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Introduction

he COVID-19 pandemic has had significant consequences for every country

in the world, Australia included. Not only is public health threatened and

society fundamentally changed, but the global economy has been badly
shaken. High unemployment and a dip in consumerism because of unpredictable
lockdown laws have dominated debate for the last year, with pressure placed on the
Australian federal government to come up with solutions. Another factor in
Australia’s present economic troubles is the issue of international trade, which has
been significantly impacted by the pandemic. The most obvious example is
Australia’s deteriorating diplomatic relationship with China, which has manifested in
a campaign of economic punishment and is causing major concern for key Australian
industries. By far our largest trading partner, China’s displeasure with Australia’s
diplomatic approach regarding the origins of COVID-19 will continue to have
palpable consequences for the economy in the future. Given our geographic isolation,
the time has come for Australia to seek free trade agreements with new economic
partners that will serve to balance our reliance on China — not only will this protect
our current economic assets and industries but has the potential to grow them

exponentially.

Australia’s focus remains largely trained on the Indo-Pacific region for economic and
strategic partnership, with obvious exceptions in the United Kingdom and the United
States. However, since the mid-2010s attention has increasingly been turned to the
other side of the world. Latin America and Australia have not traditionally been close
partners — the second half of the 20™ Century saw little to no diplomatic relations
between the two regions due to rife political instability in the former that dissuaded
any attempt at developing closer relations. The 1990s onward saw increased stability
in many Latin American nations and increased diplomatic engagement with the region

could have major benefits for both Australia’s economy and its strategic interests.

There are multiple Latin American trade blocs the Australian government is currently
considering for partnership. However, there is only one that has been consistent in

pursuing a genuine economic relationship enshrined in a free trade agreement. The
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Pacific Alliance consists of Chile, Colombia, Mexico and Peru, whose territories
make up the vast majority of South and Central America’s Pacific coastline. Despite
unstable political and economic histories, these countries have united to form an
attractive trade bloc looking outward from Latin America to seek closer ties with the
Indo-Pacific. Negotiations for Australia to join the Pacific Alliance with a free trade

agreement are well under way, and it was awarded associate member status in 2018.

This report will explore the Pacific Alliance as an economic bloc, consider its
advantages in comparison to Latin American trade groups, and discuss the economic
benefits Australia may reap through a free trade agreement. Furthermore, the
international relations frameworks of middle power diplomacy and pivot states will be
utilised to explain the strategic benefits of closer engagement, as they align with
Australia’s longstanding liberal institutionalist approach to international relations. To
aid in this, Australia’s free trade agreements with Chile and Peru will be used as
reference points for how a free trade agreement with the Pacific Alliance can facilitate
stability and growth, while emerging middle powers such as South Korea will be
identified as having trade strategies that Australia may seek to emulate. Finally,
recommendations on how the Australian government may approach the deepening of
relations will be outlined, with the goal of signing a free trade agreement and

developing closer strategic ties with the Pacific Alliance.

What is the Pacific Alliance?

The Pacific Alliance is a trade bloc consisting

éllan;fa_ del of four Latin American nations: Chile
acifico ormall

Colombia, Peru, and Mexico. Formally

A p
iy

established in 2011, the bloc represents the coming-together of those countries known
as the ‘Pacific Pumas’ - so named because their approach to improving their
economic fortunes mirrored the Four Asian Tigers of the 1980s (George, 2012).
According to its official website, the Pacific Alliance currently has fifty-nine observer

states and seven associate member states: Australia, New Zealand, Singapore,
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Canada, Costa Rica, Ecuador, and Panama. In a region traditionally known for
political and economic instability and protectionism, this alliance is unique in Latin
America due to its focus on the free movement of people, goods and services and its
apolitical nature. Together, these four countries make up 37% of the whole region’s
GDP, and 50% of Latin American business is concentrated there (Andres Castafio
Pefia, 2016). To explain the opportunities for Australia presented by a free trade
agreement and closer ties with the Pacific Alliance, it is critical to first briefly explore
the political and economic histories of the Alliance’s founding countries as well as
Australia’s relationships with them. This will provide an understanding of the
economic and diplomatic approaches of each state, explain their involvement in the
alliance, and inform potential strategies Australia may adopt for increased

engagement and the achievement of a free trade agreement.

9
=.
)

We may begin this section with the Pacific Alliance member state Australia currently

has the closest ties to. Chile, a country running along
more than half of South America’s western seaboard,
has a population of approximately nineteen million and
a representative democratic political system
(worldometers.info, 2021) (Pariona, 2019). It endured - Huasca
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Pinochet’s sixteen-year dictatorship not only completely turned the country away
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from socialist economic strategies, but fundamentally changed Chilean society
(Ahumada, 2019). A free-market economy was implemented emphasising
entrepreneurship, innovation, and a new focus on free trade, utilising Chilean
economists educated at the University of Chicago (Ahumada, 2019). In the ensuing
‘capitalist revolution’, a series of radical reforms cut public spending to solve
inflation, liberalised trade by reducing tariffs and promoting foreign investment,
privatised social services such as security and health care, and privatised productive
firms (Ahumada, 2019). This approach somewhat protected Chile from devastation in
the 1980s debt crisis and continued after Pinochet conceded power in 1990. Aside
from notable events such as the Global Financial Crisis and the COVID-19 pandemic,
Chile has been able to maintain steady GDP growth since the early 2000s. Currently,
Chile presents a very attractive option for partnership and investment due to its low
unemployment rate, high quantities of natural resources such as copper, stability and
lack of corruption, and a long-standing desire to work with other countries (Spillan &
Virzi, 2017). Its key contribution to the Pacific Alliance can be narrowed to two key
points: its political and economic stability, and its commitment to attracting
international investment — the latter factor demonstrated by Chile’s trade agreements
with twenty-two other countries (Spillan & Virzi, 2017).

Colombia
Bt 4918/ The next Pacific Alliance member state to be
Cantagenay —’;‘ o ) ; . . .
T considered is Colombia. A large country situated in

S Jurbo ! |
3 }W venezueLa | the north-west of the South American continent and

m:wi,;ocom £ connecting it to Central America, Colombia has a
i population of approximately fifty-one million and
operates under a presidential representative
democracy (worldometers.info, 2021)

(globalsecurity.org, n.d.). The late-1940s onward

saw a prolonged period of unrest, with government forces, left-wing guerrilla
organisations and right-wing paramilitaries engaged in armed conflicts, some of
which persist to this day. Additionally, the initially promising 1970s saw the rise of

drug cartels and the cocaine economy, something that hindered Colombia’s ability to
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participate in global trade for several decades (Luzardo-Luna, 2019). However,
similarly to Chile, Colombia managed to avoid catastrophe in the 1980s debt crisis,
though its journey to economic liberalisation took place much later. As a strong
exporter of commodities such as oil and energy products, its present economic
stability was gradually achieved from the early 1990s onward, spurred by political
commitment to achieving domestic peace and rebuilding the capitalist middle class
(Spillan & Virzi, 2017). Beginning with the Barco administration and fast-tracked by
the Gaviria administration, liberalisation tactics such as labour reform, abolition of
exchange controls, financial reform and reform to the foreign direct investment statute
and trade liberalisation reform were pursued with varying degrees of aggressiveness
(Edwards, 2001). From 2000 onwards Colombia enjoyed consistent economic growth
until the COVID-19 pandemic and possesses strong macroeconomic strategies
(Department of Foreign Affairs and Trade, 2020). Colombia has many advantages as
an economic partner and participant in the Pacific Alliance — geographically, it has
access to both the Pacific Ocean and the Caribbean Sea, with the potential to build
ports to facilitate increased international trade flow (Spillan & Virzi, 2017). It also has
a large population that translates into both a labour pool and a consumer market, and a
wide variety of natural resources such as coffee, minerals, oil and natural gas (Spillan
& Virzi, 2017). Furthermore, it has a stable banking system and institutions that make
it a reliable partner (Spillan & Virzi, 2017). It is also notable that Latin American
integration is an expressed commitment in the Colombian constitution, indicating
Colombia is committed to the viability and prolonged success of the Pacific Alliance
(Andres Castafio Pefia, 2016). However, questions remain regarding its reliance on the
American market, lack of sufficient infrastructure to support efficient trade routes by
land and sea, and its reliability in the face of domestic corruption (Spillan & Virzi,
2017).

Mexico

The Pacific Alliance member with the largest population and highest GDP is Mexico.
The only founding member not from South America, Mexico makes up the majority

of Central America, has a population of approximately one hundred and thirty million
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and functions as a federal representative democracy (worldometers.info, 2021)

(White, 2021). In line with a general trend in Latin America, Mexico saw a period of
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wing approach led to the devaluation of the peso in 1976, a loss of self-sufficiency in

administration left-

food crops, a further peso devaluation in 1980 and the raising of tariffs to protect
domestic producers from competition abroad (globalsecurity.org, n.d.). The 1980s
saw Mexico hit hard by the Latin American debt crisis, and a further economic crisis
in the 1990s ensured growth remained slow until trade liberalisation policies started to
produce results (Villarreal, 2017). As of the late 2010s, Mexico is the most
economically powerful member of the Pacific Alliance, holding trade agreements
with 50 countries and free trade agreements with the European Union, Japan, Israel,
and the other Central American countries (Villarreal, 2017). Most notably, Mexico
was party to the North American Free Trade Agreement (1994-2018), which provided
the country the ability to export to the U.S. and Canada and enhanced its reputation as
a business partner globally (Villarreal, 2017). Under the Trump administration,
however, NAFTA was replaced by another trilateral free trade agreement, the United
States, Mexico, Canada Agreement USMCA.. However, its pursuit of free trade
agreements with a wide variety of countries indicates a desire to reduce heavy
reliance on this North American market and explains Mexico’s membership in the
Pacific Alliance (Villarreal, 2017). In terms of its usefulness as a member of the
Pacific Alliance, Mexico’s possession of a vast multitude of resources and a large
labour force makes it highly attractive for foreign direct investment (Spillan & Virzi,
2017). This is reinforced by its many trade agreements, strong economic links with
the U.S. and Canada and its open legal framework, all of which make Mexico an
excellent place to do business (Spillan & Virzi, 2017). However, much like Colombia
it still grapples with domestic security, corruption, and a notably high dependence on

oil exports (Spillan & Virzi, 2017). Despite this, Mexico’s membership is still crucial
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to the success of the Pacific Alliance due to its success in attracting foreign
investment, role as a gateway to the North American market, and strong

manufacturing capabilities (Villarreal, 2017).

Peru
i | Finally, we may discuss the other Pacific
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e T
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in the 1960s. Several military coups occurred, with the country undergoing radical
changes to its economy and society under the ‘Peruvian Experiment’ - these included
major agrarian and industrial reforms, a strong emphasis in both education and media
on community participation and national pride, and renewed participation in the
global economic order (McClintock & Lowenthal, 2015). While democratic elections
resumed in 1980, the decade saw unpopular austerity measures and an annual
economic decline of 4.2% per capita between 1985-1990 (Oxford Reference, 2020).
This changed with the long government of Alberto Fujimori, whose economic reforms
and successful combatting of left-wing terrorist groups such as Shining Path stemmed
the economic bleed (Oxford Reference, 2020). Political tussling between the polarised
left and right continued from the 2000s onward however, albeit set against the
backdrop of improved economic growth — the average annual growth rate since 2002
has sat at 6.3%, and it joined the Pacific Alliance seeking greater stability, regional
integration, and opportunities to attract foreign investment (Spillan & Virzi, 2017).
Like Colombia, Peru’s dedication to Latin American integration is enshrined in its
constitution — Peru stands to gain much from membership in the Pacific Alliance,

indicating its reliability as a member state. It has also aggressively pursued a greater
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role in the global economy, currently holding free trade agreements with the European
Union, China, Singapore and South Korea, among many others including Australia
(bizlatinhub.com, 2017). Further strengths include its low public debt, sustained
economic growth since the 2000s and strong tourism sector, as well as its stretch of
Pacific coastline that may be utilised for trading ports (Spillan & Virzi, 2017).
However, potential economic partners should also be aware of its heavy reliance on
commodities, regional developmental disparities, the lingering issue of cocaine

production, and underdeveloped infrastructure (Spillan & Virzi, 2017).

Formation of Alliance in 2011

In the early 2010s, negotiations began for the four ‘Pacific Pumas’ to come together
in a unified, apolitical trade bloc at the initiative of Peruvian president Alan Garcia
(Lima Duran & Cracau, 2016). The constitutive treaty was signed in 2012 in Chile,
defining a country’s commitment to the rule of law, democracy and constitutional
order, the separation of the powers of state and the protection, promotion and respect
for human rights and fundamental freedoms as essential to participation in the
Alliance (Andres Castafio Pefia, 2016). The Pacific Alliance has three key objectives
outlined on its official website that neatly articulate its purpose and goals and may

form the basis of an analysis on how to engage with it economically and politically:

“To build in a participatory and consensual way an area of deep integration
to move progressively towards the free mobility of goods, services, resources

and people.”

“To drive further growth, development and competitiveness of the economies
of its members, focused on achieving greater well-being, overcoming

i3}

socioeconomic inequality and promote the social inclusion of its inhabitants.

“To become a platform of political articulation, economic and commercial
integration and projection to the world, with emphasis on the Asia-Pacific

region.” (Alianza del Pacifico, n.d.)
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All four countries possess trade policies founded on the promotion of free trade and
penetration of global markets and applied low average tariffs while avoiding non-
tariff barriers. Under the 2014 Protocolo Adicional al Acuerdo Marco de la Alianza
del Pacifico, tariffs were removed on 92% of mutual trade, with the remaining 8% to
be gradually eliminated over several years (Nolte, 2016). Furthermore, the four
countries’ stock markets have been successfully integrated, while visa policies have
been liberalised to facilitate freedom of movement in an expansion beyond the limits
of traditional free trade agreements (Foster, 2020). To date there have been fourteen
in-person summits and one virtual summit between the four nations, with pro tempore
presidency currently residing with Colombia (Alianza del Pacifico, 2021). The Pacific
Alliance has continually expressed an interest not only in working towards closer
engagement with the Indo-Pacific, but in achieving greater regional integration with

other Latin American nations.

However, the bloc has not been immune to criticism. Some have suggested the timing
of initial negotiations supports the interpretation that the Alliance was formed in
response to the growing power of Brazil, though this has been vehemently denied by
representatives of the Pacific Alliance states (Andres Castafo Pefia, 2016).
Additionally, some public commentators have argued the true purpose of the Alliance
is to “shackle the Pacific countries as exporters of natural goods, prevent the
consolidation of regional integration and isolate Brazil, Argentina and VVenezuela, and
form an economic leg of the Trans-Pacific Partnership through which the United
States may contain China.” (Zibechi, 2013). However, these criticisms may be
countered with the following arguments: firstly, to say the Pacific Alliance is actively
working against regional integration ignores strong efforts on behalf of its
representatives to engage with delegates from its main regional counterpart,
Mercosur. Chile has made approaches to Brazil (Mercosur’s largest member state) to
discuss “convergence in diversity”, which would facilitate the economic integration of
the two blocs (Mora Mora, 2016). Additionally, all Pacific Alliance countries have
strong trade relationships with many Latin American countries, while accusations that
the group functions as an American economic weapon against China fail to
acknowledge the substantial investments China has made in Pacific Alliance countries

across a wide range of sectors including energy and transport (Adams & Brown,
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2015). The acceptance of these investments indicates the Alliance’s desire to attract
foreign direct investment - while it may in the future play an important role in a fully
realised Comprehensive and Progressive Agreement for Trans-Pacific Partnership
(CPTPP), it is clearly willing to partner with China economically. Consequently, the
yet-to-be-discussed benefits for Australia of realizing a free trade agreement with the
Pacific Alliance will significantly outweigh any arguments for avoiding it as an

economic and political partner.

Regional Dynamics

The Pacific Alliance is one of several trade blocs in Latin America, but its major
regional counterpart is Mercosur — together, these two initiatives constitute 80% of
the total Latin American GDP (Albertoni & Rebolledo Smitmans, 2018). Consisting
of Brazil, Argentina, Uruguay, and Paraguay (and the currently suspended
Venezuela), Mercosur was established in 1991 in an agreement that overcame the
preceding years of conflict between its member states (Albertoni & Rebolledo
Smitmans, 2018). Its constitution is interesting in that it can be classified as a kind of
midpoint between promoting integration while refraining from completely opening its
markets (Andres Castafio Pefia, 2016).

In terms of which trade bloc Australia is better off seeking a free trade agreement
with, the Pacific Alliance can be highlighted as the more advantageous option for
several reasons. Firstly, one of the explicit principles of the Pacific Alliance is the aim
to expand its sphere of influence to the Indo-Pacific. Pacific Alliance member
countries trade relatively little with each other in goods, despite having extremely low
trade barriers (Lima Duran & Cracau, 2016). This is mainly attributable to the
geographic isolation of Mexico, which is somewhat divorced from the flow of goods
between other member states and has a far more internationalised trade profile tied to
North America (Lima Duran & Cracau, 2016). This necessarily gives the Pacific
Alliance a strong international dimension, and its founding documents illustrate its
seriousness in member states teaming up to collectively appeal to foreign investors

such as Australia (Lima Duran & Cracau, 2016). In contrast, Mercosur’s member
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states are all in extreme proximity to one another, and the group’s main goals have
long been the elimination of intra-regional barriers to trade within Mercosur itself and
advancing trade with the whole of the Americas and Europe (Albertoni & Rebolledo
Smitmans, 2018). This is highlighted in the recent signing of a free trade agreement
with the European Union, though ratification has been impeded by concern over
Brazil’s environmental policies and human rights abuses under right-wing President
Jair Bolsonaro (Toni & Tubiana, 2021). From this, the conclusion can be drawn that
Australia should seek greater engagement with the group that has an inherent
international orientation: the Pacific Alliance. At the same time, it can be argued that
it would be better to pursue the bigger economic fish through engagement with
Mercosur. However, the Pacific Alliance encompasses four relatively stable liberal
democracies committed to the upholding of the rule of law and human rights (Adams
& Brown, 2015). In contrast, Brazil has experienced increasing volatility and
uncertainty in the last three years, and issues surrounding its environmental activities
and human rights track record under the current administration would prove difficult
for the Australian government to defend when seeking an economic alliance.
Furthermore, the presence of Australian businesses is greater in Pacific Alliance
countries than in Mercosur countries — approximately 450 Australian businesses or
affiliates currently operate in Pacific Alliance territory, while the figure is much lower
for Mercosur nations (Department of Foreign Affairs and Trade, 2017). Additionally,
Australia’s close relationship with Chile and existing free trade agreements with Chile
and Peru provide an excellent foundation for a free trade agreement with the Pacific
Alliance soon. Though relations are friendly with all Mercosur member states, there
simply is not the same kind of pre-existing diplomatic and economic foundation to
build upon. Finally, the Pacific Alliance consists of countries which have pursued
trade liberalisation under a common strategy adopted from East Asia — they are
familiar with how trade works in the Indo-Pacific, and want to not only emulate it, but
use it to engage with the region (George, 2012). In contrast, Mercosur’s structure is
preoccupied with equalizing tariffs and requires its members to negotiate free trade
agreements as a group - given members are frequently divided along economic policy
lines and some have been suspended for lack of compliance with the conditions of
membership, a free trade agreement may prove difficult for Australia to achieve in

alignment with its own foreign policy guidelines (Albertoni & Rebolledo Smitmans,
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2018). Consequently, the Pacific Alliance is undoubtedly the more advantageous

option for Australia to pursue partnership with.

Australia and the Pacific Alliance

Australia’s economic and political relationships with both the Pacific Alliance as a
bloc and with each member state is remarkable when considering the state of relations
in the late 20™ century. Latin America was long perceived by the Australian
government as too distant and unfamiliar to be a viable source of political and
economic alliance, particularly in comparison to the U.K. and Europe (Rocha &
Coronado, 2014). The strife Latin America experienced had major consequences for
engagement with Australia. Australian Minister of Foreign Affairs Alexander Downer
remarked during a 2001 visit to Chile that “Australia had nothing to do with Latin
America or South America during the first three quarters of the twentieth century...
there are different reasons such as geography... in addition there is this so-called
aspect of the culture of Latin America that speaks Portuguese and Spanish and we are
an English speaking country” (Strodthoff, 2014). But with the region achieving more
consistent stability towards the end of the 1990s Australia’s ties with Latin America
have strengthened, with the establishment of the Council on Australia Latin America
Relations (COALAR) in the early 2000s (Rocha & Coronado, 2014). This body
highlighted investment, agribusiness, cultural promotion, education, and tourism as
areas that might be used to foster deeper engagement between the two regions (Rocha
& Coronado, 2014).

Since COALAR’s foundation new diplomatic posts and trade offices have been
founded, and the landmark achievement of free trade agreements with Chile and Peru
has been realized. Australia’s ties with the former are particularly strong - the Chile
partnership was Australia’s first Latin American free trade agreement, which
established the prohibition of limits to market access for each party as well as the
obligation of each Party “to accord, to services and service suppliers of the other
Party, treatment no less favourable than it accords to its own like services and service

suppliers” (Department of Foreign Affairs and Trade, n.d.). The agreement saw the
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immediate elimination of 92% of tariffs, as well as a notable increase in Australian
owned businesses operating in Chile. It can be considered an important step in
Australia’s framing of itself as a middle power, whose main strategy was influence
rather than coercion — this kind of covert diplomacy can inform the basis of future
strategies for engagement with the Pacific Alliance as a whole, something this paper
will return to in more depth (Strodthoff, 2014). Furthermore, a free trade agreement
with Peru came into force in February 2020. This agreement allows for greater access
to the Peruvian market, particularly for the Australian beef, sugar, and dairy
industries, while also benefitting Australian universities through Peruvian
acknowledgement of Australian degrees (Department of Foreign Affairs and Trade,
2018). These agreements clearly indicate Australia’s commitment to expanding into
the Latin American market, and becoming a member state of the Pacific Alliance.
They may also provide a good foundation for the kind of free trade agreement it can
expect to come to with the Alliance. We may further note Chile, Peru and Mexico
were all a part of Trans-Pacific Partnership negotiations, bringing them closer to
Australia on a global scale and placing engagement between the groups in a strongly
Indo-Pacific context (Adams, et al., 2013).

Despite these positive steps towards stronger relations, Australia’s efforts regarding
trade and foreign policy resources could be viewed as lacklustre when considering
how rapidly the Pacific Alliance countries are growing and seeking new allies in the
Indo-Pacific. Other nations such as China, Japan and South Korea either already have
a strong presence in the Pacific Alliance or have expressed serious interest in
investment and development of infrastructure (Adams & Brown, 2015). To fully
realize the economic and strategic benefits of a free trade agreement, Australia must
dedicate more energy and resources to building up the diplomatic relationship with
both the Pacific Alliance as a whole and its individual member states. This will serve
the dual purpose of gaining a new economic and strategic ally, while ensuring

Australia does not get left behind by its neighbours.
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What are the Economic Benefits of Working with the Pacific Alliance for
Australia?

Having established a foundational understanding of what the Pacific Alliance is and
its current relationship with Australia, discussion may begin on the economic benefits
to be reaped by both a free trade agreement and an overall closer relationship. Put
simply, the Pacific Alliance represents a sizeable trade bloc in a region Australia has
not ventured far into before — it presents a significant opportunity for Australian
goods exports in industries such as farming, mining, manufacturing, while also being
an excellent ground for Australian education and other service provisions (Ciobo,
2017).

Without a free trade agreement in place, Australian service suppliers are impacted by
market access barriers that “impose restrictions on the level of foreign investment,
quotas on foreign workers, and in some cases prohibitions on foreigners supplying
services in any form.” (Department of Foreign Affairs and Trade, n.d.).

By seeking a free trade agreement with the whole alliance like the ones currently held
with Chile and Peru, Australia can have tariffs removed on most, if not all exports,
and massively increase the presence of Australian businesses in Pacific Alliance
countries while also attracting Latin American investment and population flows into
Australia. Furthermore, it will allow Australia to compete with economic superpowers
such as the United States, the European Union and China in terms of increasing the
presence of key Australian products in Pacific Alliance countries, namely national
exports such as coal and gas as well as foodstuffs like beef and dairy. A free trade
agreement would place us on a level playing field with those competitors and expand

our goods exports to a previously untapped region.

In terms of Australia’s main goods exports to each of the four Pacific Alliance
countries, they are typically different kinds of machinery and/or equipment relating to
agriculture, mining, telecommunications, electrical circuits, and civil engineering

among other disciplines. When comparing this with Australia’s main exports to its top
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five trading partners (China, Japan, the European Union, the United States and South
Korea), it represents a clear turn away from leading exports such as beef, iron ore and
natural gas. Currently, machinery and equipment account for 2.9% of all Australian
exports, and are worth $7.5 billion dollars to the national economy (Workman, 2021).
These industries count as negative net exports, wherein Australia spends more on
importing foreign products than it makes exporting these products (Workman, 2021).
Consequently, the dominant presence of machinery and equipment exporting to the
Pacific Alliance may make the region seem like a money-hole that does not need or
want the main goods Australia is used to offering, mainly due to proximity to
economies such as the United States. However, one might also consider the
opportunities for domestic growth in manufacturing industries that a free trade
agreement with the Pacific Alliance could facilitate. In particular, it is important to
note 87% of Mexican imports are manufactured products, while machinery and
transport equipment are 39% of Colombia’s imports — a free trade agreement would
capitalise upon the opportunity to further inject Australian manufactured equipment
into those markets, increasing competitiveness with the United States
(tradingeconomics.com, 2021) (tradingeconomics.com, 2021). As Pacific Alliance
members suffer from the common Latin American problem of large territories and
poor communications, there is a market for telecommunication and transportation
equipment Australia may fill. As a result of all this, there is potential for a major
uptick in Australian jobs to meet Pacific Alliance demand, aided by the removal of
tariffs on Australian equipment and machinery. The Australian government must
consider the fact that manufactured goods make up over two-thirds of world
merchandise trade — according to the Australia Institute’s Centre for Future Work, “a
country that cannot successfully export manufactures will be shut out of most trade.”
(Stanford, 2016). Since the Australian manufacturing sector has been declining since
2008 and continues to struggle, it would appear this is an area in desperate need of
assistance to survive. A free trade agreement with the Pacific Alliance could see a
revival in Australian manufacturing, cauterizing a long bleeding wound and securing

hundreds of thousands of jobs presently at risk (Milne, 2013).

In addition to this, the profitability of Australian services should not be overlooked

when considering the advantages of greater engagement with the Pacific Alliance. A
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good example is the intersection of mining and agricultural industries with the
education sector. Australia has a strong reputation globally for its adeptness in the
mining and agricultural industries — in terms of trade this has manifested in the export
of goods such as iron ore, coal, beef, and barley. However, in the case of the Pacific
Alliance this strategy hits something of a roadblock. The Pacific Alliance countries
share strong similarities with Australia in terms of their natural resources and climate
—all are incredibly biodiverse, with numerous different biomes represented within
each country. The conditions for agriculture are therefore very similar, and
agricultural products such as beef and barley make no appearance in the top imports
for both Australia and each Pacific Alliance country. These similarities have the
potential to actively work against greater engagement between Australia and the
Pacific Alliance — an example of this can be found in the discourse surrounding
Mexican avocado exports to Australia, with Mexico’s application for market access
languishing for a decade unactioned by Australian officials (freshfruitportal.com,
2016). From this, Australian officials must be prepared to compromise on certain
issues to achieve greater access and interdependence with the Pacific Alliance market.
Beyond agriculture, all parties are rich in resources such as iron ore, gold, and natural
gas, meaning alternatives to Australia’s traditional imports and exports must be found.
Instead, Australia should acknowledge the potential for exporting knowledge critical

to the functioning and success of these industries.

As acknowledged by Josh Frydenberg in 2015, “Australia’s world class resource
base and expertise in exploration, mining and processing are a great asset for the
nation.” (Frydenberg, 2015). Additionally, the Reserve Bank of Australia’s Head of
Economics Analysis Alexandra Heath has stressed the importance of teaching subject
matter expertise such as data analytics, engineering, and machine fitting, as well as
skills such as digital literacy (Heath, 2019). An example of how this might manifest in
a viable export to the Pacific Alliance might be found in Austmine’s 2020 rollout of
the METS (Mining Equipment, Technology and Services) Digital Mining Export hub,
designed to help companies increase their global competitiveness and expand their
industry knowledge (Zakharia, 2020). This kind of initiative could be adapted and
marketed to both Pacific Alliance mining companies and the agricultural sector to

help build their industry literacy and grow their businesses, thereby enhancing their



SAGE International ©, 30 November 2021 19
SAGE International, Adelaide, South Australia

ability to pursue foreign direct investment and further strengthening the economies of

Pacific Alliance member states.

Another educational service that could see huge economic benefits from increased
engagement with the Pacific Alliance is the university sector. The Australian higher
education system relies heavily on the fees received from international students —
more than 20% of all enrolments are international students, and in 2019 more than
$10 billion in international student fees constituted 27% of Australian universities’
total revenue (NTEU Policy & Research Unit, 2020) (Bolton, 2020). On a broader
scale, the international education sector’s economic contribution to Australia’s total
GDP was $37.6 billion in 2018-2019 and supported 240,000 jobs (Tehan, 2019). This
revenue has knock-on effects for other areas of the national economy where
international students are employed, spend their money, and pay rent and taxes. With
the outbreak of the COVID-19 pandemic preventing many international students from
studying onshore, Australian universities have suffered a further blow when an
ongoing diplomatic stoush between the Australian and Chinese governments led to
Chinese authorities dissuading students from seeking higher education in Australia,
citing racism concerns (Foster, 2021). Given China is by far the biggest source of
international students in Australia, it would be a mistake to ignore the message that
the university sector, and by extension the economy, must find a solution to
Australia’s reliance on China for human capital (Studies in Australia, 2018). This
provides an opportunity for Australia to turn its focus to Latin America, and more
specifically the Pacific Alliance, for international students. While many of Australia’s
international students come from Asian countries, Colombia was the ninth ranked
contributor in 2018 while fellow Latin American country Brazil was fourth ranked
(studiesinaustralia.com, 2019). This clearly indicates an interest among Latin
American students in studying in Australia that can be capitalized upon by increased
dialogue between Australian and Pacific Alliance universities and facilitated by
governmental investment. Much like the export of manufacturing goods, this is an
area of enormous opportunity for greater engagement with the Pacific Alliance that

would beget tangible benefits for the national economy.
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What are the Strategic Benefits of Working with the Pacific Alliance for
Australia?

The achievement of a free trade agreement with the Pacific Alliance would see huge
economic benefits for Australia, but perhaps of equal importance are the strategic

benefits of greater engagement with this bloc.

Firstly, it is useful when discussing Australian foreign policy to employ a framework
of ‘middle power diplomacy’. While nailing down a definition has proved challenging
in international relations literature and prevented it from becoming a fully realized
theory, middle powers are generally agreed to be those nation-states who “are neither
great nor small in terms of international power, capacity and influence, and
demonstrate a propensity to promote cohesion and stability in the world system”
(Jordaan, 2003). As a stable liberal democracy, Australia is commonly identified as a

middle power that:

“has limited influence on deciding the distribution of power in a given
regional system, but is capable of deploying a variety of sources of power to
change the position of great powers and defend its own position on matters

related to national or regional security that directly affect it. ” (Shin, 2015).

The economic dimension of middle power diplomacy has come to the forefront in
recent decades and provides a medium of interpreting the strategic benefits of
increased engagement with the Pacific Alliance. Middle power diplomacy is grounded
in 20™" century liberal international relations ideas and aligns neatly with Australia’s

overall liberal institutionalist approach to foreign policy and trade.

Australian politicians have long claimed Australia’s status as a middle power and
designed foreign policy accordingly — this is perhaps best encapsulated in the

governments of Kevin Rudd and Julia Gillard and adds a constructivist dimension to
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otherwise liberal policy formulations (Teo, 2018). When referring to emerging middle
powers such as South Korea and Indonesia however, Australia’s middle power label
might be questioned. This relates to its waning ability to exert discernible influence in
the international system amidst the rise of new middle powers, facilitated by Coalition
governments who have generally dismissed the middle power label and elected to
focus on building the case for Australia as a great power (Teo, 2018). In contrast,
South Korea has been able to position itself as a highly capable trade networker
beyond its regional limitations, aided by consistent governmental policy, seeking of
free trade agreements, and strengthening of its ties with other middle powers such as
Mexico (Lee, 2016). The South Korea lesson is that Australia must broaden its
network of partners and position itself as an Indo-Pacific trading power if it wants to
continue exerting influence — otherwise, it risks being left behind and overtaken by
emerging middle powers. The Pacific Alliance presents an excellent opportunity to
assert Australia’s reputation as a middle power and increase its economic and

diplomatic presence both regionally and globally.

Australia’s particular situation also calls to mind the concept of the ‘pivot state’
within international relations — a state that has “military, economic or ideational
strategic assets that are coveted by great powers” (Knowles, et al., 2014). Such a state
must be capable of forming productive connections with many different countries
without becoming dependent on anyone, thereby being able to ‘pivot’ between
partners (Bremmer, 2012). The inability to pivot could have the consequence of
becoming a ‘shadow state’, born from over-reliance on a major partner in terms of
economy and security. This is clearly observable in a country such as Greece, which
is heavily dependent on the European Union (Bremmer, 2012). Knowles et al. defined
Australia in 2014 as a ‘pivoting state’ — they emphasised Australia’s natural resources
as key to its ability to pivot, as this factor is heavily in demand with great powers
(Knowles, et al., 2014). They also acknowledged a distinguishable pivot away from
Europe and towards the United States and China, highlighting its strong diplomatic
and strategic connections through mediums such as the Five Eyes network (Knowles,
et al., 2014). The language of the ‘pivot state’ conceptual framework is certainly not
unfamiliar to Australian politics, with the Joint Standing Committee on Trade and
Investment Growth releasing a report entitled ‘Pivot: Diversifying Australia’s Trade

and Investment Profile’ in 2021 (Parliament of Australia, 2021). That report strongly
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emphasised the importance of developing a trade diversification plan, to avoid
“having too many eggs in one basket” — this indicates a clear awareness that Australia
is currently risking its ability to pivot through increasingly heavy dependence on the
Chinese market for natural resources (Parliament of Australia, 2021). This is
reflective of an overarching problem wherein Australia is not only limited in terms of
its trading partners but limited in the products it exports. By diversifying its exports
and trading partners, Australia cannot only protect struggling industries and seek
economic gains, but open avenues to new strategic allies to whom we may pivot when
other relationships sour — the Pacific Alliance presents an excellent opportunity
through which this strategy can be pursued for sustained economic growth in the

future.

Another key strategic advantage of greater involvement with the Pacific Alliance is a
strengthening of Australia’s position in the Indo-Pacific. The Pacific Alliance has
been increasing its influence in Emerging Asia for several years now, providing the
raw materials desperately needed to facilitate regional infrastructure projects.
According to the 2017 DFAT White Paper, one of Australia’s major foreign policy
concerns is maintaining and bolstering its influence in the Indo-Pacific region in the
face of China’s ever-expanding reach (Department of Foreign Affairs and Trade,
2017). Rather than seeing the Pacific Alliance as a competitor in terms of exports,
Australia may exert middle power tactics to position itself as a prime medium through
which Latin America may increasingly reach the broader Indo-Pacific by dedicating
diplomatic efforts and resources to building that relationship. By facilitating Latin
American business involvement in the region and drawing specialised goods, crisis
resolution training and defence resources and knowledge, Australia may take a
leading role in the continued economic and security development of the Indo-Pacific
in a manner like Singapore. This would have the effect of reaffirming Australia’s
traditional identity as a regional leader and stem the influx of Chinese influence

currently threatening the validity of that role.

Furthermore, the greater diplomatic engagement a free trade agreement will facilitate
would be useful in re-imagining the Trans-Pacific Partnership as the Comprehensive

and Progressive Agreement for Trans-Pacific Partnership. Australia, Chile, Peru and
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Mexico were all party to the initial agreement, which was signed in 2016. However, it
could not be ratified due to then-U.S. President Donald Trump’s withdrawal in a
reflection of his administration’s emphasis on protectionism and isolationism
(McBride, et al., 2021). Eleven parties including Australia, Chile, Peru, and Mexico
have committed to its successor in the CPTPP, but the continued absence of the
United States leaves the agreement vulnerable to Chinese counter-policy (McBride, et
al., 2021). Allying itself with the Pacific Alliance through a free trade agreement
would be a flexing of Australia’s middle power muscle, with the aim to renew U.S.
interest in the CPTPP. This would serve the purpose of drawing a great power into the
agreement — something both Australia and its fellow middle powers view as critical to
regional stability, as it would help balance China’s economic and strategic dominance
in the Indo-Pacific region (Lee & Suh, 2016). Overall, Australia stands to gain much
by greater engagement with the Pacific Alliance. A closer relationship would revive
Australia’s reputation as a middle power, further establish it as a self-sufficient pivot

state, and help to advance Australian interests in the Indo-Pacific.

Recommendations of this Report

Having explained the clear and numerous economic and strategic benefits of greater
engagement with the Pacific Alliance, this report may now move on to considering

specific methods through which Australia may achieve this closer relationship.

As previously established, it is key that Australia continue to build its reputation and
continue to behave as a middle power, exerting the diplomatic activities and resources
that go along with this role. As seen in the conclusions drawn by Adams, Brown, and
Wickes in 2013, Australia may take a by-proxy approach that focuses economic and
diplomatic energies on the Indo-Pacific, with the ulterior goal of making Latin
America perceive Australia as a gateway into the Indo-Pacific region as a whole
(Adames, et al., 2013). This would see us pursue a role like that which Chile currently
plays for us, as a close ally that facilitates entrance into a broader, highly profitable
market. This would align neatly with the government’s current foreign policy focus

on the Indo-Pacific, serving a dual purpose that sees Australia gain a strong economic



SAGE International ©, 30 November 2021 24
SAGE International, Adelaide, South Australia

position with Pacific Alliance member states while also reinforcing our position as a

regional leader in the eyes of smaller nations.

A less roundabout recommendation would be to increase direct diplomatic
engagement with Pacific Alliance countries through a variety of means, in an
exercising of soft power diplomacy that sits comfortably with Australia’s historically
liberal approach to international relations. We might refer to our excellent relationship
with Chile as a perfect guide for how to execute this strategy and reflect on the
importance of how to approach the situation with cultural awareness and sensitivity.
Latin America has a tumultuous history coloured by exploitation and interference
from external powers such as the United States and Europe — a sense of injustice at
the hands of their neighbours’ foreign policy and self-identification as underdogs is
pervasive and must be factored into diplomatic dealings with these countries. The
Alliance countries’ ascendancy out of political and economic chaos and discord is
admirable and applying a highly formalized approach to relations would likely be
effective in eliciting a welcoming response. In other words, treating all four member
states as fellow middle powers (and therefore equals) would align with Australia’s
long-standing foreign policy approach and ensure a warm foundation on which to
build a long-lasting partnership. COVID-19 pandemic allowing, this might be done
through the deployment of relevant cabinet ministers to conduct soft power
diplomatic negotiations, perhaps in the form of a tour through the Pacific Alliance
member states. The ministers may also conduct activities such as visiting Australian

businesses in those countries, and formally opening new investments such as schools.

An expansion of this soft power strategy and in alignment with Australia’s reputation
and desire to act as a middle power would be direct financial and resource investment
in the Pacific Alliance countries on a local level. As previously stated, there is a prime
jumping off point for this in the free trade agreements with Chile and Peru, as these
partnerships allow for greater Australian presence in the day-to-day operations of
these countries. It would be hugely advantageous to draw the attention of Chilean and
Peruvian people to Australia and its goods and services — this may be done through
the funding of English language schools, which would engage Latin American

students directly with Australian education and serve the purpose of encouraging
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them to come to Australia for higher education. The Australian government may also
consider advocating for the university and education sectors to increase dialogue with
Pacific Alliance institutions, with the goal of setting up exchange programs that
would facilitate cross-cultural contact and reduce our reliance on the Asian market for
international students. A reference point for this may be found in China’s Confucius
Institutes or France’s Alliance Frangaise, both hugely successful programs which
facilitate cultural engagement and offer student exchange programs (Donelly & Kim,
2019). Such programs might initially be targeted at Chile and Peru, and even involve
the establishment of ‘sister school’ partnerships between Australian and
Chilean/Peruvian institutions to demonstrate interconnectedness and a desire to
engage academically. Furthermore, data on what degrees Latin American students are
studying might be analysed to discover which areas are most in demand — this could
inform cross-cultural educational programs aimed at those sectors, which would
maximize the attractiveness of Australian institutions. By making this kind of
investment in the countries Australia already has free trade agreements with, we may
increase our appeal and influence across the entire trade bloc. Upon the ratification of
a free trade agreement with the Alliance as a whole, these activities could formally

expand such investment to Mexico and Colombia.

If the Australian government wants to drive the post-COVID-19 economic recovery
and make Australia a genuine middle power, it must make serious steps towards
diversifying economic partnerships beyond our immediate regional context. A free
trade agreement with the Pacific Alliance can deliver huge economic benefits, and
with free trade agreements already in place with Chile and Peru that process is well
underway. However, it is important to also acknowledge the strategic advantages that
may be reaped by closer ties with the Alliance — not only will a strong economic
partnership reduce our current reliance on the Chinese market’s demand for goods,
but it has the potential to serve as a supplement in areas badly affected both by the
pandemic and by deteriorating diplomatic relations with China. By attracting Latin
American interest and facilitating involvement in the Indo-Pacific, ramping up direct
diplomatic engagement with Pacific Alliance countries, and investing resources and
funds into increasing the presence of Australian goods and services, Australia can

achieve the following: reassertion of its position as an influential middle power,
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protection and expansion of its economy, and the securing of new allies that will

strengthen its position regionally.
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