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Today, various integration initiatives are underway in the Asia-Pacific re-
gion. Australia, as one of the fastest growing economies in the region, aspires
to regional leadership and pursues a middle power strategy; however, the in-
terests of China and the United States, the key players influencing the integra-
tion processes, clash here. In the context of China's creation of new develop-
ment institutions, there is a considerable amount of interest to the extent to
which the existing institutions are suited to the new realities and in determin-
ing the country's most favorable developmental strategy. The present article
examines how pro-American and sinocentric institutions benefit Australia.
The authors identify the characteristics of economic development and, ac-
cording to the selected parameters, assess the impact of scenario choice on
Australia and its main partner — New Zealand. After examining the main ad-
vantages and disadvantages of two possible scenarios, the authors confirm
the hypothesis that joining the sinocentric institutions is more beneficial for
Australia, subject to implementing a national development strategy that com-
pensates for excessive sinicization. The authors propose a system of measures
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to reduce the impact of the negative effects of this choice on the Australian
economy. The authors note that the Oceania region should be included in the
integration processes within the Chinese model.

Keywords: Australia, New Zealand, monetary institutions, integration, strategy.

Introduction

Today, globalization processes are the main framework for the interaction between
countries on the world stage. No economy in the world can exist in isolation from oth-
ers, while there is an active search for allies in the implementation of its own economic
policies (Ng 2016). It is precisely globalization and transnationalization as parallel pro-
cesses that create the conditions for the interaction between superpowers on the world
stage. Australia can hardly be considered a superpower, although its economic devel-
opment cannot be ignored. At the same time, for the past decade or so, China has been
actively strengthening its positions in the world and in Asia, encroaching on the histori-
cally established position of the United States as a result of its participation in suprana-
tional organizations (Shulgin, Zinkina, and Andreev 2019; Truevtsev 2016).

At the moment, globalization in Asia unfolds in the format of a bicentric confronta-
tion between the People's Republic of China and the United States just as in Europe
(Guliyev et al. 2022). Globalization in China involves a wide range of institutions, in-
cluding development institutions such as the Asian Infrastructure Investment Bank and
participation in the BRICS New Development Bank, and is subject to the global para-
digm of the Chinese economic expansion within the Belt and Road. China today has
become an alternative center of power not only in Asia, but also in the world, with a
large GDP and significant political influence (Sterling 2017; Sznajderska 2017); the
country actively uses its economic resources to shape and build political influence. With
regard to the Trans-Pacific Partnership initiative, which is quite important for the Asia-
Pacific region, one should note the softer position of the PRC in relation to its new for-
mat (Petri and Plummer 2020). Nevertheless, one can hardly assume that the PRC will
abandon its project of the Regional Comprehensive Economic Partnership (RCEP),
which was created as an alternative to the TPP.

During Donald Trump's administration, the United States has somewhat weakened
the foreign policy vector and focused on domestic issues, especially since this period
was marked by large-scale public protest movements that forced Trump to concentrate
on smoothing out these contradictions. The year 2020 was marked by a global slow-
down in international relations (Lipscy 2020), the political process concentrated on the
fight against COVID-2019, while the confrontation in the political arena somewhat
changed its focus. Thus, the United States has played a rather passive role in globaliza-
tion processes in Asia in recent years.

Positioning itself as one of the centers of power in Asia, Australia cannot but partic-
ipate in globalization in the region. However, a number of processes in which the coun-
try plays the key role are related to the promotion of American initiatives (Beeson 2003;
Tow 2017). In fact, Australia is now a fairly mediocre player in the political arena in
Asia, the country's economic integration is largely associated with its participation in
the Comprehensive and Progressive Agreement for the Trans-Pacific Partnership
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(TPTPP) (Nguyen 2017). In fact, the US withdrawal from the format and Biden's re-
fusal to consider a return to it as a priority suggests that the USA is not ready to develop
it further (Nikkei Asia 2020).

In the modern context, the Asia-Pacific region is developing at a rapid pace. Within
the region, the number of integration initiatives aimed at creating a new regional
hegemon, that is the PRC, is growing. In this situation, within the concept of regional in-
tegration, Australia's position as one of the new forces in the region should be determined
in order to identify the opportunities and disadvantages of cooperation for the country.

In this study we propose to identify the opportunities and risks of Australia's coop-
eration with China-centered and pro-American institutions in Asia; we also propose to
identify the opportunities and risks associated with regional integration associations
with Australia's participation in the formation of the Asian monetary and financial ar-
chitecture.

We suppose that the integration processes in Asia can be clearly divided into those
initiated by China and those initiated by the United States, as there is a confrontation
between these two key players in the region today. At the same time, it should be noted
that there are still a significant number of countries in the region that can claim to be
Australia's key partners in terms of both trade and investments, for example, Vietnam,
Japan or South Korea; but all these countries follow the two above-mentioned political
and economic vectors.

In terms of institutional development, the PRC offers inclusive institutions for Aus-
tralia and its regional satellites, while the United States and its allies see the Asia-
Pacific regional development in the context of elite development institutions, of which
Australia is also considered a member.'

From this perspective, the pro-American institutions offer Australia peculiar privi-
leges over other countries in the region in the short term, while China-centric potential
benefits are the long—term prospects (Cook 2015). In this context, it seems highly rele-
vant to identify the main advantages and disadvantages of both paths.

Literature Review

The Asian integration model is characterized by numerous regional centers and the search
for regional sub-leaders under all integration models (Andreosso-O’Callaghan 2008). This
situation presents a very difficult choice for Australia: the two main models in Asia are
the China-led model and the pro-American model (Demir 2018), both of which are famil-
iar to Australia and may provide various opportunities. The choice which Australia is to
make is even more difficult since Australia has long pursued a ‘third power’ strategy. The
main outcomes of this strategy are described in (Carr 2019), where the author states,
that Australia will have to find a new balance between these two powers instead of
choosing one side. The other point of view is expressed by Nick Bisley (2017), who
states that Australia will have to rely on its own policies and look for allies in South
Asia and Commonwealth countries, for instance, try to become an ally of India. How-
ever, India is currently more inclined to counter China and seek to protect its interests in
an alliance with the USA, so there is no new opportunity for Australia in the game of
two. The idea of the ‘middle power’, not dependent on global powers is expressed in
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(White 2011), but can Australia afford it? The same question is posed by Baogang He
(2011). The authors of the present paper seek to find an answer.

Methodology

To achieve the objectives of the present article, it is necessary to assess both the short-
term and long-term results of choosing each of the two paths. At the same time, priority
is given to the long-term period since it determines the strategy of the country's eco-
nomic development, and it does not determine the adoption of momentary tactical deci-
sions. So the authors reveal the characteristics of economic development which will
change in one way or another depending on the development time horizon (Figure 1).

Short run

Fig. 1. The main characteristics of the economy, considered as efficiency indicators
depending on the time horizon (developed by the authors)

In order to identify the most profitable option for Australia, the impact of Austral-
ia's choice on New Zealand, its main economic partner in terms of finance and trade,
should be evaluated using the same parameters. Consequently, the consideration of se-
lected parameters will apply to the AANZFTA agreement” for the selected countries.

Within the comparing, the indicators direct comparison method and a retrospective
analysis are used; on this basis, a linear econometric model is developed which allows
predicting the main trends in the situation’s development.

Results

Australia and New Zealand's partnership with other countries in the region should be
examined from the perspective of these countries implementing coordinated economic
and monetary policies. Australia's integration policy is based on cooperative economic
development activities with New Zealand. Moreover, until recently, both countries have
adhered to a moderate integration policy in international associations other than the
proposed Commonwealth (McDougall 2018). At the same time, priority was given to
associations that implied partnership with the United States. Today the situation is
changing, especially with the new vision of the Trans-Pacific Partnership. Let us con-
sider all possible scenarios for the development of economic cooperation in the region
with Australia's participation.

The first scenario is cooperation with pro-American institutions. These institutions
include the Trans-Pacific Partnership, AUSFTA, and the basis for economic coopera-
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tion such as political and military unions, for example, ANZUS, Lower Mekong Initia-
tive, Blue Orb and others.

In this scenario, a number of new cooperation forms between member countries are
emerging. The United States considers these initiatives as a springboard for strengthen-
ing its influence in the region, and is, therefore creating conditions for the economic
development of its allies. Nevertheless, as mentioned above, these institutions are elitist
in their nature and they are aimed at creating an alternative modern monetary, financial
and political regulatory system in the region (the US partners must support the global
liberal order as it follows from the WTO [Daalder and Lindsay 2018]). In particular, the
elitism and purpose of such institutions is confirmed by two major initiatives — the TPP,
which was closed to the PRC at the stage of the Partnership's formation by the United
States, and also by a new project — The Blue Dots Network, which today is both eco-
nomic in nature and has the features of a limited agreement on regional security
(Goodman et al. 2020). This scenario is different because the USA and Japan do not
consider Australia as an equal partner, but as an advantageous regional support center
and resource base for the further development of Southeast Asia and the Asia-Pacific
region. This approach is based on a number of factors, including Australia's reliance on
the US military support in the event of a conflict in Asia (Vaughn 2017), a unified secu-
rity system with the United States and Japan (Tatsumi 2015), the raw material base of
Australian exports (Anderson 2014), a relatively low level of proprietary technologies
and the close relationships between Australian companies, especially large ones, and the
American and Canadian ones (Bingham 2019; Kirchner 2022). At the same time, the in-
vestment cooperation between the countries is developing rapidly and appears to be mu-
tually beneficial. Thus, regardless of the scenario chosen by Australia, we may argue
that FDI inflows to the country will decline slightly, especially in the context of invest-
ment dependence on commodity booms (Walker and Saunders 2018; Tulip 2014).

The second scenario involves an active financial and economic cooperation with
the PRC and Australia's integration into the Asian monetary and financial institutions
system created by the PRC. In this scenario, one should point out to Australia's im-
portant role in the expanded format of ASEAN, the East Asia Summit, and in security
initiatives such as the ASEAN Regional Forum. It is worth saying a few words about
RCEP and its role in the region. At this stage, it is one of many regional free trade and
economic liberalization agreements. It was established as a counterbalance to the TPP,
and with the weakening of the organization, it has become less necessary for the PRC.
One gets the impression that China is trying to find the ways to expand the functionality
of the agreement, and it willing to take advantage of existing agreements in Asia, for
example, ASEAN and bilateral agreements.

According to this scenario, the Australian economy, which is one of the two devel-
oped Asian economies, will offer best practices in monetary and financial regulation to
China-centric institutions, in particular, Australia will join the Regional Comprehensive
Economic Partnership and expand the ‘One belt, one way’ initiative in Oceania. In this
context, Australia's advantages will be a more stable economic and financial system,
and access to both American and Japanese capital and the China-oriented trade and in-
vestment, and high-quality products compared to those of Asian countries, especially in
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the agricultural sector (Jackson, Zammit, and Hatfield-Dodds 2018; Lockie 2015). This
is possible because of the non-elitist concept of the Asian institutions and the US need
for an ally in the Pacific, which does not allow Australia to be excluded from the US-
oriented projects. In addition, Australia is integrated into the inclusive system of Asian
institutions, which allows it to realize the concept of the link between the Western and
Asian institutions and countries. In this scenario, the Australian economy can gain sig-
nificant long-term benefits from developing and gaining investment and trade ad-
vantages with both parties, but in the short term there is likely to be strong pressure on
the Australian establishment from the United States and its allies in the region.

Let us consider Australia and New Zealand's trade dynamics with key regional
partners (Figures 2 and 3).
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Fig. 2. Australia's trade turnover with China and the USA (in millions of Australian
dollars)’

y = 621410x - 4l+os _
R*=0 85|

+JE406

nmmm|.|.|.|||||||IHIII‘I“I\

m China B USA  ceeeeeees ir (China) Linear (USA)

Fig. 3. New Zealand's trade turnover with the PRC and the USA (in USD millions)*

As Figures 2 and 3 show, for both countries, the trade turnover with China is grow-
ing much faster than the trade turnover with the USA, which is particularly noticeable
after the 2008 crisis. At the same time, we would like toemphasize that a significant part
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of the trade volume is made up of the exported goods and services (despite the fact that
several free trade area agreements have been signed with the USA) (e.g., in the medical
sector, this agreement creates conditions for price discrimination against the poorest
part of the population in the Pacific countries due to the possibility of cartel pricing
(Faunce et al. 2005; Tully 2016).

Let us consider the investment dynamics in the countries under study (Figures 4
and 5). In general, one observes a different situation than in trade.
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Fig. 4. Foreign direct investments to Australia from China
and the United States (in USD millions)’
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Fig. S. Foreign direct investments to New Zealand from China
and the United States (in USD millions)°

As shown in Figures 4 and 5, it is impossible to get a complete picture and a relia-
ble forecast of the investment component for each developmental scenario in the long
term; however, we can state that the Chinese investment dynamics and the US invest-
ment dynamics have the same nature and vector.

According to the results obtained, it can be confidently stated that the choice of
strategy for further development generally depends on the Asian political monetary and
financial institutions: if this component is not significant (i.e., Australia does not have
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to change its policy significantly because of its participation in Asian integration asso-
ciations), the effects of choosing the pro-China path will be much more remarkable.

Discussion

The analysis of the two development scenarios and their possible influence shows that
trade with Asian countries offers significantly more advantages to Australia and New
Zealand than participation in privileged trade agreements with the United States and its
allies, which include investment aspects. In terms of economic development through
direct investment, the way to increase its inflow to Australia and New Zealand also lies
in the entry of their companies into Asian capital markets, which require safe assets
which are more characteristic of developed countries (Ahrend, Saia, and Schwellnus
2018; Caballero, Farhi, and Gourinchas 2017). Thus, it is more profitable for Australia
to participate in the China-centric initiatives.

Nevertheless, there are many long-standing constraints on the ability of the Anglo-
Saxon bloc countries to participate in the new initiatives of developing countries; for
example, there are a number of military treaties and security arrangements in the region.
As a result, Australia and New Zealand cannot smoothly integrate into the Asian system
of monetary and financial institutions.

It is also worth mentioning Australia's integration initiatives in the region, both the
AANZFTA and initiatives related to the development of Oceania, namely, the Pacific
Agreement on Closer Economic Relations (PACER Plus).7 This aspect of Australian
foreign policy reflects its focus on becoming a regional hegemon, which also limits its
cooperation with China.

Thus, the future choice depends entirely on Australia's actions, and this is the key
difference between the country's current and past positions. In order to mitigate the risks
associated with choosing China-centric initiatives for the country, it is necessary to im-
plement a number of measures, among which we should highlight the following:

1) Tougher migration policy;

2) Support for national companies entering the international market; implementa-
tion of the ‘Made in Australia’ program as a national product brand, especially in agri-
culture.

3) The development of the banking market through the establishments of national and
regional development banks.

4) The establishment of the Development Bank of Oceania modelled on the Asian
Infrastructure Investment Bank, to operate in Australia and Oceania region; and the
signing of agreements with the AIIB to co-finance projects in the Asia-Pacific island
states.

5) The creation of barriers to the active penetration of Chinese capital into the Aus-
tralian economy both through market mechanisms (protectionist policies to protect na-
tional producers) and through international regulatory instruments (in particular,
through certification and standardization mechanisms).

These recommendations seem important in order to create a stable market for Aus-
tralian and New Zealand national products in Asia, while avoiding the excessive coun-
tries sinicization which is already observed (Smith, Spaaij, and McDonald 2019).

However, one cannot ignore the fact that Australia is heavily dependent on the
United States. The aforementioned military agreements between the United States and
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Australia, the deployment of American military bases on its territory and long-term se-
curity cooperation in the region could not help but have an impact on Australian policy.
The United States views Australia as its ally, a junior partner in Asia, so the country's
choice of the path of rapprochement with the PRC will disrupt the US plans. The United
States can hardly agree to this, and so it actively involves Australia in creating contra-
dictions with the PRC. For example, Australia has supported the American project to
combat disinformation in Asia directed against the PRC, supports the American sanc-
tions on Chinese goods, efc. In fact, Australia is largely dependent on the United States
and today has no alternatives in the fight against threats to national security — interna-
tional terrorism and sinicization except for partnership with the United States. The latter
is also not ready to give up the advantages that Australia provides for the American in-
terests in Asia; therefore, Australia's implementation of a partnership strategy with Chi-
na is only possible after a careful consideration of the pros and cons of such conse-
quences as the political vacuum that the country will find itself in for a long time and
the economic pressure from the most developed countries. Thus, the choice of a pro-
China development path is therefore fraught with great risks for Australia.

Conclusion

For Australia and New Zealand, the path of cooperation with pro-American institutions
appears to be a dead-end, since the advantages gained in trade and investment benefits
gained apply to the American domestic market, while the Chinese and ASEAN markets
are much larger. In addition, the elitism of the Western institutions does not allow Aus-
tralia to change its role and become a supplier of high value-added products; we mean
that the country continues to exploit the commodity model of development. At the same
time, there are a number of risks (notably the lack of political and military freedom for
Australia and New Zealand) that may lead to the countries' greater dependence on the
United States in the future.

At the same time, the path of developing relations with China has a number of eco-
nomic advantages; for example, Australia can extensively increase its goods exports to
Asia and ASEAN, and it can also realize the concept of ‘building a bridge’ between the
emerging monetary and financial institution system in Asia and Western institutions. In
this scenario, the investment growth in Australia has slowed down, but the proposed
measures to reduce the country's sinicization will help solve investment problem.

Australia' role in integration processes is largely determined by its cooperation pol-
icy conducted in the Oceania region, and this fact cannot be ignored: despite the re-
gion's small share in the global economy, the PRC is interested in it both economically
and politically, since after establishing control over this region, China will strengthen its
position in the confrontation with the United States. It is in the Australia and New Zea-
land's interests to include the region in the paradigm of cooperation with China, both to
gain support for the Asian countries and to attract financing for the economies of the
island states, which will become sales markets, primarily, for Australian goods.

The US reaction to Australia's decision to abandon its partnership in favor of coop-
eration with the PRC remains an open question. In this situation, if the second strategy
is chosen, one should expect a harsh reaction from the United States and other devel-
oped countries to Australia's choice.
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NOTES

! Australia and China: Does our policy allow us to be allies to the world’s greatest superpowers?
2018. URL: https://government.unimelb.edu.au/ _data/assets/pdf file/0006/2881284/Australia-and-Chi
na.pdf.

2 Overview: The ASEAN-Australia-New Zealand Free Trade Area (AANZFTA). 2020. URL:
https://aanzfta.asean.org/aanzfta-overview.

? Foreign investment statistics. URL: https://www.dfat.gov.au/trade/resources/investment-statistics/
Pages/foreign-investment-statistics.

* New Zealand Export in thousand US$ for all products United States between 1989 and 2018.
URL: https://wits.worldbank.org/CountryProfile/en/Country/NZL/StartYear/1989/EndYear/2018/Trade
Flow/Export/Indicator/XPRT-TRD-VL/Partner/US A/Product/all-groups.

3 FDI financial flows — By partner country. https://stats.oecd.org/Index.aspx?Queryld=64194.

8 FDI financial flows — By partner country. https://stats.oecd.org/Index.aspx?Queryld=64194.

7 Pacific Agreement on Closer Economic Relations Plus. URL: https://www.mfat.govt.nz/assets/
Uploads/PACER-Plus-consolidated-legal-text.pdf.
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