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Executive summary

Australian officials surveyed for this research view the Indo-Pacific Economic Framework (IPEF) as an opportunity to
bring more investment into the Indo-Pacific region, shape standards setting, form collective solutions to supply-chain
risks, and influence the direction of clean energy infrastructure. The IPEF is viewed as a potentially innovative way to
boost regional investment rather than as a mechanism to strengthen the usual substance of trade agreements, such as
market access into the US.

It will be essential in the early development of IPEF to move beyond broad statements toward action on key issues of
concern, like supply chain resilience, international technology standards, and tech cooperation on the green economy.
Thisis particularly important if IPEF is to deliver results outside existing regional economic agreements, such as

the Regional Comprehensive Economic Partnership (RCEP) and the Comprehensive and Progressive Agreement for
Trans-Pacific Partnership (CPTPP), which Australia is a party to but the United States is not.

Image: iStockphoto/frantic00.
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Strategic Insights

Our analysis is informed by interviews with officials from across the Australian Government and in industry bodies with portfolios
that are relevant to the IPEF’s four pillars. While we note that the officials interviewed aren’t the ultimate decision-makers and that
there’s a new government in Canberra with its own emerging priorities, this report offers insight into the potential opportunities
for Australia to shape the framework. As participating nations look towards beginning negotiations within IPEF’s four pillars, we
make the following recommendations:

1. The US, as the convener of the IPEF, should lean into Australia’s capacity-building expertise in the region. Australia has a long
history of organising capacity building and training exercises in Southeast Asia and the South Pacific. An example potentially
relevant to IPEF include the Australian Infrastructure Financing Facility for the Pacific (AIFFP). Future engagement should be
based on an objective assessment of the efficacy of past and existing programs, with a clear eye on coordination and adding
value to avoid fruitless duplication. Focusing that capacity building on ensuring that participant countries have the skill sets
required to engage effectively in the IPEF in each pillar area will create a sense of joint mission.

2. Participant countries should quickly begin organising dialogues on the specific pillars involving relevant government agencies
and non-government organisations, such as peak standards bodies. To strengthen the IPEF’s relevance, it’s important to ensure
that governments are open to understanding the different perspectives on each of the four pillars among nations and between
the public and private sectors. With the IPEF still in its early stages, it’s fundamental for officials to create specific mechanisms
focused on each of the four pillars to allow participating nations to underline their key interests and visions for the IPEF.

3. Work with participating nations and their corporate sectors to identify areas of vulnerability and criticality in regional supply
chains. Akin to the supply-chain initiatives that Australia holds with the UK, Japan and India, new intergovernmental and
government-industry forums can be established through the IPEF. The overall intention is to work towards building avenues for
cooperation among like-minded nations.!

4. Investigate mechanisms to enhance capital flows between IPEF partners. If the key strength of the IPEF is that it enhances the
opportunity for increased investment in the region, then strategies to enhance the relations of official bilateral donors and
creditors and private-sector involvement need to be followed. Some minilateral initiatives including the US-Australia-Japan
Blue Dot Network and the G7 Partnership for Global Infrastructure and Investment already aim to crowd-in foreign investment,
so IPEF should study and, where possible, complement those initiatives.

IPEF in an Australian foreign policy context

The sharpening of the global economic outlook in the face of multiple crises, including inflation, war in Europe and autocratic
belligerence, combined with increasingly urgent action required to address the systemic threat of climate change, has increased
the sense of urgency among Australian policy- and decision-makers about economic security in the Indo-Pacific.

The problem for the US is how to boost economic engagement in the region in the wake of its withdrawal from the Trans-Pacific
Partnership (TPP) pactin 2017.2 It’s in that context that the Biden administration formally announced the Indo-Pacific Economic
Framework (IPEF) in May 2022 as a mechanism to re-engage with the region.® With the G7 announcement in June of the $600 billion
Partnership for Global Infrastructure and Investment fund to tackle climate change and to improve global health, gender equity
and digital infrastructure, it’s clear that there’s a renewed vigour in expanding the G7’s economic footprint throughout the world,
particularly in the Indo-Pacific region.*

Australia has actively pursued bilateral and regional trade agreements across the region including the comprehensive AANZFTA
with ASEAN. Alongside bilateral agreements with China (2015), Australia has concluded a number of other trade deals, including
with Singapore (2003), Thailand (2005), Malaysia (2013), South Korea (2014), Japan (2015), and Indonesia (2020).5 Australia is also
a signatory to the Regional Comprehensive Economic Partnership (RCEP), which is claimed to be the world’s largest free trade
agreement.® The Comprehensive and Progressive Agreement for Trans-Pacific Partnership (CPTPP) incorporates, by reference,
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the provisions of the Trans-Pacific Partnership (TPP) Agreement.” Australia’s ‘Pacific Step-up’ featured substantial increases in
development cooperation and high-level exchanges and signalled that Australia wants to be a partner of choice for Pacific island
countries. In 2020, Australia initiated the Pacific Agreement on Closer Economic Relations (PACER) Plus, a development-centred
trade agreement with South Pacific states. Australia has also taken some small innovative steps towards building economic
partnerships with Taiwan by joining the New Zealand-led Indigenous Peoples Economic and Trade Cooperation Arrangement
alongside Canada in 2021, although there are few signs that Australia will again prioritise signing a bilateral FTA with Taiwan, as
New Zealand has.

Australian trade ministers have made routine statements about trade expansion and diversification.® The new Labor Government
says it is committed to trade diversification alongside a more expansive and proactive regional engagement approach across

the region.® Within days of winning the May 2022 election, Prime Minister Anthony Albanese, Deputy Prime Minister and Defence
Minister Richard Marles and Foreign Minister Penny Wong went on separate missions across the region to Japan, Fiji, Solomon
Islands, Tonga, Samoa, Malaysia, Vietnam, Indonesia, Singapore and India (Figure 1).1° Wong has said that this early engagement
restores the sense that Australia wants to ensure that regional economic and security architectures are respected.!

Figure 1: Overseas visits of new government leaders over 40 days May-June 2022
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Source: Lisa Visentin, ‘Around the world in 40 days: The PM and top ministers’ overseas blitz’, Sydney Morning Herald, 2 July 2022, online.
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Strategic Insights

The speed with which the initial 13 countries (representing 40% of global GDP) signed on to the IPEF indicates the strong desire

of nations in the region for increased avenues for trade and investment as well as a strong counterbalance to China’s influence.*?
Buy-in to a US-convened group shows that continued US presence in the region is still desired even as other regional agreements,
such as the CPTPP, are implemented and the RCEP gathers momentum.

Each participant country will explain its engagement on its own terms, as U.S. President Joe Biden did when he said that ‘IPEF

will enable the US and our allies to decide on rules of the road that ensure American workers, small businesses, and ranchers can
compete in the Indo-Pacific’®. Provided there remains private consensus on the practical structure of the IPEF, then countries can
differentiate their messaging depending on the audience.

And understanding the ‘offer’ is crucial to understanding the IPEF. In terms of conventional trade agreements (offers and requests),
the IPEF has been criticised as failing on multiple fronts. For some trade analysts, the framework offers insufficient market access
in exchange for too onerous requests on participant countries to conform with expectations on standards, green technology and
digital economy initiatives.'*

But, as Australian officials have pointed out, the IPEF isn’t a trade agreement.!® Rather than seeking to influence behaviour

by negotiating the regulatory terms of market access, the framework relies on inward investment into the region—if certain
behavioural conditions are met—as the alternative to market access. The behavioural conditions across the four pillars are yet to
be negotiated, which is seen as a distinct opportunity for Australian decision-makers to build regional capacity.

Strategic drivers for Australia across the IPEF’s four pillars

The four pillars of the Indo-Pacific Economic Framework cover supply-chain resilience; clean energy and decarbonisation; tax and
anticorruption; and trade (Figure 2). With a new government, Australian officials expect some continuity with previous government
programs in the interim but with some renewed momentum, particularly on digital economy initiatives and climate change.

Figure 2: The four pillars and members of the IPEF
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We expect Australian policy- and decision-makers will use the IPEF as a tool for engaging in meaningful and regular conversations
with regional players on key issues of strategic concern. Those concerns range from the short term (post-Covid economic recovery)
to the medium term (supply-chain diversification and infrastructure and data-driven economic growth) to the longer term (climate
change). ‘Supply-chain resilience’ is the catch-all term for the acute dependencies that are unfolding in global product markets and
in strategic competition with China. In everything from fertilisers to rare earths and semiconductors to data dependencies, the
globe is witnessing extreme vulnerabilities and great strain on manufacturing processes dependent on ‘just-in-time’ supply and
port and sea infrastructure to carry products to market.

Ever present is the looming challenge of a coercive China, which has been making its own offers on multiple fronts, including
infrastructure through the Belt and Road Initiative, in digital standards setting and in security agreements. While China’s ‘offer’
to the Indo Pacific has been damaged to an extent by Beijing’s use of market access as a weapon, its economic engagement
remains attractive.

For the US, China is a specific incentive for seeking a new regional economic framework; the other is the importance of increasing
economic engagement with the Indo-Pacific region. At a press briefing. US National Security Advisor Jake Sullivan said that the
IPEF’s launch marked ‘an important turning point in restoring US economic leadership in the region and presenting Indo-Pacific
countries [with] an alternative to China’s approach to these critical issues.”® Australia, we assess, certainly doesn’t differ from a
security perspective.

Since the new Labor government came into office in May 2022, multiple Australian Government ministers have cited a speech by
former Labor Prime Minister Paul Keating (1991-1996) calling for China to show ‘restraints’ as its power swells.!® The prospect of
China signing security agreements with the countries just north of Australia’s border will force the newly elected Labor government
to have a greater policy focus within the South Pacific, Southeast Asia and further afield into the Indian Ocean and East Asia. The
need to counter Chinese influence in the region that enables Chinese power projection and allows Beijing to dictate terms to
regional nations is central to that effort.

But, beyond China, Australia has longstanding interests in the region cutting across climate, economy, energy and security.
Australia is the world’s 17th largest foreign direct investor, and those investment flows are concentrated in the mining sector.?
This means there’s space for other sectors to be engaged through IPEF discussions. These are the terms through which Australian
policy- and decision-makers are translating the somewhat vague parameters of the IPEF into concrete actions to shape the region
in a positive direction.

Pillar 1: a connected economy

The Biden administration has defined the IPEF’s first pillar (a connected economy) as the pursuit of a rules-based digital ecosystem
that doesn’t undermine the ability to do business and exchange information online. It’s calling for negotiations to focus standards
on issues such as cross-border data flows and data localisation, dealing with challenges such as privacy and discriminatory

and unethical use of artificial intelligence, and guaranteeing that strong labour and environment standards and corporate
accountability are met.2!

For Australia, the concept of cooperation in the digital economy is more expansively framed around the promotion of sustainable
economic growth across the Indo-Pacific region.?? Currently, Australia maintains eight bilateral arrangements covering digital
technology, seven of which are with Indo-Pacific states. Collectively, those arrangements seek to lift barriers to digital trade,
attempt to influence the standards and norms that govern information exchanges in cyberspace, and provide capacity-building
assistance to countries across the Indo-Pacific.??

In the multilateral realm, Australia actively attempts to influence global digital standards through its active participation in forums
(particularly on critical minerals, cybersecurity, cloud computing and data management in the International Organization for
Standardization and the ASEAN-Australia Digital Standards Cooperation Initiative) in an attempt to allow freer and more secure
transmission of information, goods and services in order to foster economic growth. The government also dedicates funds to
support Australian experts participating in major digital forums.?*
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The Australian technology sector is currently worth $167 billion annually, according to estimates by the peak body the Tech Council
of Australia. The involvement of sector leaders, such as Atlassian, in building relationships with India is a sign of likely further
private-sector involvement in the region.?

The previous government had general aims to build a more ‘connected economy’ but was criticised for the low priority of the
technology and science portfolio.? Internationally, the government focused on the goal of creating a global digital environment
that’s inclusive and in which Australians can trade and exchange information freely and safely. The 2022 Digital Trade Strategy, for
example, called for supporting overseas initiatives that bridge digital gaps and divides to build a more inclusive digital ecosystem.?’

Looking ahead, the Labor Party made an election commitment of $1 billion to fund critical technologies and skills programs to
build 1.2 million technology jobs domestically by 2030, alongside a $15 billion Reconstruction Fund that it’s hoping will unlock
afurther $30 billion of private funding.?® The new government will be looking to build greater momentum in the area, given that
international indexes have Australia backsliding in its digital readiness and momentum.?

The IPEF provides Australia with the opportunity to further engage with rapidly developing digital markets in the Indo-Pacific by
offering a forum to discuss digital trade, investment and standards. Furthermore, Australian officials believe that many states

in the Indo-Pacific can benefit from engaging with Australia to empower their cybersecurity capacity and scientific research
outputs. Australia has a strong track record of developing cybersecurity capacity building, data management and cross-border
transactions. The Department of Foreign Affairs and Trade’s Cyber and Critical Tech Cooperation Program has delivered $23 million
in grants in the region and has announced a further $74 million over eight years.*°

Australia can also offer incentives to participating nations to maintain open digital economies and open cross-border data

flows. Those incentives can come in the form of capacity-building assistance, digital training and the provision of university and
vocational school scholarships for specialised technical training. Australia already uses the Australian Infrastructure Financing
Facility for the Pacific to finance infrastructure across the Pacific.3! Similar arrangements can be set up for other IPEF participating
nations, particularly in Southeast and South Asia.

To encourage international research collaboration and to help empower Australia’s own research ecosystem, Australia can
also advocate for the establishment of a research fellowship, modelled after the newly announced Quad fellowship, in which
researchers from IPEF participating nations can collaborate on research projects of relevance to the cyber ambitions of
those nations.3?

Pillar 2: a resilient economy

Like many world leaders, President Biden has put supply-chain resilience at the top of the US’s foreign policy agenda. For the

US, pandemic-related disruptions, vulnerability to China-sourced inputs, China using economic coercion against its allies and
partners, and, most recently, the Russian invasion of Ukraine have all thrust supply-chain risk forward. Therefore, in June 2021,
the administration released findings of a 100-day review of America’s supply chains, which called for the US to improve its efforts
to work with allies and partners, including by expanding multilateral engagement, to secure supply chains.>® The IPEF ‘resilient
economy’ pillar speaks to that priority.

Australia shares a similar problem and objective. Supply-chain resilience is a vector of economic and national security.
Pandemic-induced recessionary pressures were less acute here than in many other countries, and unemployment is at an all-time
low. However, inflation is rising and Australia is vulnerable to a global economic downturn. Australia’s trade dependency is acute,
as two-thirds of our vulnerable imports come from China.>* To address supply-chain vulnerabilities, the new government is looking
to enhance the domestic industrial base, participate in internationally focused initiatives that use digital technology to protect
business transactions and trade, and diversify investments into trusted partners’ economies.
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Australia also maintains another initiative focused on supply-chain resilience with Japan and India, which was first proposed in a
joint statement in 2020.3° That mechanism provides the three countries with a platform for closer intergovernmental collaboration
on supply-chain resilience through sharing best practices and events promoting investment to provide opportunities for
stakeholders to diversify their supply chains. Building resilient supply chains is a complex task - mapping trade dependence isn’t
sufficient as there is always potential for surprises, as we’ve seen with the global implications of Russia’s invasion of Ukraine.3®

The new government will focus on building the local Australian industrial base through public and private partnerships such

as the National Reconstruction Fund. There’s a varied mix in the priority areas indicated by the government, which include
multibillion-dollar initiatives to invest in green metals (steel, alumina and aluminium); clean energy component manufacturing,
medical manufacturing, critical technology, advanced manufacturing, agriculture and fisheries.

The IPEF offers Australia the opportunity to deepen discussions with other Indo-Pacific states on supply-chain resilience, including
avenues for foreign direct investment. As Australia begins participating in negotiations on the IPEF’s parameters, standards
setting is one mechanism through which Australia could influence the overall direction. For example, environmental, social and
governance (ESG) standards on critical minerals are important for Australia strategically, given the centrality of the mining and
resources sector to Australia’s export mix.3

Pillar 3: a clean economy

The Biden administration prioritises clean energy and infrastructure and jobs growth through clean manufacturing and innovation
in its framing of the IPEF’s ‘clean economy’ pillar. The policy actions behind this pillar would be aimed at such things as enforcing
energy-efficiency standards, investment in renewable energy, decarbonisation and CO, reduction, like the clean energy economy
priorities outlined in the Build Back Better Act.3®

For Australia and the Indo-Pacific region, climate change has an increasingly visceral impact on national security frameworks,
including the way that inward and outward foreign direct investment is regulated. Australia’s severe 2019-2020 bushfire season
and, more recently, severe flooding in 2022 (with a global pandemic in the mix) have offered a glimpse of the economic and
supply-chain toll of climate change.?® Australia is a high-carbon-emissions country on a per capita basis and faces a great challenge
in transitioning to a low-carbon economy.*® And climate change is also altering the geopolitical landscape for the Indo-Pacific
region.** More investment dollars will be needed to simply stand still in funding physical infrastructure for trade: ports, rail and
roads. Clean energy infrastructure and green technology is a new vector of strategic—not just economic—competition between
China and the rest of the world.*

Across the region, island states from the Maldives to the Indonesian archipelago, Micronesia, Melanesia and Polynesia as well as
coastal cities in East Asia are vulnerable to sea-level rise. There are attendant challenges to the foundations of economic growth
stemming from hard falls in tourism income, barriers to labour mobility during the pandemic and shortfalls in migrant remittance
income.* Larger states are also grappling with energy security, human capital development, insufficient infrastructure and thin
capital markets for financing future growth.

As a signatory of the Paris Agreement, Australia’s diplomatic engagement with the rest of the region on the ‘clean economy’
pillar is driven by its effort to ensure that global average temperatures don’t rise by more than 2°C by 2050. Australia’s diplomatic
engagement can be informed by two sets of strategies. The first set focuses on ensuring reliable, secure and affordable energy
supply and promoting efficient investment in energy infrastructure.** The second is the Climate Change Action Strategy, in which
Australia seeks to integrate climate-change mitigation into its development assistance programs in the Indo-Pacific.* There

are also other sets of objectives, such as managing climate-change risks to Australian investments, strengthening climate and
environmental safeguards, and fostering partnerships for knowledge sharing and capacity building.
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Australia also holds regular climate-change discussions with other countries at the ministerial and senior officials levels to share
information, develop best practices and build joint efforts. In the Indo-Pacific, there are existing arrangements with Indonesia,
Japan, South Korea, Singapore and Vietnam. Those arrangements are focused on creating a green economy by supporting
practical projects and initiatives to advance low-emissions solutions, including new and emerging low-emissions technologies.
Australia also provides capacity-building assistance to states that seek to address challenges facing their biodiversity, rainforests
and oceans. And Australia is part of the new Partners in the Blue Pacific initiative, which is designed to work with the Pacific Island
Forum’s own Blue Pacific agenda.*®

As Australia negotiates this pillar, both inward and outward foreign direct investment as a vehicle for executing climate action will
be key. There are strong precedents for collaboration between Australia and Korea, Japan and France on clean energy.*’

Pillar 4: a fair economy

The US, through the ‘fair economy’ pillar, is seeking the enactment and enforcement of ‘effective tax, anti-money laundering and
anti-bribery regimes’ that align with its existing multilateral obligations.*® International trade continues to be undermined by
unfair orillegal trade practices, such as corruption. Both standards setting and governance are important in this domain.

For Australia, ensuring that democratic definitions of corrupt behaviour are reflected in global norms is essential to maintaining
its interests in a free and competitive international economic environment. Australia shares the view that fair economic practices
must come with the enforcement of effective and robust tax regulations, strong anti-bribery regimes, and effective clampdowns
on money laundering.

Australia’s existing diplomatic practices in the Indo-Pacific concerning this pillar have largely focused on capacity building and
advocacy for certain standards in multilateral forums. For example, anticorruption has been added as one of the provisions of
the CPTPP, which requires parties to adopt or maintain domestic provisions criminalising corrupt behaviour in matters that affect
international trade or investment.*® Beyond the promotion of this practice, other diplomatic efforts focus on capacity building.
Through specific units within the Department of Home Affairs, such as the Australian Transaction Reports and Analysis Centre
(AUSTRAC), Australia also engages in capacity-building initiatives to provide training to developing countries in stamping out
money laundering and creating robust anti-bribery regimes.>°

The IPEF provides Australia with further opportunities to advocate for fairer economic practices across the Indo-Pacific, especially
as corruption and expectations of bribery in some markets prevent Australian companies from competing fairly. Moving forward
with the IPEF, Australia has the opportunity to deepen institutional links with anticorruption bodies to share knowledge and best
practices with other participating nations. It’simportant that such arrangements place Australia and other states as ‘equals’.

Autocracies such as Russia and particularly China, have demonstrated how varying definitions of ‘corrupt behaviour’ can

affect global norms for combating such behaviours. For this reason, beyond standards, it’s also important to think through the
implementation of those standards. Idiosyncratic national and regional approaches to standards setting are sometimes a strength
but occasionally a weakness. However, they can be wielded in ways that capitalise on areas of common interest.

Looking ahead

Early meetings of the IPEF participants will focus on finding areas that complement Australia’s existing diplomatic initiatives and
identifying potential clashes. With a new Labor government in Canberra, policymakers anticipate more concerted effort on climate
change as well as digital economy initiatives that will build on the diplomatic service’s preferred form of engagement in the region:
using agreement-making processes as a mechanism to build the capacity of regional governments.

Most specifically, standards setting cuts across several of the pillars and offers the opportunity to carve out standards to protect
interests in critical areas. Understanding regional approaches to standards setting will be important so that all parties to the IPEF
have ownership over areas of collective interest. Joint initiatives that help to identify areas of criticality and vulnerability in supply
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chains and build collective responses between partners will also be the key to strengthening the framework. Identifying how
foreign direct investment can be used as a vehicle to drive participation will also be instrumental to the success of the framework.

It’s also important that, with broad policy pronouncements on IPEF having been made, dialogues involving relevant government
agencies and non-government organisations are organised. To date, we understand, that outreach hasn’t taken place. For
negotiations to represent all views—and for the IPEF to have its intended regional impact—that engagement is necessary first.

Finally, Australia has a long history of providing capacity building to countries in Southeast Asia and the South Pacific. We need
an objective assessment of whether and when these programs have been effective. These findings can help to inform the design
of complementary capacity building through the IPEF on priorities including supply-chain resilience, digital standards setting and
decarbonisation so that IPEF emerges as a relevant forum in the Indo-Pacific’s already crowded field of regional mechanisms.
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