
EXECUTIVE	SUMMARY

13



Executive Summary

Australia and China: forging a comprehensive strategic partnership  
for change

Australia	and	China,	two	vastly	different	nations,	already	have	a	huge	and	joint	political,	
economic	and	social	investment	in	the	success	of	their	bilateral	relationship.

Taken	to	a	higher	level,	as	this	Report	recommends,	this	investment	in	the	relationship	can	
have	a	dramatic	additional	impact	on	both	economies	and	societies.

This	unique	partnership	stems	from	a	deep	alignment	of	interests	that,	short	of	highly	
negative	policymaking,	cannot	be	undone.

The	relationship	is	already	large	and	will	undergo	a	huge	change.	The	scale	and	complexity	of	
the	relationship	is	growing	because	of	the	increased	role	of	services	and	investment,	as	well	
as	its	political	and	security	dimensions.	

These	circumstances	laid	the	foundation	for	support	from	both	governments	for	an	
independent	joint	study	of	developments	in	the	relationship	in	the	decade	ahead	and	how	to	
strengthen	the	bilateral	framework	and	the	policy	settings	for	managing	it.	

This	Report	is	the	product	of	an	independent	study	jointly	led	by	the	China	Centre	for	
International	Economic	Exchanges	in	Beijing	and	by	the	East	Asian	Bureau	of	Economic	
Research	at	The	Australian	National	University.	Its	aim	is	to	define	a	framework	for	
policymakers	and	for	stakeholders	in	business,	media,	research	institutions	and	the	
community;	a	framework	that	enables	Australia	and	China	to	harness	the	opportunities	that	
are	arising	from	the	profound	transformations	in	their	economies.

Why Australia and china are important to each other

China	has	for	some	years	been	Australia’s	largest	trading	partner	and	one	of	its	most	
important	bilateral	relationships.	It	is	now	widely	understood	that	Australia’s	economic	growth	
and	continued	rising	living	standards	are	strongly	linked	to	China’s	economic	success.

In	the	Chinese	policy	community,	there	is	wide	understanding	and	clear	acknowledgement	of	
the	economic	and	political	advantages	of	open,	secure	and	competitive	access	to	Australian	
iron	ore,	coal	and	other	raw	materials.

As	China’s	economy	matures	and	its	middle	class	expands,	China	is	also	enjoying	the	added	
dividend	of	access	to	Australian	agriculture,	institutions	and	services	—	everything	from	
infant	formula	to	vitamins,	butter	to	beef,	education	to	tourism,	as	well	as	advanced	science,	
technology	and	research	capabilities.	Australia’s	open	society	provides	Chinese	investments	
with	security	in	a	stable	and	well-functioning	market	economy	that	guarantees	transparent	
recourse	to	political,	legal	and	regulatory	institutions.

These	new	avenues	of	commercial	exchange	are	a	two-way	street.	Both	Australia	and	China	
gain	from	growing	and	diversifying	their	economic	relationship	through	new	flows	of	tourists,	
students,	investors	and	migrants.	For	more	than	a	decade,	China	has	been	the	world’s	main	
economic	growth	engine.	Despite	recent	slowdowns,	China	will	remain	a	key	driver	of	global	
growth	in	the	coming	decade.	If	China’s	reform	agenda	succeeds,	it	can	achieve	annual	GDP	
growth	of	around	6	per	cent	a	year	over	the	next	10	years.
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But	it	is	obvious	that	the	impact	of	China’s	growth	on	Australia	over	the	next	10	years	will	be	very	
different	from	in	the	past.	Australia	will	no	longer	only	be	a	remote	supplier	of	raw	materials.	It	
can	be	a	palpable	and	distinctive	presence	in	Chinese	daily	life,	particularly	for	the	urban	middle	
classes	whose	aspirations	and	incomes	will	continue	to	expand	for	several	decades.

The	newly	emerging	partnership	between	Australia	and	China	has	a	significant	and	valuable	
extra	dimension.	Australia	is	not	only	economically	enmeshed	with	East	Asia,	giving	it	a	
high	stake	in	China’s	success.	It	also	has	strong	economic,	cultural	and	strategic	links	to	
the	United	States,	and	therefore	a	compelling	interest	in	a	positive	relationship	between	the	
United	States	and	China.

Australia’s	geopolitical	and	geo-economic	position	and	its	multicultural	society	are	thus	
unique	assets	in	shaping	China’s	links	with	the	West.	

Chinese	and	Australian	prosperity	has	depended	on	the	liberal,	rules-based	global	system.	Both	
countries	have	a	compelling	interest	in	the	successful	adaptation	of	the	institutions	of	global	
governance	to	the	economic	and	security	challenges	of	the	21st	century.	A	deeper	partnership	
between	China	and	Australia	can	be	a	powerful	force	for	the	strengthening	and	developing	
of	these	institutions.	Australia’s	longstanding	commitment	to	global	institutions,	its	deep	
engagement	with	the	economies	of	Asia	and	its	historical	ties	with	Europe	and	North	America	
are	complementary	to	China’s	status	as	a	major	economic	power	and	its	declared	willingness	to	
help	supply	and	shape	the	international	public	goods	of	the	21st	century	in	the	task	of	reforming	
and	strengthening	the	regional	and	global	frameworks	of	cooperation	and	governance.

This	adds	significant	weight	to	Australia’s	support	for	China’s	growing	role	in	the	provision	
of	international	public	goods,	such	as	the	Asian	Infrastructure	Investment	Bank	(AIIB).	Both	
countries	have	a	common	commitment	to	China’s	participation	in	global	institutions	and	rules.	

Benefits of closer economic partnership

China	is	shifting	its	growth	drivers	from	investment,	exports	and	heavy	industry	to	
consumption,	innovation	and	services.	China’s	growth	slowdown	does	not	threaten	this	
transformation;	it	is	a	symptom	of	it.

This	transformation	will,	by	itself,	lead	to	fast	growth	in	trade	between	Australia	and	China	in	
real	terms,	much	of	it	in	services.	Even	in	a	pessimistic	scenario,	in	which	average	Chinese	
growth	is	below	5	per	cent	over	the	next	10	years,	our	estimates	suggest	that	Australian	
exports	to	China	would	still	grow	by	28	per	cent	and	Chinese	exports	to	Australia	by	20	per	
cent.	A	‘baseline’	scenario	has	Australian	exports	growing	by	72	per	cent	and	Chinese	exports	
by	41	per	cent	over	the	same	period.	

The	biggest	gains,	however,	would	be	realised	if	Australia	and	China	work	to	implement	
the	supply-side	reforms	recommended	in	this	Report.	If	this	reform	agenda	is	prosecuted	
successfully,	Australian	exports	to	China	will	grow	by	120	per	cent	in	real	terms,	and	Chinese	
exports	to	Australia	by	44	per	cent.	For	China,	this	is	conditional	on	the	implementation	of	
a	reform	agenda	that	embraces	financial	and	factor	reform,	state-owned	enterprise	(SOE)	
reform,	increased	openness	to	foreign	investment	and	capital	account	liberalisation.	For	
Australia,	it	means	increased	competition	in	sheltered	industries,	openness	to	foreign	
investment	and	skills,	and	facilitating	investment	in	social	and	physical	infrastructure.

Increased	trade	and	investment	will	mean	higher	national	incomes,	more	employment	and	
more	tax	revenue	for	both	China	and	Australia.	
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The	structural	changes	in	the	Chinese	economy	presage	a	change	in	the	structure	of	
trade.	The	profound	complementarity	stemming	from	Australia’s	energy	and	resource	
abundance	and	China’s	industrialisation	will	remain	a	key	pillar	of	the	relationship,	but	will	
be	increasingly	augmented	by	services	such	as	education	and	tourism,	with	inbound	tourism	
from	China	set	to	treble	by	2025.	Education	and	tourism	services	will	jump	from	8	per	cent	
to	almost	20	per	cent	of	Australian	exports	to	China	in	2025	in	even	the	“business	as	usual”	
scenario.	Machinery	and	equipment	will	jump	from	just	below	20	per	cent	of	Chinese	exports	
to	Australia	to	28	per	cent.

Chinese	production	is	shifting	from	a	model	based	on	adaptation	and	imitation	of	goods,	
services	and	technologies	developed	elsewhere	to	a	model	based	on	domestic	innovation.	
This	is	being	driven	by	a	substantial	investment	in	China’s	innovation	ecosystem.	Australia’s	
high-quality	tertiary	education	sector	(already	a	major	services	exporter	to	China)	and	its	
commitment	to	its	own	National	Innovation	and	Science	Agenda	make	it	a	natural	partner	in	
this	transformation.	Australia’s	experience	in	building	a	highly	developed	financial	system	can	
also	be	of	value	to	China,	where	a	sophisticated	financial	system	will	be	crucial	for	allocating	
capital	to	the	most	innovative	and	efficient	firms.	China	sees	special	benefit	in	the	partnership	
with	Australia	for	trialling	reforms	in	investment	policy	and	services	markets	as	well	as	
seeking	greater	alignment	with	Australia	in	its	geopolitical	interests	in	Asia	and	the	Pacific.

In	short,	there	is	every	reason	to	believe	that	the	Australia–China	relationship	will	become	more,	
not	less,	important	to	both	countries	as	the	Chinese	economy	continues	to	change	and	upgrade.	

For	Australia,	this	means	enhanced	long-term	economic	capacity	through	opportunities	
for	new	trade	and	productivity-boosting	innovation	as	well	as	through	improving	national	
infrastructure	and	the	development	of	regional	Australia.	

For	China,	this	means	a	sustainable	path	through	middle-income	status	on	its	way	to	
becoming	a	high-income	economy	through	economic	upgrading	and	diversification.	

towards a new policy framework

The	need	for	an	upgraded	policy	framework	is	broadly	accepted	in	both	countries.

That	is	why	both	governments	have	financially	and	institutionally	supported	the	production	
of	this	Report	and	provided	the	necessary	access	to	allow	wide	consultations	with	the	key	
economic	ministries	and	agencies	on	both	sides,	as	well	as	with	subnational	governments,	
key	research	institutions,	business	leaders	and	community	figures.	

Creating	an	upgraded	framework	is	a	complex	task:	it	will	require	building	a	new	set	of	national	
capabilities	in	both	countries.	These	will	best	be	founded	on	past	experience	and	achievements.	

In	the	1980s,	Australia	and	China	established	what	they	called	a	‘model	relationship’	
between	two	economies	with	different	political	and	social	systems	and	at	different	stages	of	
development.	This	was	the	two	countries’	first	significant	joint	effort	at	building	a	framework	for	
their	relations.	This	principle	should	continue	to	guide	the	bilateral	relationship	to	higher	levels.

Australia	embraced	China’s	openness	and	reform	as	a	critical	factor	in	regional	prosperity	
and	stability.	China	embraced	the	partnership	with	Australia	as	a	crucial	part	of	its	opening	
policy,	and	Australia	assumed	a	key	role	in	China’s	foreign	economic	strategy.	This	path-
breaking	partnership	opened	market-based	resources	trade,	foreign	investment	and	regional	
cooperation	with	China	—	leading	to	positive	engagement	with	China	in	APEC	and	working	
together	on	China’s	accession	to	the	WTO.
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Australia	and	China	have	since	worked	to	strengthen	regional	economic	cooperation	through	
APEC,	the	ASEAN	Plus	frameworks	and	the	East	Asia	Summit	in	order	to	secure	the	
framework	of	political	confidence	and	security	necessary	to	economic	prosperity.

Australia	and	China	already	have	a	Comprehensive	Strategic	Partnership,	agreed	in	2014,	
which	guarantees	high-level	attention	to	the	bilateral	relationship	through	an	annual	
Leaders	Meeting,	Strategic	Economic	Dialogue,	and	Foreign	and	Security	Dialogue.	Australia	
and	China	also	have	the	China–Australia	Free	Trade	Agreement	(ChAFTA),	which	delivers	
significant	trade	liberalisation	and	opens	the	door	in	both	countries	to	new	and	wider	access	
to	investment	and	the	services	sector.	Indeed,	ChAFTA	has	the	potential	to	serve	as	a	key	
agent	in	transforming	the	commercial	relationship	between	the	two	countries	in	the	coming	
decade.

But	the	full	opportunity	of	these	arrangements	is	far	from	being	realised	—	both	countries	
must	now	provide	for	the	comprehensive	setting	of	strategic	bilateral	objectives	in	a	forward	
agenda.	This	will	depend	on	new	frameworks	for	institutionalising	active	collaboration	on	
policy	development	and	reform.

China	is	now	building	regional	and	global	institutions	that	are	commensurate	to	its	place	
in	the	international	economic	system.	China’s	lead	on	the	AIIB	and	the	One	Belt,	One	Road	
(OBOR)	initiatives	represent	China	embedding	its	interests	jointly	with	others	partners	to	
bolster	infrastructure	investment	and	regional	connectivity.

Australia	has	worked	closely	with	China	in	the	IMF	and	other	international	economic	bodies	to	
support	these	Chinese	initiatives.	Australia	is	a	founding	member	of	the	AIIB,	and	participates	
in	OBOR	through	programs	including	the	development	of	Northern	Australia.	There	has	
been	close	collaboration	in	the	G20	on	shared	agendas	for	global	growth	and	reforming	the	
multilateral	trading	system.

managing new dimensions of the relationship: policy framework and programs

How	are	Australia	and	China	going	to	manage	their	increasingly	complex	relationship	—	a	
relationship	in	which	China	is	by	far	the	biggest	economy	in	Asia,	is	the	second-largest	
economy	in	the	world,	is	deeply	enmeshed	in	a	complex	relationship	with	the	United	States,	
and	is	projecting	growing	political	confidence?

Close	cooperation	with	Australia	should	be	an	integral	part	of	the	next	phase	of	China’s	
economic	reform	and	opening.	Collaboration	on	service	sector	reform,	financial	restructuring	
and	capital	account	liberalisation	will	help	China	realise	its	growth	potential.	As	an	advanced	
regional	services-based	economy,	Australia	is	a	natural	partner	and	a	promising	test	bed	for	
China	in	its	reform	effort.

This	Report	outlines	the	key	ideas	and	programs	for	dealing	with	this	question.	The	
conclusions	that	follow	are	envisaged	as	a	long-term	agenda	of	cooperation	for	bilateral	
relations,	and	will	require	careful	consideration	by	both	governments	and	other	stakeholders	
in	the	relationship	over	the	decade	ahead.

This	Report	shows	that,	in	order	to	realise	the	opportunities	and	counter	the	risks	to	bilateral	
growth,	the	Australian	and	Chinese	governments	should	sensibly	elevate	their	relationship	
to	the	unique	level	of	a	Comprehensive	Strategic	Partnership	for	Change.	Leadership	at	the	
highest	level	should	signal	the	priority	attached	to	development	of	the	relationship.	
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In	particular:

•	 The	new	Comprehensive	Strategic	Partnership	for	Change	that	the	Report	recommends	
would	build	on	ChAFTA	and	the	current	annual	Leaders	Meeting,	and	parallel	ministerial	
meetings,	through	establishing	joint	policy	working	groups	that	support	this	work	and	
other	policy	initiatives	stemming	from	the	leaders’	dialogues	and	advance	ongoing	
policy	development	and	reform:	for	example,	in	the	negotiation	of	a	new	Agreement	on	
Investment	within	the	framework	of	ChAFTA	or	on	access	to	services	markets	and	other	
issues	(see	below).	

•	 Joint	policy	working	groups	can	work,	as	needed,	with	state	and	provincial	authorities,	
business	sectors,	research	institutes	and	community-based	interests	on	specific	initiatives	
to	advance	the	trade,	investment,	financial,	regional	and	global	reform	agendas	of	both	
countries.

–	 These	working	groups	can	assist	in	effecting	the	bilateral	commitments	to	further	
investment	liberalisation	and	expanded	access	to	services	markets	made	under	ChAFTA.

–	 The	two	countries	should	also	establish	a	working	group	for	dialogue	and	cooperation	on	
the	maritime	economy,	as	this	is	a	particular	area	of	potentially	productive	collaboration	
between	Australia	and	China.	Both	countries	are	maritime	powers	with	common	
interests	in	seaborne	supply	routes	and	many	other	maritime	issues.

•	 Both	governments	should	aim,	over	the	decade	ahead,	to	draw	on	precedent	from	their	
other	bilateral	relationships	and	embed	their	new	partnership	into	a	comprehensive	
bilateral	Basic	Treaty	of	Cooperation.

–	 This	treaty	would	lock	in	the	practice	and	principles	for	cooperation,	and:	commit	
to	regular	high-level	government	dialogues;	set	out	the	principles	for	managing	
the	relationship	that	are	enunciated	in	this	Report;	institutionalise	official	bilateral	
exchanges	and	technical	cooperation	programs	between	economic	and	foreign	affairs	
ministries,	including	branches	of	the	military;	include	policy	approaches	between	
federal–state	governments	in	Australia	and	central–provincial	governments	in	China;	
provide	for	the	comprehensive	setting	of	strategic	bilateral	objectives	in	a	forward	
agenda;	enfold	the	agreements,	mechanisms	and	reforms	of	the	ChAFTA	arrangement;	
and	entrench	cooperation	on	improving	educational,	cultural	and	people-to-people	
exchange.

•	 Both	countries	should	nurture	the	capacities	necessary	for	new	high-level	engagement	
through	establishing	by	treaty	agreement	a	new	and	well-resourced	bi-national	Australia–
China	(Ao–Zhong)	Commission	in	the	form	of	a	statutory	entity	that	operates	independently	
of	both	governments.

–	 The	Commission	will	boost	the	level	and	range	of	policy,	research,	scientific,	technology,	
education,	cultural	and	people-to-people	exchanges	between	the	two	countries.	Its	
nearest	parallel	in	Australian	experience	is	the	treaty	arrangement	between	Australia	
and	the	United	States	that	established	the	Australian–American	Fulbright	Commission	
after	World	War	II.
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•	 Within	the	framework	and	provisions	of	ChAFTA,	Australia	and	China	should	move	to	
negotiate	a	comprehensive	Agreement	on	Investment	—	incorporating	a	‘negative	list’	
approach,	effective	national	treatment	of	foreign	investors,	respect	for	rule	of	law,	resource	
access	guarantees,	and	greater	mobility	of	people	—	ahead	of	Chinese	agreements	with	the	
European	Union	and	the	United	States.	The	Agreement	on	Investment	can	serve	as	a	model	
for	a	regional	investment	regime	in	East	Asia.	Investment	flows	from	China	to	Australia	
and	from	Australia	to	China	will	play	a	critical	role	in	the	development	of	the	new	economic	
relationship	from	exchange,	to	investment,	and	now	to	partnership.

–	 This	will	not	be	achieved	if	the	broader	community	does	not	grasp	the	benefits	of	
foreign	investment	in	both	Australia	and	China.	In	Australia,	this	means	accepting	equal	
treatment	for	Chinese	investment	and	reconsidering	attitudes	towards	state-owned	
investors	from	all	countries.	In	China,	it	means	building	respect	for	rule	of	law	to	make	
investments	secure	and	predictable	for	all	domestic	and	international	parties.

•	 The	reengineering	of	the	bilateral	architecture	that	is	proposed	should	be	aligned	with	
the	Australian	government’s	National	Innovation	and	Science	Agenda	and	the	Chinese	
government’s	innovation	priority	in	its	13th	Five	Year	Plan.

–	 This	would	see	the	prioritisation	of	bilateral	cooperation	in	future	opportunities	
in	research	and	development,	capital	sourcing,	STEM	collaboration,	research	
commercialisation,	tech	landing	pads,	the	digital	economy,	and	exchanges	between	
Australian	and	Chinese	entrepreneurs	and	investors.

•	 Australia	and	China	should	attach	top	priority	to	the	conclusion	of	a	high-standard	
agreement	on	trade	and	investment	liberalisation	and	ongoing	economic	cooperation	
arrangements	in	the	Asia	Pacific	under	the	Regional	Comprehensive	Economic	
Partnership.

•	 The	two	countries’	shared	interest	in	the	G20	and	constructive	participation	in	global	
economic	governance	should	focus	on	China’s	role	in	mutual	support	among	the	major	
currencies;	securing	the	international	financial	safety	net	to	protect	against	the	spread	of	
financial	crises;	connecting	reform	to	economic	growth;	and	intensifying	efforts	to	reform	
the	multilateral	trading	system.	

•	 Importantly,	China	and	Australia	should	instigate	top-level	regional	dialogues	with	Japan,	
South	Korea,	India,	the	United	States	and	other	key	players	in	the	region	on	the	energy	
transformation	that	is	necessary	to	mitigate	climate	change	and	other	environmental	
issues.	This	is	a	fruitful	area	for	regional	coalition	building	on	an	issue	in	which	China,	as	it	
seeks	to	reconcile	increasing	energy	use	with	its	environmental	ambitions,	and	Australia,	
as	a	major	energy	supplier	to	the	region,	have	a	major	stake.	It	is	also	an	area	in	which	
cooperation	with	other	Asia	Pacific	countries	could	be	very	productive	politically.

If	these	steps	are	taken,	the	Australia–China	relationship	will	be	taken	to	a	wholly	new	level.	
While	fully	respectful	of	each	other’s	existing	relationships	(such	as	Australia’s	ANZUS	
relationship	with	the	United	States),	the	new	partnership	will	be	a	powerful	force	for	the	
stability	and	prosperity	of	the	region,	and	indeed	for	the	global	system.	It	can	serve	as	a	
principal	vector	of	Australian	and	Chinese	engagement	within	a	rapidly	changing	world.	
Nurtured	carefully	and	imaginatively	by	governments,	businesses,	research	institutions	and	
other	stakeholders	on	both	sides,	this	deeper	partnership	could	become	one	of	the	most	
strategically	vital	and	productive	bilateral	relationships	that	either	country	has	in	the	world.
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