mamtain practices that are
‘fready compatible with the environment, and to assist organic farming. These ‘Green
Box" mé'wurcs are Jikely to become more substantial over time, snbctitutihg
somewhat for traditional protectiomsm. Hence monuoring thewr rise may be just as

IMpOTtt as mommrmg, the promised dechines in border protection.

A‘:mther tonsequéhcc of international economic integration 1s that taterest groups ure
beginning 1o focus on other causes of conyj arative  cost difl‘ercnées, including
domestic environmental and techinical product or production process standards al
- home compared with abroud. The motivation comes not just from a desire to reduce
administrative and conformance costs of meeting agreed international standards, and
~ to counter the grcmér risk of exotic pe;éls and diseases being spread. It also results in

the absence of harmonized standards from concerns in high-standard countries that

costs of production for some of their industrics are hlgher than in countries with low;:r, ,
, .s(andurds, causmg them to be Jess competitive.

| This generates two sets of prcssurcs in high-standard countries. At the domestic level,
'disadvantaged industries seck a lowering of standards and/or proiection from impbrﬁls
from low-standard countries. The promoters of high standards tend to support the call
for import protection, since that can both reduce the opposition by local firms to
higher standards at home and increase the inceaive for foreign firms and their
governments to adopt higher standards abroad, However, because such uses of trade
policy ate both discriminatory and protectionist, lhey contravene: GATT rules snd
thereby erode the global trading system. Fortunately the ﬁrsl‘cascybf this type to come
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betore a GATT dispute settlement panel (the infamous US-Mexico !umlldnlphin‘
case)” ruled against the use of ‘mport restrictions, but other cases are bound to arise,
Countrie ke Austeaiia with a vested interest in maintaining a strong rules-based
nml&‘ui‘mcmlfl:mdmg; system need to both argue against this abuse of trade palicyk abroad

and not sin at home (see the quarantine setion below).

International harmonization of standards

The other set of pursuasive pressures generated by high-standard countrres is at the

wternational level, namely for the establishment or rusing of minimum international
envitonmental standards For the reasons mentioned above, what may seem desirable
standtds by one country mity be seen as excessive by others, patticularly countries
relatively abundant i natural resources. Hence the latter have a strong interest in

ensuring the former do not impose unreasonably high standards

To help eaim this process, the Uruguay Round produced at Agreement on the

Apphcation of Sanitary and Pnytosanitary Measures to protect human, animal or plant

ife or health. Members have « right to take such measures, provided they are not
inconsistent with the agreement which wcludes not being unduly trade-restrictive, The
SPS  Agreement adopted already agreed international  standards  (the  Codex
Alimentarius Commission for food safety, the International Office of Epizootics for
animal health, and the International Plant Protection Convention for plant health -- see
the Mairn Report 1996, Appendix C for details). It establishes cleur and detailed rights
. and ohligntions for environmental health and food safety issues, as well as mcaSures

1o prevent the spread of pests or diseases among animals and plants. It outlines

procedure, for product inspection, treutment and processing, risk assessment and

! When ammal welfare groups succeeded in getting US legislation (o ban. the use hy American
fisher.en of dofphin-uniricadly ners 1o catch tuna in the Northeast Pacific, Mexican tuna imports
gapanded rapidly 50 those groups sought, successfully, 10-get a ban on tuna iniports as well, The impornt
tan was an extraordinanily heavy handed scoon, paniculaly since only a subset ol US consumers care
greatly ahout how tuna are caught. Once the GATT ruled that the import ban infring:d on Mexico's
fegnl trade rights, aliernative solutions were sought. Eventually the import ban was dropped and
“dofphin:friendly” fabeltivig of cans was inicdduced. US Consumers could then chouse whether to puy
extris foe cons 5o labelled, und Mexican fishing fleets could choose whether 1 incur the exirs costs ol
“production am) compliance in order to sell centified cans at the higher price. Had the GATT dispute

 setileiment provess ruled mbierwise it woukl have spened” up the possibility of a Nood of uses of trade
impediments 1o unilaterally impuse the siandsrds of one nation (or more usually of one group within 2
nation) un other nations. Inevilably this would fead 1o an escallation of irade disputes.
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allowable maximu levels cf pesticide residues ‘and certain food additives. WTO
members may establish measures which result in a higher levels of protection than the
rclc’ifnm kimcmmimial standards only with appropriate scientific justification. This
allows govermments to challenge, via the WTO's Dispute Sctlement Body, another
countey's food safety .m.mmm hased on evidence showing the measure in not
ju.xﬁl’icd Canada, for mstance 15 currently challenging Austratia's justification for
sanitary measures banning salmon imponts. Another important case the: is currently
before the WTO has to do with the European Union banning the import of beef
produced with the use of growth hormones The EU clwms the ban applies 1o
domestic producers and so does not contravene the national trestment pmvisimmf the
GATT, wherens the US ntgues that the hormones are not harmful 1o huimans and
hence the EU standard 1s excessive and Tabelling should be sufficient protection for
consumers For the first time the WTO will be calling on scientific experts (including

an Australiza) 10 help resolve this case.

Quarantine issues ; ,
Ta conclude, let me e (o the 1ssue of quarantine, which is currently under the
spotlight m Australia with the recent release of the Nairn Report (1996). Under
previous GATT agrecmems, # country's import restrictions (o protect humam. health
and plant life were difficult 1 challenge. The new rules under the SPS Agreement
require a country’s sanitary and phytosanitary measures to be based on “sqiemiﬁc
principles and not maintained without sufficient scientific evidence”, This i Iikdy to
help those agricultural exporters who have been facing unduly restrictive barriers in
potential export markets abroad, while reducing returns to those pmdnccrs who have
enjoyed - protection ftom import bans on_ quarantine grounds ‘that cannot be
scientifically justified. In the fatter cases, removal of unjusﬁfied_r import barriers would
hoost domestic consumer welfare by more than it would harm domestic producer
welfare, as well as boost producer welfare abroad of course (the usual gains from
trade liberalizot:on). From Australia's perspective, getting ‘ridi of ou own excessive
quarantine restrictions would also make it easier for us to argue with other
governments and in international fora for similar reforms abroad, With environmental
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groups becoming inereasingly active in pushing for more and more such restrictions,

now is the time to take a hard look at this issue,

1 was not surprised but was nonetheless a liwle disappointed thas the Naien Report did
not give more emphasis to the role econoimes can play in the aimnlys?s of quarantine
issues. Risk assessment based on empirical evidence is being demanded increasingly.
in domestic policy debates and for the resolution of international disputes. The Nairn

Report correctly stresses the role model Australia could play in developing state-of-
the-art quantitative risk :u.sc,sxm«:m proc}cdukcs But 1f those procedures do not include

all the relevant economic effects, inappropriate standards will result, The likely bias is

a onservative one, since the main losers from excessive quarantine restrictions are. --

as with tradsonal protectomsm -- domestic consumers and exporters at home and

overseas suppliers of the allegcdly offensive product, all of whom are typically less

influential than the industry group lobbying for the barrier. The building in of

ap‘p“’o‘primc economic analysis in our risk assessment procedures can help to correct

that imbalance, to the benefit of Australia’s consumers and exporters, The latter would

be helped by less-excessive quarantine restrictions potentially in two ways: via the

general equilibrium efft:éts of reduced protectionism at home, and via the export to

other countries and such nstitutions as WTO's Dispute Seitlement Body of a more-

complete nisk assessment procedure that ultimately would lead to less-excessive

quarantine restrictions to ourkcxport markets abroad.

Indeed, economic analysis at the outset might even eliminate the need for u‘lcchnical
risk assessment, for it might shew that :mdar fio circumstances would quarantine
restrictions be justified. Let me illustrate with a simple (but | hope not too simple-
minded) exaniple. Suppeic, as with bananas and chicken, Australia bans imports
because it does not want to introduce discases that could raise domestic costs of
production. What are the net bemefius,of that policy, and how do ,lhgy comypm with
less extreme policies? The most liberal altzrative is to have no import restriciion. (A
less-extreme policy would be to tax imports and use the tax revenue to subsidize
producers to help them cover the now-higher cost of disease prevention.)

w - ~ L. e S
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The clim of switchinp i’mn. a complete import ban 1o free trade 1s s‘mwn in Figore 2.
With an import ban 8 and D are the domestic supply and demand curves and P s the

~domestic price under autarcky Economic welfare from “having this industry under

. these eondiions 15 the sum of mc consumer :md pmduccr welfare !rmnges, abd plus

chd

Suppose the prace ar the country’s border 1 Pw, and that crlimihnlvhg the tmpont ban
‘nsks introducing & disease that raises expected costs of production in this indumry
tbut had no other adverse effectst such that the supply curve intersects the vertical axis
at a point above ¢ (not shownt. The local industry would disappear while consumers
wauld benefit fram the price fall. National economic welfare would éhanga 1o age,
which may be vfndrc: or fess than before the ymport ban was lified depending on
whether trian gle ¢fe 1s smaller than or exceeds fgh “Thus even i this most extreme of
tases, where diseise prevention costs deeimate the industry, it would he sounder to go

1o frec trade than maintain the ban (that is, when ofe is smaller than fgh).

This conclusion, which requires na technical discase risk assessment at all, would he

~ more likely the more elastic is S and the Iaigcr the gap between P and Pw. It happens

that for many small industries such as chickens or bananas, the domestic supply curve

is fairly elastic, because the resources used in producing its product could readily be

- used in other industries. And in the cases of both chicken and bananas, ‘«"!4mesiic
prices are up to twice those observed in the United States, suggestihg the gap between

- Pand Pw is large for them. In short, do we need to protect these industries?

Wh.u about partial hbemhzanom, as with the pmpo's:d ympomuon into Au«ralu of |
cooked chicken meat? Here again economics has au important part to play in
assessing the net benefits of then continuing the ban on other chicken products. Even
~if that partial liberalization introduces n diseases and so does not alter domestic
production costs, re-assessment of the remaining restrictions is necessary. This is
because cooked chicken imports would shift the demand curve for domestically
produced chicken to the left, thereby reducing the producer welfare contribution of the
local industry, That shift makes it more likely that a policy of unrestricted imports pf
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all chicken mieat is desirable economically - even when there is no change in the risks
of disease importation. The reason is that there is now a higher chance of ¢fe being
smaller than fgb in Frgure 2.

Conclusions

{to be added later]
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~ Figure 1: Changes in supply and demand for primasy and non-primary products in a growing céonomy
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- Frgure 20 Effects of altermg suarantine import restrictions
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