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AUSTRALIA’S INTERNATIONAL ENGAGEMENT AND REFORM 

I would like to thank the Melbourne Institute and The Australian for the invitation to 
participate in this important conference.   

I want to take the opportunity to address some aspects of Australia’s international 
engagement.   

First, I want to address the connection between domestic reform and openness.  
Second, I want to consider how we should use international engagement to secure our 
interests in a substantive and inclusive system of policy dialogue and cooperation.  
The principal motivation for the second inquiry is that effective international 
institutions and forums help to secure strong, sustainable and stable economic growth 
in Australia.   

Reform and openness 

Let me start with the link between openness and economic reform and growth.   

There are many reasons for being open to the rest of the world – not just economic.  
Of the economic reasons, the most powerful is the incentive that engagement with the 
rest of the world provides for greater internal efficiency and productivity – two 
enduring sources of higher wealth.  The drivers are many: access to cheaper, better 
and a wider range of inputs and final goods and services; a more efficient allocation 
of labour and capital, supporting specialisation in areas of comparative advantage; 
access to international financial markets, enabling the financing of investment, 
smoothing of consumption, and management of risk; transfer of technology and skills; 
and enhanced competition in domestic markets, promoting innovation and 
competitive pricing.   

Australia has done a lot over the past couple of decades to liberalise cross-border 
movement in good and services, capital, and people.  The successive reductions in 
international protection through the removal of quantitative restrictions and tariff cuts 
has liberalised trade in goods and services [Figure 1: trade share and ERP], with direct 
benefits to consumers and businesses.  Liberalisation of the financial sector and the 
earlier removal of capital controls have improved financial intermediation [Figure 2:  
housing spreads over the cash rate] and made access to finance easier [Figure 3: CAD 
as share of GDP].   

These changes have been accompanied by the development of credible medium-term 
monetary and fiscal policy frameworks, the adoption of a floating exchange rate 
regime, and greater flexibility in the labour market.  Indeed, these latter three changes 
were introduced in part as a result of pressure exerted on the domestic economy by 
increasing international openness.   

There is scarcely any commercial activity that has not, in some way, been affected by 
this program of internationalisation – a fact that would have surprised many in the 
early 1980s.  One of the lessons of the last 20 years is that you never really know 
where the line should be drawn between ‘traded’ and ‘non-traded’ activities until you 
liberalise at the border.  Indeed, one might wonder whether the distinction has any 
real meaning. 
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While openness has been an advantage, it has made us more exposed to the vagaries 
of events overseas.  But the greater economic strength and the reforms to our markets 
and institutions that have accompanied greater openness have in turn provided us with 
the means to deal better with international disturbances.   

If, at the start of the 1990s, we had predicted that our largest trading partner would 
experience average growth of just 1 per cent and suffer four recessions over the 
coming decade, that a large part of emerging East Asia would experience a financial 
crisis and severe recession (1997 and 1998), that US bond markets would effectively 
grind to a halt for a period (late 1998), that US equity markets would experience the 
emergence and bursting of a major bubble (2000), that the US economy would 
experience a not insubstantial recession (2001), that significant acts of terror would 
occur in New York and elsewhere, that Asia would experience health scares like 
SARS and avian flu, and that oil prices would rise sharply to levels not seen since 
1985, most of us would have thought that the next 15 years would be pretty miserable 
ones for Australia.  Yet, this has been a period of historic economic prosperity for us.   

Of course, there have been ‘favourable shocks’ as well over this period, such as 
world-wide low inflation and interest rates, and rapid economic development in 
China, India and parts of Latin America.  Internationally, it hasn’t been all bad news.   

But those few bits of good news have not been the reason for our relatively good 
economic performance.  Rather, the basis of our prosperity lies overwhelmingly in 
having strong institutions, flexible markets, effective and well-targeted 
macroeconomic policies and credible regulatory frameworks.  It is much easier, much 
less damaging, to take a hit from overseas when the domestic economy is strong:  
losing one engine of a jumbo jet in flight matters a lot less if the other three engines 
are working well.     

But, despite the successes of the past, we can’t now sit still.  The rest of the world 
continues to change.  Markets in goods, services, and finance are deepening and 
changing; there is also increasing cross-border movement of people.  Domestic 
deregulation and liberalisation in other parts of the world, combined with the force of 
ever-changing technology, are affecting the gamut of cross-border economic activity.  
And economic development, especially in Asia, continues, with far-reaching effects – 
increasing competition and innovation in markets, and fundamentally changing the 
global supply and demand of manufactured goods, services, and resources.  One 
consequence of comparatively recent international developments is that Australia 
appears to be experiencing a trend improvement in its terms of trade; another thing 
that would not have been predicted 20 years ago.  Indeed, it was not predicted – a fact 
that largely explains much wasted energy in protracted debates about so-called 
strategic industry policy, even as recently as the year 2000 when a succession of 
instant experts was wanting to tell us that the world was passing us by because we 
weren’t manufacturing computer chips.   

The reforms of the past couple of decades have put us in good shape.  We have come 
a considerable way in improving our international competitiveness [Figure 4: 
international competitiveness; in 2004, Australia was ranked 4th on the IMD (Institute 
for Management and Development) World Competitiveness Index, up from 15th in 
1994].  But without further internal structural reforms and a further deepening of 
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cross-border commerce and people movement, we risk missing out on historic 
opportunities and failing to deal effectively with significant new challenges.   

Getting productivity and participation policy settings right is fundamental to our 
ability to sustain domestic growth and ensure that we can respond to evolving 
international economic circumstances.   

The menu here is a large one.   

It includes coordinated decision making on physical infrastructure such as rail and 
ports to ensure that they flexibly meet changing patterns of demand for resources.   

It means ensuring competitive pricing, adequate provision, and sustainable use of 
water and energy for both firms and households.   

It requires that our schools, centres of technical education, universities and firms 
deliver Australian workers of the future.   

Perhaps less obviously, it requires that our institutions and businesses be able to 
deliver the education and business services that Asian neighbours need to support 
their further economic transformation as developed market economies.   

And it means ensuring that our tax, social security and labour market systems provide 
incentive for economic participation, to boost national income and wealth.   

I know that reform imperatives in these areas will be much discussed in this year’s 
conference.  On a number of occasions I have pointed to the increasingly urgent need 
to design responses to the looming demographic challenge.  Today, my point is that 
powerful developments in the international environment make domestic reform even 
more necessary.     

International engagement  

So far, I have spoken about the linkage between changes in the world economy and 
developments in our own economy.  I would like now to change tack somewhat, and 
look at how these changes in the world economy affect the international policy 
architecture and the way in which we engage in international decision making.   

We have a well-established set of institutions and processes for international 
engagement.  These range from ‘bricks-and-mortar’ institutions like the IMF, World 
Bank, ADB, OECD, WTO and BIS, to groupings and forums like APEC, G-20, 
IOSCO, FSF, and EMEAP.1   

These exist to provide practical coordination mechanisms for sharing information and 
supporting cooperation on policy and market issues of economic and strategic 
                                                 
1  For the acronym-challenged, these are, respectively, the International Monetary Fund, Asian 
Development Bank, Organisation for Economic Cooperation and Development, World Trade 
Organisation, Bank for International Settlements, Asia Pacific Economic Cooperation, International 
Organisation of Securities Commissions, Financial Stability Forum, and Executives Meeting of East 
Asia Pacific (central banks).   
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substance.  Given the extent of cross-border economic activity that now occurs, it is 
difficult to overstate the importance of an agreed set of ‘rules of the game’ for 
international trade, finance and people movement.  And as markets develop further, 
these institutions and forums provide a valuable means of understanding what is going 
on in the international economy, cooperating in the setting of standards and rules, and 
facilitating national adjustment in support of well modulated change in the world 
economy.   

Indeed, the ‘rules of international economic engagement’ change over time, as 
circumstances and technology change and as we learn from experience.  Active and 
broad participation by countries in the process by which these rules develop is 
necessary in order that the rules reflect broad, rather than sectional, interests.  The 
various financial crises of the 1990s, for example, led to a focus on codes and 
standards for both the public and private sector, as well as mechanisms for garnering 
international support in a financial crisis (like the New Arrangements to Borrow), all 
of which could only be realised through cooperative action in some kind of global 
forum.   

Other challenges have emerged in recent years.   

First, while unilateral trade liberalisation remains a virtual curiosum, the multilateral 
system has played a key role in the post-war period in rationalising border protection 
and reducing tariffs.  But the increasing difficulty in getting multilateral agreement on 
trade reform and the emergence of regionalism as a potent political force have pushed 
many countries into seeking bilateral and regional preferential trade and economic 
agreements.  These agreements can play a useful role in international cooperation.  
But it is a role that is likely to remain limited, and risks being counterproductive if the 
economic coverage of the agreements is narrow, if their rules and coverage differ 
substantially between agreements, and if they entrench domestic sectional interests 
that resist domestic structural reform.  This is a substantial risk, given their frequently 
mercantilist motivation.   

Second, we face a substantial threat of violent extremism, and transnational terrorism 
and crime.  These are threats, not just to social and economic stability in the countries 
most directly affected, but also to international stability, since the spillover effects can 
be substantial.  There is an obvious, if difficult to implement, policy response in the 
careful monitoring of cross-border movement of people and funds and assisting 
countries in developing effective internal systems.  But the implications for 
international engagement go much deeper.  The threat of transnational terrorism and 
crime implies a need for countries collectively to address the economic and social 
conditions that explain these problems, including poor governance, persistent poverty, 
and a lack of economic engagement.   

Economic development has to confront, and deal effectively with, both of these 
challenges.  Given that most of East Asia consists of emerging market and transition 
economies, addressing these challenges is a particular priority for our region.   

Let me now bring these points together.  Because we face ongoing change in the 
global economy – and hence face the ongoing challenge of facilitating adjustment to 
these changes – the need for global institutions and forums remains as strong as ever.  
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To this end, we must remain strongly supportive of the institutions and forums that 
facilitate international engagement.  

But while bricks-and-mortar institutions are essential, the challenges we face will be 
solved only by the shareholders of the institutions; not by the institutions themselves.  
Ultimately, the responsibility for international cooperation lies with the countries that 
need to cooperate.2  Global institutions and forums are vehicles for international 
cooperation; they are not the drivers.  Vehicles that are not well driven can stall.  They 
can take peculiar detours.  They can spend long periods in blind alleys.   

We need a mix of ‘hard’ institutions and more informal forums that allow our 
‘drivers’ to sort out what they want their global vehicles to look like and where they 
want to take them.   

To put all of that a little more formally, it is important to have a policy dialogue that is 
housed outside the ‘hard’ international institutions, allowing policymakers from 
different countries to come together to reflect on, and assess, the role of these 
organisations and the nature of the global architecture in an objective manner.     

Many of our international institutions and forums are weighted to the economic 
influence of the major industrialised economies of the world.  The international 
economic balance is changing but institutions are typically slow to adapt to this.  

Inclusiveness is particularly important at this stage.  Many of the challenges to global 
economic stability – including in the domains of trade, finance, structural adjustment 
and the movement of people – involve global adjustment, whether it be imbalances in 
the US economy; the economic rise and transformation of China, India and other 
developing economies; or weak governance.  The tensions around these developments 
will not be resolved unless the emergent major players have a seat at the table.   

One of the more important international policy initiatives in recent years is the 
formation of the G-20.  At least in the domain of economics and finance, the G-20 is a 
vital addition to global dialogue.  The traditional forum for such discussion, the G-7, 
lacks the broad membership necessary for it to represent the diversity of global 
interests.  Of course the G-20 does not have universal coverage, but its mix of 
industrialised and emerging market economies and broad geographic coverage makes 
it a workable collection of countries to engage in international economic policy 
dialogue.  And it is the right forum for international discussion on the economic 
dimensions of key emerging issues for industrial and emerging market economies 
alike, such as demographic change, people movement, the relative payoffs from 
multilateral and preferential trade and investment reform, the environment, and the 
international financial architecture.   

As testament to its commitment to effective international cooperation, Australia will 
host the G-20 meetings next year and will host APEC the year after that, in 2007.  
These commitments require substantial resources and funds.  They are an indication 
that we take seriously international policy dialogue to improve domestic economic 
                                                 
2  This theme is explored in my Sir Leslie Melville Lecture: ‘Australia and the international 
financial architecture – 60 years on’, 16 July 2003.  
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institutions and policy and to catalyse international action to support global economic 
stability.   

Concluding remarks 

International engagement is not something that should be pursued for its own sake.  It 
is a means for us to ensure, as best we can, that the rules under which we engage in 
cross-border activity are effective and sustainable – targeted to domestic economic 
stability, growth and development.  Combined, as it is, with our efforts in regional 
capacity building, international engagement is also the means we have to work 
towards economic and social stability globally.  It is not something that stands apart 
from the domestic economy.  As an open economy, subject to many and varied 
international influences, our wellbeing as a nation depends fundamentally on the form 
and substance of our engagement with the rest of the world.  As the last couple of 
decades have demonstrated, it is a necessary part of the domestic reform program.   

Thank you.  
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Figure 1: Trade share and effective rate of assistance 
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Source: ABS and Productivity Commission. 

Figure 2: Bank spread on housing finance 
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Source: RBA. 
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Figure 3: Current account balance 
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Source: ABS. 

Figure 4: International competitiveness 
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Source: IMD World Competitiveness Yearbook 2004. 


