An Australia—China strategy for
cooperation on recovery and
reconstruction after COVID-19

12 November 2020

ABER and CCIEE Joint Paper

This is a joint paper from a project of the East Asian Bureau of Economic Research
(EABER), in the Crawford School of Public Policy in the College of Asia and the
Pacific at The Australian National University funded by a grant from the Australian
Government, and China’s Center for International Economic Exchanges (CCIEE), an
independent economic think tank funded through the National Development Reform
Commission (NDRC) of the Chinese Government. The authors of the paper are Peter
Drysdale, Shiro Armstrong, Adam Triggs, Jacob Taylor, Jiao Wang, Will Zou (from
EABER) and Yongjun Zhang, Monan Zhang, Yiping Huang, Youwei Yaun, Xiangdong
Liu and Yan Xu (from CCIEE).

o ABER CCIEE

Asian Bureau of Economic Research .|. [ftl “;[ M\ Eﬂ‘iff:e iﬁﬁ"“l:.‘




Australia—China COVID strategy 1

An Australia—China strategy for
cooperation on recovery and
reconstruction after COVID-19

A key feature of the Australia-China bilat-
eral economic relationship during the global
pandemic has been the growth in impor-
tance of trade between the two countries.
China has recently accounted for as much
as 46 per cent of all Australia’s merchandise
exports, primarily driven by iron ore and
other strategic raw materials as the Chinese
market has held firm. That is reflected in
strong commodity prices and has cushioned
the economic downturn in Australia during
the COVID lockdown. Australia’s energy
and iron ore exports will help fuel a strong
economic recovery in China with low-cost,
high-quality inputs into its global supply
chains. The relationship is important for the
economic recovery of both countries and the
Asian region.

The deepening economic interdependence is
enormously beneficial to both countries but
stands in marked contrast to the deteriora-
tion of the bilateral political relationship that
has coincided with increased uncertainty

in the international political environment.
Foreign investment and trade in services —
education, tourism and other services — will
not automatically revert to pre-pandemic
levels without work to repair the fracture in
the relationship.

The challenge is to rebuild trust between
Australia and China, and in the management
of the bilateral relationship. That should be
guided by the many shared interests that
both countries have in regional and global
affairs. A circuit breaker is sensibly the joint
pursuit of regional and global efforts to
address the health and economic effects of
the COVID-19 pandemic. That is the big-
gest challenge that both countries face in the
world today.

The priority areas for cooperation are out-
lined in this paper. The paper details op-
portunities for bilateral cooperation between
Australia and China with their partners in
the region suggested by ABER’s An Asian

Strategy for recovery and reconstruction after
COVID-19 (http:/ / eaber.org/covid19). In
the aftermath of COVID-19, Australia and
China share strong interests in ensuring
public health and safety, financial stability
and open and rules-based trade in the region.
Both governments can contribute towards
these goals effectively by working actively
together in multilateral settings such as the
ASEAN+6 grouping, EAS, APEC and the
G20.

THE CASE FOR
COORDINATION IN ASIA

Because of their weight and potential in the
world economy, Asian economies are central
to recovery from the COVID-19 crisis. Struck
first by the virus, they are positioned to
restart their economies sooner. Asia can help
lead the exit from the crisis and be a vital
source of global economic recovery.

Asia should be seen as the hub from which
confidence in global trade and investment
can be restored. Asia has the largest stake in
the international trade system and the big-
gest potential to resurrect it.

To chart a course to economic recovery and
reconstruction, Asian countries must deal
with the international health policy and
economic policy challenges of exit from the
crisis simultaneously; failure to do so has
caused, and will continue to cause, more
social disruption, more deaths and more
economic hardship.

Differences in country circumstances and the
different stages of health and economic re-
covery increase the payoffs from experience
sharing, cooperation and coordination. This
will help avoid unintended consequences
from national policy interventions.

The foundations for coordinated regional



policy action in Asia were laid at an ASE-
AN+3 summit on 14 April that included
leaders from Southeast Asia, China, Japan
and South Korea, and committed to health
and economic policy coordination. China
joined Indonesia and the ASEAN countries,
together with Japan and South Korea in that
initiative. With its large economic role in Asia
and as it emerges from the pandemic before
others, China now has an important contri-
bution to make in working with key neigh-
bours such as Australia, Japan, India, South
Korea, Singapore, Viethnam and Indonesia in
building on that initiative to meet the ongo-
ing challenges posed by the virus.

Australia has successfully managed the pub-
lic health dimensions of the crisis and will
benefit from coordinated economic recovery
in Asia to escape a serious economic slump
caused by the health-related lockdown. Aus-
tralia will benefit from combining ongoing
efforts at home with efforts to initiate coor-
dinated regional policy responses to drive
economic recovery and reconstruction.

Australia and China should therefore aim to
work together with other countries in Asia
through multilateral arrangements such as
the ASEAN+6 grouping, APEC and global
institutions and forums to simultaneously
address the public health and economic as-
pects of the crisis.

SPECIFIC POLICY
PRIORITIES FOR
AUSTRALIAAND CHINA

Key points of common interest that
China and Australia have in managing
the public health dimensions of the
COVID-19 crisis effectively include:

1.

Doubling down on support for the
WHO's work, access to and produc-
tion of treatments and a vaccine and
upping regional health preparedness.

Australia and China should support arrange-
ments to ensure equitable access to pandemic
countermeasures by funding the COVID-19
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Tools (ACT) Accelerator, an alliance of health
partners from international institutions such
as the WHO and the World Bank, private
sector, and health partnerships for vaccine
development such as the Coalition for Epi-
demic Preparedness Innovations (CEPI), and
the Vaccine Alliance (GAVI).

To facilitate access to medical goods at any
time and stand ready to react under any sort
of public health crisis, Australia and China
can work together with governments in Asia
and globally to develop collective initiatives
to reduce or eliminate tariffs and non-tariff
measures on medical goods and build on and
consolidate bilateral initiatives. APEC, for
example, has the track record to deliver on
initiatives of this kind with the 2012 Environ-
mental Goods Agreement, which included a
voluntary commitment to reduce tariffs to 5
per cent or less in 54 environmental goods.

2.

Elevating medical and research ex-
changes, including a commitment to
timely and open sharing of data and
information to support an early warn-
ing system for disease outbreaks with
epidemic and pandemic potential.

This can be achieved by expanding
ASEAN+3’s commitment to a COVID-19
ASEAN Response Fund to include ASEAN+6
partner countries. Both countries should
commit to closer cooperation between
animal health and human health sectors in
the future. They can aim to revive a 2016
agreement made by ASEAN establishing

the ASEAN Coordinating Centre for Animal
Health and Zoonoses (ACCAHZ).

3.
A graduated system of protocols of
health certification for travel

To fast-track the resumption of international
commerce, educational exchanges, scientific
collaboration and tourism critical to both
regional development and understanding, a
graduated system of protocols of health
certification for travel will need to be put in
place as quickly as is practically possible.
Australia and China can work together
through collaborating in the development



and implementation of such protocols with
the WHO.

Key points of common interest in
managing the economic dimensions
of the crisis include:

4,
Information sharing through multilat-
eral frameworks

Sharing information, data and experience
will be vital to understanding the economic
nature of the shock and the best policy re-
sponse.

Australia and China can use the ASEAN+
frameworks, APEC and the G20 to learn
from each other about the impact of the pan-
demic on growth, the macroeconomy, labour
markets, financial markets, food markets,
energy markets, intergenerational inequality,
different sectors (education, manufacturing,
tourism) and the balance sheets of govern-
ments, banks, corporates and households.

They can learn strategies to manage the
consequences of necessary macroeconomic
policy actions, including moral hazard, asset
price bubbles, increased debt, regional finan-
cial spillovers and issues around distribution
and inequality.

There are opportunities for informal collabo-
ration between Australia and China around
the G20 and APEC processes to develop con-
sensus on how to address these issues.

5.
Initiatives by central banks to help
avoid regional financial vulnerability

Coordination of financial policies can re-
duce regional financial risks while ensuring
countries have adequate resources to fight
COVID-19. Coordination gives demand-side
measures like fiscal stimulus a bigger bang-
for-the-buck. It makes supply-side measures
like structural reforms and opening-up and
reorganising supply chains more effective.

It helps minimise financial risks, mitigate
financial shocks and prevent their contagion.
A common approach to reform gives political
cover and enhances regional consistency.
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Bilateral economic cooperation should focus
on two areas: stabilisation and recovery. Sta-
bilising economies and financial systems and
repairing structural damage to supply chains
are preconditions to implementing the neces-
sary reforms to build the economic recovery.

Currency swap lines between the central
banks and loans between the finance min-
istries should be used to fill the gaps left by
inadequate global and regional safety nets.

Both Australia and China can encourage the
region’s central banks and finance ministries
to expand bilateral currency swap arrange-
ments to create a more robust regional finan-
cial safety net. Australia and China should
use their membership in regional develop-
ment banks to encourage banks to proac-
tively expand and create more limited-con-
ditionality liquidity facilities at the same as
improving regional financing mechanisms,
expand the availability of precautionary
lending and increase surveillance activities.

The Asian Development Bank (ADB), the
Asian Infrastructure Investment Bank (AIIB)
and the New Development Bank (NDB)
should be encouraged to review their proce-
dures to encourage fiscal support for health
programs with light conditionality and sim-
plified bidding and procurement. Ensuring
adequate trade and development financing
will help governments free up other resourc-
es to better respond to the pandemic.

Globally, Australia and China as IMF mem-
bers should support a substantial allocation
of the IMF’s Special Drawing Rights (SDRs)
combined with the creation of new limited-
conditionality precautionary lending facili-
ties.

6.
Commitment to food security through
open trade

Strong, credible commitments to maintain
food supply are needed from agricultural
producing countries to ensure confidence

in others that shortages can be met from the
international market. Previous agreements
and commitments come under threat during
times of emergency and pandemic —Aus-



tralia and China must jointly renew those
commitments.

Other groups of countries in Asia have
pledged to keep trade routes open. Australia,
Brunei, Myanmar and New Zealand issued

a joint statement in April to maintain air and
sea freight, and in May, Australia, Canada,
New Zealand, Singapore and South Korea
agreed to guidelines for maintaining essen-
tial cross-border travel. These bilateral and
plurilateral agreements can be expanded to
Australia and China.

7.

Conclusion of RCEP agreement and
keeping open engagement with India
to allow eventual membership in re-
gional cooperation.

Conclusion of the Regional Comprehensive
Economic Partnership (RCEP) among the 15
ASEAN+6 members—ASEAN plus Austra-
lia, China, Japan, New Zealand and South
Korea, less India initially—will ensure food
security, vastly improve energy security and
keep markets open in East Asia. The com-
mitment to liberalisation and trade reform in
RCEP has the weight to make a difference in
keeping the global trading system open.

The RCEP group, and Australia and China

in particular, need to define a protocol of
engagement with India which keeps open a
path for eventual Indian membership and ac-
tively promotes cooperation with India and
South Asia in the meantime. That will help to
keep markets open to Indian suppliers and
ensure medical, food and energy supplies

to India that help it manage the health and
economic challenges it faces from the pan-
demic. As India is a potentially important
producer of a vaccine and supplier of equip-
ment, maintaining Indian openness to for-
eign investment and exports will be crucial
in the global effort to fight the pandemic and
sustain India’s recovery.

Australia and China have both played a
constructive role in the conclusion of RCEP
and ensuring a pathway for eventual Indian
membership,
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8.
A work program on reform of world
trade and multilateral institutions

The WTO has been an effective backstop
against the surge in protectionism. While it is
not sufficiently fit for purpose for the inter-
connected and globalised economy of the
21st century, it will be a critical bulwark in
avoiding dis-integration of the international
economy and markets after the COVID-19
economic crisis. The core rules that govern
goods trade and underpin the global trading
system need to be preserved and protected.
That will be made easier if serious progress
can be made now with updating and ex-
panding WTO rules to new areas of impor-
tance to international economic exchange
today.

China and Australia can support initia-
tives on reform of the WTO by suggesting
the establishment of a taskforce to report to
the G20 grouping. The taskforce can sug-
gest ways forward for the WTO, so that it

is relevant to members managing the crisis
but also sets the broad strategic direction for
reform and managing major frictions in the
global trading system.

9.
Initiatives to reconstruct and strength-
en supply chains

Industrial value chains have been central

to Asian economic integration and growth,
and their reconstruction will be important to
regional recovery from the COVID-19 crisis.

Nations in Asia must coordinate efforts to
keep trade open and campaign against the
false intuition that protectionism and onshor-
ing increases supply chain resilience. Stock-
piling and onshoring of production must be
limited to essential medical and protective
equipment during acute shortages. A signifi-
cant policy shift to onshoring would bring
with it a concentration of risks and signifi-
cant costs that make supply chains more vul-
nerable to shocks. Diversifying supply across
the global system where there are differences
in climate, technology, costs and endow-
ments, makes supply chains more resilient.
Decisions to locate or relocate production
should be driven by private companies that



already diversify and mitigate risk. China
will continue to be at the centre of Asian sup-
ply chains for the reasons that made it the
‘factory of the world’, and regional and plu-
rilateral cooperation in standards and regula-
tion can reduce supply chain vulnerability.

Comprehensive supply chain resilience
requires a multilayered approach. To reduce
supply chain vulnerability, both govern-
ments must commit to avoiding tariffs and
export controls—ensuring free trade in
goods and services—and facilitate the digi-
tal infrastructure that helps manage supply
chain risk.

Openness to foreign direct investment will
help businesses diversify risk. Australia

and China should work with other Asian
countries to further reform the investment
environment, making bilateral investment
reforms an important step towards improve-
ments in the supply-chain. International and
regional banks need to allocate more capi-
tal to small- and medium-sized enterprises
(SMEs) while also supporting programs
designed to upskill the labour force in these
firms. Developing digital infrastructure and
creating international regulatory coherence
in digital trade protocols will enhance visibil-
ity across supply chains beyond immediate
tier-one suppliers and help identify vulnera-
bilities. Regional data privacy standards, tax
and other incentives to share data will en-
courage the use of digital supply networks.

Australia and China should work with other
Asian countries to actively strengthen coop-
eration in the new generation of information
and communications technologies and digi-
tal infrastructure to improve the efficiency
and resilience of international value chains.

10.
Improvement to debt transparency

Australia and China can also work together
with Asian countries to improve transpar-
ency of foreign debt arrangements in vulner-
able emerging economies. This may include
support of initiatives to improve the capacity
of emerging economies to manage debt vul-
nerability, such as the IMF-World Bank Debt
Sustainability Framework for Low-Income
Countries (LIC DSF). Australia can work
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with China in international (IMF and World
Bank, G20) and regional settings (ASEAN
and APEC) to improve the transparency of
emerging economies’ debt obligations for
investment projects. The governance of the
Asian Infrastructure Investment Bank sets

a good example. The pandemic presents an
opportunity for Chinese creditors and poli-
cymakers to coordinate with creditors’ clubs
(for example, through the Paris and London
Clubs) to establish shared international
norms around investment financing. Coop-
erative co-financing arrangements for BRI
projects could improve China’s domestic
financial stability and offer political insur-
ance by distributing financial risk across
multiple creditors.

1.

Address governance issues to har-
ness digital transformation as a
source of economic dynamism and
growth

The pandemic has accelerated adjustment in
many sectors, particularly changes in work
patterns and a shift to business models that
leverage digital infrastructure for produc-
tion, supply chain management and the de-
livery of goods and services. Digital technol-
ogies have played a critical role through big
data, artificial intelligence, and modelling,
in the pandemic response, conducting mass
monitoring, contact tracing, and integrating
databases (for example, health information
with immigration data) and even in the equi-
table rationing of face masks.

This has placed in stark relief the importance
of robust digital connectivity to promote
economic participation and drive inclusive
growth. This includes both physical infra-
structure assets and regulatory regimes that
enable society to maximise the benefits of
digital connectivity.

Australia and China must work together to
embrace the acceleration of digital transfor-
mation that has been given impetus by the
COVID-19 shock as a source of dynamism,
greater opportunities for participation,
higher productivity and economic growth in
the region. Digital transformation also offers
an opportunity to revamp the provision of
government services. Collective action in



Asia will be critical if governments wish to
take advantage of and imbue collective trust
in the changes that have already been un-
leashed.

The pandemic also presents the two govern-
ments and partners in Asia with the oppor-
tunity and the incentives to set out a positive
and proactive agenda for collective gover-
nance of digital infrastructure. Investment in
digital infrastructure is an important target
for economic stimulus during economic
recovery, but the impact of such investment
depends on large-scale regional adoption
and interoperability of these technologies
and shared protocols for data privacy and
sovereignty.

Digital transformation can be harnessed as

a driver of economic recovery and social
development in Asia only if it is more effec-
tively governed through multilateral agree-
ments. These should include cybersecurity
guidelines and assistance with ‘cloud pro-
curement’ and “cloud first” policies. Building
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trust in domestic and cross-border data flows
with policies that address concerns over pri-
vacy, consumer protection, and security will
also be critical. Current restrictions to cross-
border data flows hamper the operation of
these tools, delay the pandemic response and
raise costs for business. These restrictions are
usually imposed in pursuit of a range of reg-
ulatory goals, in particular privacy, security,
competition (which covers restrictions aimed
at helping domestic industries), internet ac-
cess and control, financial regulation and law
enforcement.

APEC’s digital policy framework and its
links to the business community in Asia can
be used to develop a coordinated agenda
for digital infrastructure. It is important that
China, as the biggest economy in Asia and

a leader in digital technology and innova-
tion, work together with Australia and other
countries in a regional setting to encourage
regional integration and the development of
the governance of digital infrastructure.
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