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EXECUTIVE SUMMARY

■■ With■the■United■States■(US)■and■Australia■both■facing■the■challanges■and■opportunities■of■the■
“Asian■Century,”■comprehensive■action■must■be■taken■to■sustain■mutual■long-term■prosperity.

■■ To■achieve■this■goal,■and■based■on■the■contribution■of■Alliance■21■expert■particpants,■several■
policy■recommendations■have■been■provided.■This■includes■the■encouragement■■of■infrastructure■
investment■■in■both■the■US■and■Australia■as■well■as■the■need■for■stable■energy■policy.

■■ Though■major■undertakings■like■the■Trans-Pacific■Partnership■will■have■conisderable■bearing■on■
the■success■of■this■mutual■goal■of■the■US■and■Australia,■care■must■be■taken■to■also■consider■the■
disruptive■potential■of■other■events■such■as■the■impact■of■3-D■printing.

Together, the United States (US) and Australia are confronting the challenges presented by the “Asian Century.” 
To ensure these challenges become opportunities for long-term growth, development and  prosperity, both the 
US and Australia must consider sustained and appropriate measures. 

With this goal in mind, and based on the contributions of the expert participants of the Alliance 21 trade and 
investment theme, eight actionable recommendations have been provided: The need for Washington to focus 
on the Trans-Pacific Partnership (TPP) negotiation and ratification; the need for market access to be seriously 
considered during TPP negotiations; the need for US trade policy to adapt to new realities in the global economy; 
active efforts in the US and Australia to prevent domestic policy from hindering trade at-large; the need for both 
the US and Australian government to invest in infrastructure; the requirement for the Australian government 
to produce and maintain stable energy policy and; the need to intensify regional dialogue to build a robust and 
comprehensive regional economic framework. 

Cover image: “LCL FTL same price” by Neil Kramer, licensed under CC BY 2.0.

The Alliance 21 Program receives funding support from the following partners. Research conclusions are derived 
independently and authors represent their own view, rather than an institutional one of the United States Studies Centre.
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The United States has embarked on a strategic “pivot” toward the Asia-Pacific 
and made clear that it intends to remain a major player in Asian affairs. As partners 
within the Asia-Pacific Economic Cooperation (APEC) framework, Canberra and 
Washington are working together toward the assumed shared objective of creating 
frameworks in the Asia-Pacific that would be trans-Pacific in nature and ensure 
North American and Australian participation in what some Asian policy-makers 
evidently prefer to see as an East Asian economic growth centre (for East Asians).

Australian and American economic interests are similar but by no means the same 
in the region. Around eighty percent of Australian merchandise exports is now 
destined for Asian markets, with almost a third of all Australian exports headed for 
China alone. China is also the most important source of Australian imports – nearly 
all in the form of manufactured goods. The predominance of China as a bilateral 
partner has some observers wondering whether Australia is putting too many of 
its “eggs in one basket”.

Asian markets are statistically attractive, but nearly 70 percent of Australian exports 
are low value-added primary products, with two-thirds of those exports accounted 
for by mining. Within Australia, some commentators suspect that the economy 
may have caught the “Dutch disease”. The focus on mining and energy exports in 
the country’s international trade has exacerbated adjustment pressures on other 
parts of the national economy.

Concern about the continued viability of manufacturing in Australia has been 
heightened by Ford’s announcement that it will cease production in the country, 
bringing the entire automotive sector closer to the tipping point. Trade and 
investment go hand-in-hand and it would be natural to assume that this growing 
Australia – Asia trading relationship is matched by reciprocal flows of foreign direct 

investment (FDI). But the trade predominance of China (& Asia more generally) 
in the Australian economy does not carry over to investment, where about a half 
of the stock of FDI in Australia is accounted for by the USA, UK and Japan and 
where Australian outward FDI is accounted for mainly by investments in the United 
States, UK and New Zealand.

Some believe that Australian policy may have been too cautious with respect 
to investment from China. With the effort to negotiate a comprehensive FTA in 
doubt, a bilateral investment treaty would be less ambitious, but could allow both 
countries to be clear on the rules for investing in each other’s markets. China is 
currently negotiating an investment agreement with the United States. An Australia 
– China investment treaty would be likely to markedly reduce concerns for Chinese 
investors who often comment negatively about the difficulties of over-regulation 
in Australia.

For the United States, East Asia and the Asia-Pacific region more generally also 
have grown in relative economic importance over recent years – but not in the 
same way as for Australia. China takes only about 7 percent of American exports 
and – notwithstanding the sabre-rattling in the American Congress over the 
bilateral trade deficit – only about a fifth of American imports originate in China 
(and much less if measured under the new WTO/OECD value-added approach to 
trade statistics).

The United States is both the largest outward investor and the world’s largest 
recipient of foreign direct investment but about 85 percent of the total flows into 
the USA come from eight countries (six European, Canada and only one Asian - 
Japan). By year-end 2010, over one-third of the stock of Australian FDI was in the 
USA (AUD$ 410 billion) and the United States is by far the largest foreign investor 

The authors of this 2012 Australian white paper believe we find ourselves in the “Asian Century” 
and have put forward strategies and pathways on how Australia might more closely link its future 
growth and development to the most dynamic region of the 21st Century global economy.
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in the Australian market (AUD$ 550 billion – or 28 percent of total FDI).

So, in very simple terms, the Asia-Pacific region is important for both Australia and 
the United States, but from an economic standpoint, considerably more significant 
for Australia than for the USA. One of our contributors to this project, Mark Beeson, 
is not alone when he argues that the apparent overwhelming interests Australia 
has in Asia argue for an Australian foreign policy that is more independent of that 
followed by its strategic ally, the United States.

A recent poll of Australians reveled that more placed a higher value on the relationship 
with the United States (48 percent) than China (37 percent), but most significantly, 
87 percent of those polled believe it is possible to have good relations with both 
the United States and China. Both sides of politics in Australia have rejected the 
idea that Australia needs to choose between the United States and China – instead 
supporting the concept of rapprochement between the two great powers.

With that brief background, this contribution to the Alliance 21 project assumes 
that Australia and the United States have a shared interest in promoting continued 
regional prosperity in the Asia-Pacific and that both view regional prosperity and 
poverty reduction as important elements in securing economic growth opportunities 
for themselves, as well as building greater regional political and military security.

Although discrete Australian and American economic and trade interests 
necessarily diverge, both countries’ governments and businesses seem to realize 
that in a multi-polar world where the influence of countries like China and India is 
on the ascendency, their own future role in the region will depend on the greater 
integration of these economies into the existing and future regional architecture, 
together with confidence-building measures such as continued trade liberalization 
and greater openness.

As part of the Alliance 21 project, expert authors from Australia and the United 
States have made important contributions that help us to appreciate the trade and 
investment challenges and opportunities facing the United States and Australia in 
the Asia-Pacific region in the early years of the 21st Century.

These individual expert contributions, together with additional information and 
analysis, put us in a position where we can try to identify and focus on the most 
important of the challenges and opportunities and suggest actionable policy 
recommendations for coordinated or joint initiatives aimed at producing outcomes 
most beneficial for Australia and the United States over the next twenty years.

Where Do We Want to be in Two Decades’ Time?

These are turbulent times. The global economy is changing in many important ways 
and the change is rapid. There are clearly those who see the rise of China, India 
and Asia more generally as a threat to continued growth in America and Australia. 
They see a zero-sum game where increased economic production in, and exports 
from, Asia come at the expense 
of American and Australian 
workers. This view tends to 
be supported – and related 
concerns magnified - by 
traditional trade statistics that 
considerably distort the real 
economic situation in a world of 
global value chains (GVCs) and 
by the idea that a considerable 
proportion of a country’s middle 
class must earn its income from work in manufacturing.

Recent work by the Office of the U.S. Trade Representative (USTR) has shown 
how increased US trade with China, India and other countries has contributed to 
growing jobs in the United States. In 2011, for example, US exports totaled over US$ 
2.1 trillion and supported 10 million American jobs – with Asian trade contributing 
significantly to this picture.

One shared goal of American and Australian policy-makers must be to ensure that 
their future interaction with their Asia-Pacific neighbors does not result in a zero-
sum game where Chinese successes mean reverses for their own economies. 

For the United States. East Asia and 
the Asia-Pacific region more generally 
also have grown in relative economic 
importance over recent years - but not in 
the same way as for Australia
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If the engagement with Asia is handled intelligently, there is no reason why both 
sides of the equation should not benefit importantly through a “win-win” outcome.

Intelligent engagement implies adopting the right trade and investment policy 
stance globally and in the region. It means that the regional architecture and 
trade agreements have to be appropriate for the region and support positive 
developments on a global scale as well. It means that business must develop 
and maintain competitive postures based on innovation, productivity gains and 
participation in global value chains. And it means that American and Australian 
governments have to adopt policies at home – including policies relating to climate 
change mitigation and energy pricing - that make their national economies attractive 
places from which to do business as elements in the global value chain.

There are some very important upside opportunities in all of this. At the same time, 
there are many things that could go wrong.

The TPP and Regional Frameworks in the Asia-
Pacific

In his contribution to this project, Claude Barfield argues that American economic 
and trade goals in the Asia-Pacific are inextricably linked to broader diplomatic 
and security interests. In this connection, he sees the Trans- Pacific Partnership 
(TPP) negotiations as a crucial test for the United States and its allies at the central 
intersection of trade policy and diplomatic and security policy. This is – in my view 
- the correct view of the TPP.

Other contributors have also recognized the central importance of the TPP for the 
future of regional architecture and have highlighted the opportunities and challenges 
they identify with these negotiations. What comes through very clearly is that the 
TPP has the potential to be a very important positive influence in the region’s future 
development, but if the TPP negotiations are mismanaged the end-result could be 
just another trade agreement with little value-added that only adds to the “noodle 
bowl” of over-lapping trade agreements with confusing and different sets of rules 
and fails to facilitate business participation in GVCs.

Another consequence of a poorly concluded TPP is that such an agreement would 
not be seen as an attractive alternative or complement to the East- Asia-only 
approach championed by some countries. To be fully successful both economically 
and politically, the TPP must attract the participation of most East Asian countries, 
including the largest. It may take some time for China to adopt reforms that are 
seen by some as a prerequisite to the country’s membership but it is very much in 
the interest of both Australia and the United States to see China in the TPP – and 
sooner, rather than later.

Ann Capling and John Ravenhill calculate that by mid-2012, the countries negotiating 
the TPP (not including Canada, Mexico and Japan at that stage) were party to 113 
distinct preferential trade agreements (PTAs).

Preferential trade agreements (also referred to as “free trade agreements” (FTAs) 
or regional trade agreements (RTAs)) have exploded in numbers over the past 15 
years and no region of the world has been more active in pursuing such agreements 
than the Asia-Pacific.

From the standpoint of the Alliance 21 project, central importance must be assigned 
to the Australia-USA Free Trade Agreement (AUSFTA) as a cornerstone to the 
two countries’ participation in broader regional projects AUSFTA has seen the 
elimination of barriers to over 99 percent of bilateral non-agricultural trade and well 
over 90 percent of all bilateral merchandise trade in its initial implementation period 
and its adoption of the so-called negative list approach to services liberalization 
guaranteed free trade in all but a small list of “non-conforming measures” 
maintained by both sides.

The FTA also incorporates a large number of so-called “WTO-Plus” provisions 
addressed to investment, government procurement, product standards, quarantine 
measures, intellectual property rights protection and movement of people (in the 
form of recognition of professional services qualifications). It is also designed as 
a “living agreement” allowing Washington and Canberra to deal with new issues 
and problems as they arise and improve the agreement’s operation in other ways.
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Roger Farrell and Maryanne Kelton contributed to the Alliance 21 project’s 
appreciation of the significance of the AUSFTA and both made the point in their 
papers that what has happened in foreign direct investment is particularly notable. 
American investment into Australia doubled from 2006 to 2011 and Australia’s 
stock of FDI in the American market amounted to some AUD$ 93 billion in 2010 
(on a per capita basis far higher than USA investment in Australia, although the 
USA is the most important foreign investor in the Australian economy).

Bilateral trade in services is also very important in the Australian – American 
relationship, amounting to some AUD$ 15 billion plus in 2010/2011. While Australia 
typically runs a trade deficit with the United States in services (as well as a trade 
deficit in trade in goods), trade liberalization under the agreement has helped to 
fuel growth and economic expansion in both countries.

Significantly, a recent study by the Reserve Bank of Australia (RBA) found that 
the American market is more important for export demand than implied by 
conventional trade statistics. The value-added trade estimates for the period 2000 
to 2009 show North America accounting for 16.2 percent of Australia’s value-added 
exports compared to 10.6 percent of Australia’s gross exports using conventional 
trade statistics. The opposite is true for Australia’s trade with China, which takes 
just 12.9 percent of Australia’s exports on a value- added basis, compared to 15.9 
percent of gross exports.

There is considerably more domestic value-added content of Australia’s exports to 
America than its exports to China.

For Australia and the United States, it is clear that the negotiations aimed at 
producing the Trans-Pacific Partnership (TPP) will be built in large part on the 
foundations of the AUSFTA. TPP negotiators have been remarkably circumspect 
in terms of divulging details of the negotiations; however, some broad outlines of 
the negotiations can be deduced. We also have a pretty good feel for where the 
major problems are in the negotiations and what could be the most important 
roadblocks to success. Perhaps the most serious of these problems relates to 
Washington’s refusal to re-open market access negotiations in the TPP context 

with those countries with which it already has FTAs.

Claude Barfield suggests in his paper that the Korean-United States trade agreement 
(KORUS) might be seen as a proximate template for an eventual TPP outcome. But 
Barfield notes that the American negotiating agenda has advanced since KORUS 
and that Washington is pressing for obligations on a number of sensitive new areas 
(state-owned enterprises, regulatory coherence, data flows) while resisting re-
opened market access discussions with those seeking improvements on their FTA 
deals.

As a way of correcting Washington’s counter-productive approach, Barfield argues 
that Australia has an important middle power role in constraining and guiding the 
Americans in this TPP exercise. 
Already, this is happening in TPP 
talks with Australian initiatives to 
widen the coverage of the talks.

Trade Policy, TPP 
and Business 
Competitiveness

Any discussion of trade policy and trade agreements necessarily risks losing 
track of the commercial interests we are trying to facilitate in international trade. 
Business people are interested in trade agreements only to the extent that they 
reduce transaction costs and lead to more money in their pockets. Richard Baldwin 
argues that the cross-border flow of goods, investment, services, know-how and 
people associated with current international production networks (he says “supply 
chain trade” for short) has transformed the world economy. But the WTO and 
its 20th century rules have not kept pace. Baldwin takes the view that firms that 
engage in supply chain trade need two key assurances: that they can seamlessly 
connect factory operations and that they can safely do business abroad. He posits 
that the first involves things like removal of border barriers, excellent infrastructure 
services and assured business mobility, while the second involves a guarantee of 

Bilateral trade in services is also very 
important in the Australian - American 
relationship, amounting to some AUD$15 
billion plus in 2010/2011
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tangible and intangible property rights.

Baldwin writes that the politics of offshoring tend to be bilateral by their very 
nature. If Thailand wants Japanese factories, it signs with Tokyo. If Costa Rica 
wants U.S. factories, it signs with Washington. Since there are no factories on offer 
in Geneva, why discuss supply chains in the WTO? The long and the short of it is 
that Baldwin argues that the current multilateral system cannot handle the new 
realities of international trade and investment.

These new realities are instead being addressed in bilateral and regional trade 
agreements, threatening WTO’s centricity. If the TPP is done right, would American 
and Australian firms be in a position to take advantage of emerging business 
opportunities? Peter Gallagher thinks so. He believes that US and Australian 
firms benefit from proximity to customers and suppliers and flexibility to adapt to 
opportunities created by changes in demography and technology.

Gallagher does not believe Australia is afflicted by the Dutch disease and cites 
former Productivity Commission Chairman Gary Banks as pointing out that what is 
going on today is a normal and beneficial process of adjustment, with firms getting 
out of uncompetitive businesses and putting their capital into more productive 
efforts and technologies. Workers are moving up, as testified by the low level of 
unemployment and high growth in wages.

Gallagher argues that participation in global supply chain networks gives US and 
Australian firms a way to profit from growth in emerging markets and new options 
for building prosperity in both countries. With GVCs all about task unbundling 
and trade in value-added intermediates, Gallagher makes the point that any 
manufacturing firm that takes advantage of low-cost factor supply can be a global 
competitor, irrespective of where the supply chain starts and stops.

Additionally (in a point that is strongly supported by the WTO/OECD work on value-
added statistics), Gallagher says that knowledge intensive services have become 
a more valuable industry worldwide than knowledge intensive manufacturing. 
American firms are world leaders in these services, as are some Australian firms in 

selected sectors, such as mining, engineering and health services.

Joshua Meltzer’s contribution also touches on this theme and brings into play some 
of the political arguments that complicate the picture for policy-makers. He makes 
the point that many “green tech” equipment buyers need to purchase from highly 
skilled services providers and low-cost component makers. Firms operating in 
areas like solar energy production need to accept a global supply chain approach to 
supplying the renewable energy market.

Meltzer cites the importance of services in the 
wind energy business where the downstream end 
of operations is heavily driven by services, where 
American firms have a competitive advantage. 
But “green tech” manufacturers are no different 
than others seeking to be competitive in the global 
market place and they too look for low-cost factor 
supply in their operations. Part of the challenge 
for the United States and Australia is squaring the 
political focus on development of a “green tech” 
economy with jobs and manufacturing in least-cost 
economies.

Climate change mitigation policies and energy (and 
energy pricing) policies are without question policies that bear importantly on 
low-cost factor supply considerations as business seeks to put itself in the most 
advantageous locations for participation in GVCs. In this connection, the new energy 
boom in the United States is attracting manufacturing from around the world.

One example is Australia firm Incitec Pivot’s decision to invest in a new explosives/
fertilizer factory in Louisiana because of high energy prices in Australia. This decision 
also reflects on what some observers believe is a looming gas shortage in Australia 
and comparatively high cost of this input for local manufacturers.

So now we have a picture. From the standpoint of one who sees the modern world 

For Australia and the 
United States, it is clear 
that the negotaitions 
aimed at producing the 
Trans-Pacific Partnership 
(TPP) will be built in large 
part on the foundations of 
the AUSFTA
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Area of the Asia-Pacific (FTAAP) that would see the participation of all APEC 
economies in a “21st Century” agreement. As noted earlier, this is an important 
shared objective of both Australia and the United States that have important 
economic and diplomatic interests in not seeing the broader region linked up only 
by an East-Asia-only pact where China would be the dominant player.

An eventual TPP that did not attract the participation of China (and also Korea and 
Taiwan) would not represent real incremental economic value for Australia and 
the United States (or other countries involved in the negotiation) even with the 
membership of Japan. Other countries around the Pacific rim, in particular other 
Latin American countries (most of whom already have FTA with the USA) see 
value in a TPP only if it includes China and the other major North Asian economies. 
From an economic standpoint, China has to be “in”.

But we also want to see China in a TPP agreement because we want to see China’s 
future international economic behaviour governed by the TPP’s 21st Century rules.

A China on the outside of the TPP “tent” would likely see it focus on the ASEAN 
+ 6 Regional Comprehensive Economic Partnership (RCEP) initiative. This would 
be bad news not only from a geopolitical standpoint (leaving China linked only with 
Asia and the United States linked only with those economies where it already 
has strong political and economic links) but it would also be bad news in terms of 
China’s future governance.

If the TPP is supposed to be about real rules for the 21st Century, our expectation 
for RCEP (where the driving forces are India and China) is an agreement with few 
meaningful rules. Joanna Shelton makes the point that in the United States, the 
Obama administration has promoted the TPP as an agreement that will promote 
American exports to the rapidly growing Asia- Pacific region and give multinational 
firms a strong incentive to base their operations – and jobs – in the United States.

Shelton recognizes that a variety of factors, including rising costs, are leading 
American manufacturers to return production and employment from Asia to the 
United States. However, she sees little in the TPP that – by itself – will reverse the 

economy in terms of supply chain trade, Baldwin sees old-fashioned protectionism 
as “destructionism” in its impact on the competitiveness of firms in the “made 
in the world” market. Meltzer tells us that American (and we can suspect as 
well a number of Australian) services firms have a competitive advantage in the 
downstream operations of activities linked to cutting edge environmentally sound 
technologies.

Gallagher argues that American and Australian firms are in a good starting position 
where, if they are not frustrated by government policies, outsourced (through GVCs) 
manufacturing increases the proportion of value-added in the final product that is 
attributable to each of the processes that are not outsourced (design, production 
design and control, brand, logistics, etc.)

Will the TPP deliver on Promises?

If, after reflecting on the competitiveness-related arguments discussed above, we 
start by asking whether the TPP could deliver on promises made, we probably first 
need to ask, “What are those promises?” In separate contributions to this project 
looking at the TPP from American and Australian perspectives, Joanna Shelton and 
Ann Capling / John Ravenhill discuss both TPP potential and likely shortcomings (if 
the negotiations continue on their current course).

TPP proponents argue that this will be a high standards “21st Century” trade and 
investment agreement. This signals an agreement that produces a high quality 
outcome on traditional economic integration and market access issues affecting 
trade in goods and services. Equally, the agreement is meant to

tackle newer, mainly “behind the border”, issues such as coherence in regulatory 
approaches, updated intellectual property rights protection, labour and environmental 
protection and rules to govern the behavior of state-owned enterprises (SOEs). A 
successful agreement along these lines would facilitate member economies’ firms 
participation in GVC-based trade, enhancing their global competitive position.

The TPP is also promoted as an incrementalist pathway to an eventual Free Trade 
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a serious threat to the viability of the TPP and eventual FTAAP.

Japan’s announcement that it wants “in” on the TPP may be followed by Korea 
and possibly Thailand. Since China knows that – at a minimum – all APEC countries 
are eligible for TPP participation, these developments help to reduce the credibility 
of “China containment” arguments. The fact that it is in our interest to have China 
in the TPP has already been noted earlier. That said, it has to be recognized that, 
rather than being kept out of the TPP, China will likely be in a position to join in the 
new agreement only after it has undergone further economic reform. Josh Meltzer 
cites as TPP areas where China needs reform rules on data flows and transparency 
in addition to the behavior of SOEs.

The position taken by Washington that it will not renegotiate or improve existing 
bilateral market access agreements with those TPP participants with which it has 
existing FTAs is a serious threat to an eventual agreement. Not only does this 
stance irritate America’s negotiating partners (which, as noted earlier, are at the 
same time are being pressed by Washington to do more on non-access issues 
than they agreed to in their earlier FTAs) but it also creates a situation where the 
TPP will likely add considerably to the “noodle bowl” confusion of overlapping 
trade agreements. Instead of rationalizing an already complex situation, the TPP 
will make things worse.

The American approach to market access in the TPP will likely make difficult 
agreement by others on many of the behind-the-border questions that must be 
addressed if the agreement is to be a “21st Century” agreement, especially as the 
countries negotiating the agreement are at different stages of development and 
have quite different barriers to entry of goods and services (compare Vietnam to 
the United States or Australia).

On balance then, if – as argued by Barfield (and agreed by this author) – the TPP is 
a crucial test for the United States and its allies at the central intersection of trade 
policy and diplomatic and security policy, it looks as though there is a real chance 
that it could fail to deliver – with serious consequences for both the United States 
and Australia. Much of the blame would rest with Washington.

growing reliance of these firms on highly mobile non-equity modes of investment 
and global value chains based heavily in China and wider Asia. Rather the TPP 
will likely reinforce this trend. In this regard, her conclusions dovetail with those of 
Gallagher and Meltzer who argue (respectively) that firms must have unfettered 
access to low-cost factors to be competitive and that there are sizeable gains to be 
had for high-skilled American services providers in such an environment.

However, looking specifically at manufacturing, the focus of so much political 
attention and concern, Shelton does not see the TPP restoring U.S. jobs lost in 
that sector over the past decade or more. If the Obama administration hopes to 
meet its stated goal of encouraging companies to retain their operations – and 
jobs – in the United States and not relocating to ensure they can stay competitive, 
then the Administration and Congress should take action on a number of structural 
impediments to investment and job creation in the country.

The view of Capling and Ravenhill is that for Australia, the TPP is not so much about 
gaining new levels of market access but rather about the design of new regional 
architecture that would provide a viable pathway towards “multilateralizing” the 
plethora of trade agreements that have proliferated in the region over the past 
decade. The project’s three contributors on TPP are in general agreement on the 
main points where the negotiations seem destined to produce both sub-optimal 
results and an agreement that fails to deliver on the promises made. The first major 
problem relates to likely country coverage in this TPP. Without the participation 
of China, Korea, Hong Kong, Taiwan or Thailand, the TPP will not come close 
to achieving the degree of Asia-Pacific integration that would maximize the 
agreement’s economic benefits and minimize the potential for competing regional 
blocs. The impending addition of Japan eases these concerns somewhat but still 
leaves other Asian economies on the outside.

Another important aspect of this limited participation is that the TPP is already 
becoming hostage to perceptions that it is part of an American foreign policy 
strategy designed to encircle or “contain” China. From an Australian standpoint, 
Mark Beeson and some others worry that this approach to the TPP forces Canberra 
to choose between its strategic ally and its economic future. Such perceptions are 
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Other Factors Bearing on the USA and Australia in 
the Region

As important as the TPP is, there are a number of other factors that will have a 
significant impact on the situation of the United States and Australia in the Asia-
Pacific between now and 2030. Some of the most important of these relate 
to: potential distractions from regional priorities; advances in manufacturing 
technology; and, domestic policies impacting competitiveness.

The Distraction of the US-EU FTA Negotiations

In an article separate from the Alliance 21 exercise, Claude Barfield writes that 
fashioning a balanced agreement that can be defended domestically by all 11+ TPP 
nations will be an enormous task, both substantively and politically.

If the United States persists in agreeing with the EU that a trans- Atlantic deal can 
be done in two years, deeply-rooted economic and social disagreements between 
the two sides will doom the exercise to failure. More seriously, the distraction of 
the possibly intractable negotiations with the EU is likely to badly undercut the 
Obama administration’s ability to bring the TPP to a successful conclusion over the 
next year.

The Next Revolution in Manufacturing: 3-D Printing

So-called “3-D printing” or “additive manufacturing” may change the way in which 
we see manufacturing in just a few years and has the potential to reverse the trend 
toward offshored production. An extensive article in the April 21, 2012 edition of 
the Economist explores the possibilities of additive manufacturing in some detail. 
To cut a long story short, this technological revolution in manufacturing techniques 
seems to herald the day when low factor costs like cheap labour no longer play 
an important role in a company’s competitive position. Much more important will 
be access to, and appropriate (skilled) use of new digital-based manufacturing 
techniques. In such a world, proximity to customers is likely to be more important 
than proximity to low-cost assembly operations. These technologies make it 

even more likely that two decades from now, American and Australian-based 
manufacturing firms will be every bit as competitive as their Chinese counterparts.

American Domestic Policy Concerns

Peter Gallagher argues that the governance of the economy within which a firm 
operates determines the economy-wide conditions of commercial success that 
include a transparent, predictable and competitively neutral regulatory environment 
and unimpeded access to customers. Joanna Shelton cites a number of structural 
challenges facing the United States where continued inaction would further erode 
the competitive position of the United States in the Asia-Pacific and elsewhere.

Australian Domestic Policy Concerns

There is no doubt that the mining boom in Australia has exacerbated adjustment 
pressures on other sectors of the economy even if one does not accept the “Dutch 
disease” argument. The RBA’s analysis is that every resources boom in Australia 
since the 1890’s has been net positive for growth and economic development 
– but had a big inflationary downside. The distinctive difference this time is that 
we no longer have a fixed nominal exchange rate so the appreciation of the real 
exchange rate due to the massive inflows of FDI (maybe as much as 5.5 percent 
of GDP in the last quarter of 2012!) has been allowed to happen without inflation 
taking off. The persistently high value of the dollar is really hurting many in the 
business community and policy-makers in Canberra need to work with the business 
community to consider future adjustment policies.

A second problem relates to the fact that the failure of the Mineral Resources Rent 
Tax (MRRT) to raise any real money means that funding for an adjustment strategy 
is not there.

Finally, a third, and not entirely unrelated concern, relates to the fact that Australia 
is a major and growing producer of energy – but it is a country with no discernable 
national energy policy. With different policies, switching domestic users to 
potentially cheap natural gas would help boost business competitiveness and 
mitigate climate change.
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Policy Recommendations

The point of this Alliance 21 project is to consider and put forward actionable policy 
recommendations that could be acted on by Australia and the United States in a 
joint or coordinated fashion with a view to enhancing both countries’ situation in 
the Asia-Pacific region over the next two decades. Against this background, policy 
recommendations include:

1.■Washington■Should■Focus■on■TPP:■It’s■Important

American policymakers should be strongly cautioned not to be distracted away 
from the crucially important TPP exercise by what is certain to be a difficult and 
largely intractable negotiation of an FTA with the EU. The TPP is emblematic of the 
pivot to Asia and critical to both Australia and the United States in their shared quest 
to develop a better regional architecture. At the same time, the promised economic 
gains from a successful TPP are likely to be far more impressive than a deal with 
today’s depressed Europe. Washington may need pressure from Canberra to keep 
its eye on the TPP.

2.■TPP■Market■Access■Negotiations

Australia should take the lead in pressing the United States to change its 
approach to market access negotiations in the TPP so that the TPP can be 
used to rationalize existing FTAs and RTAs in the Asia-Pacific region. Without 
American movement on additional market access in sectors protected in 
previous FTAs and without a single common market access and rule of 
origin schedule applicable to all countries within the TPP club, TPP cannot 
realistically be considered as a “21st Century” agreement and will only 
exacerbate existing “noodle bowl” confusion in the region (a problem that 
will be further compounded as new economies sign up to the TPP).

3.■America■Must■Embrace■21st■Century■Realities■in■Trade

American trade policy must be re-engineered to take account of the changing 
realities of the global economy where success depends on integration with 

GVCs and where protected but uncompetitive sectors like sugar, textiles 
and clothing cannot be allowed to call the political shots to the detriment 
of a good, modern trade agreement. A new trade policy also needs to 
take account of technological developments (3-D printing) and abandon 
policy based on “gross” trade patterns in favor of “value-added trade”.

4.■US■Domestic■Policies■Enable■or■Cripple■Trade■Policy

American policy-makers should pursue a range of policies aimed at 
ensuring the longer term health of the American economy – a necessary 
prerequisite for beneficial American participation in the Asia-Pacific region. 
Policy responses to structural challenges include: measures to lower 
fiscal deficits and government debt; investment in infrastructure; and, 
improving education in science, technology, engineering and math.

5.■Government■Needs■to■Help,■not■Retard,■Adjustment■in■Australia

Australian policy needs to take account of the country’s current overdependence 
on resource wealth and increasing reliance on a single country to absorb 
its (low value-added) commodity exports. Australia needs to consider the 
totality of its economic policies when attempting to create the conditions 
for a more diversified economy. Available resources cannot be wasted 
propping up old industries that are arguably on their way out no matter 
how much subsidy they attract. Current and future Australian Government 
budget deficits suggest that funds may not be available to help with needed 
structural adjustment in areas that deserve support. In this connection, the 
MRRT might be revisited to see if it can be redesigned so as to produce 
more revenue without discouraging investment in the mining sector.

6.■As■with■the■US,■Australia■Needs■to■Invest■in■Infrastructure

But the investment must be handled wisely so as to avoid dumping huge 
amounts onto projects of questionable merit. Australia also needs to work 
at improving education in science, technology, engineering and math. There 
may be scope for further bilateral cooperation with the United States in these 
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areas. Already there are many areas of cooperative activity bearing on future 
infrastructure, such as in space activities and private business activity like GE’s 
research and commercial applications in clean water and energy in Australia.

7.■Australia■Needs■an■Energy■Policy■for■Business

In the United States, cheap natural gas – primarily from coal seam gas 
resources – is helping to transform and reinvigorate the economy, both by 
lowering prices of energy and providing cleaner sources of energy (mitigating 
climate change problems). Australia seems intent on exporting as much 
natural gas as it can produce while neglecting the possible switch to gas 
(away from coal) domestically. Australia needs an energy policy that allows 
the country and the national economy to benefit from potentially cheaper and 
cleaner natural gas resources. Introduction of policies along these lines would 
doubtless enhance the (non-resource) economy’s global competitiveness 
and ability to participate profitably in the Asia-Pacific regional economy.

8.■The■Regional■Dialogue■Needs■to■be■Intensified

Finally, the United States and Australia must intensify their regional dialogue 
with China, ASEAN (and India?) to ensure a cooperative framework not 
just for regional economic architecture but also for more joint action on the 
global front. George Orwell might have got the dates wrong in “1984” but 
with the WTO in the doldrums and the European Union launching free trade 
negotiations with America and Japan (while China pursues RCEP), the 
risk of competing regional blocs à la Orwell looks like a real possibility.

In this connection, other countries in the region – but especially Australia 
and the United States - need to have a sustained engagement with 
China about TPP negotiations and China’s future participation in the 
agreement. It is important that Japan will be a member of the TPP 
club; however, a TPP without China would fail to satisfy Australian and 
American economic and geopolitical objectives for the region.

The leaders of the Asia-Pacific need a framework within which they 

can work together to steer future global trade and development in the 
right direction. Among the objectives of such a dialogue should be the 
formalization of a process for integrating bilaterals, regional’s (in particular, 
TPP) and APEC into a more coherent approach for the future.

This report may be cited as:
Andrew Stoler, “Australian and American Perspectives on the 
Dynamics of 21st Century Trade and Investment in the Asia-
Pacific,” Alliance 21 Report (United States Studies Centre at the 
University of Sydney, May 2014).
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