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VII. Political economy of multilateralization in Asia

By John Ravenhill

“We are in favour of high-quality and comprehensive FTAs ... We are in favour of

initiatives that ensure bilateral and regional trade arrangements are more consistent with the

multilateral trading system. Our announcement to join negotiations on the Trans Pacific

Partnership is perhaps the most important initiative the Rudd Government has taken to fulfil

that aim (Australian Minister for Trade, Simon Crean).1

I am certainly not saying that regionalism is all bad. On the contrary, I believe many

regional initiatives have made important contributions to economic welfare and doubtless to

political stability as well...The question, then, is what forces and interests might push trade

relations in a multilateralising direction. And what forces and interests might push in the

contrary direction – where the discrimination inherent in regional arrangements is viewed

favourably by interest groups that benefit from it?” (World Trade Organization Director-

General Pascal Lamy).2

Introduction

The proliferation of preferential trade agreements (PTAs) in the Asia-Pacific region in

the years since the Asian financial crises of 1997-1998 has generated a growing concern

that what Baldwin (2007) termed the “noodle bowl” of criss-crossing arrangements, each

with its unique Rules of Origin (ROO), will have a negative effect on cross-border business

activities. The potential trade diversion that is caused by discriminatory trade agreements

can, in the worst case scenario, generate greater inferior welfare outcomes for participants

than if no agreement existed. In response to these problems, governments have

increasingly sought means through which existing regional arrangements might be

“multilateralized”, that is, extended to current non-members on a non-discriminatory basis,

or to the creation of a new “region-wide” free trade agreement (seen most recently in the

commitment by the ASEAN Plus Three Economic Ministers to realize an East Asia Free

Trade Agreement [EAFTA] within 15 years).3

1 Ministerial Statement: The Trans Pacific Partnership, 26 November 2008 Department of Foreign

Affairs and Trade. Accessed 19 August 2009 at www.trademinister.gov.au/speeches/2008/

081126_tpp.html.

2 An address on “Proliferation of regional trade agreements ‘breeding concern’.” (10 September 2007)

Accessed 21 August 2009 at www.wto.org/english/news_e/sppl_e/sppl67_e.htm.

3 The Economic Ministers agreed to refer the proposal to the ASEAN Plus Three summit in October

2009. The Chairman’s statement from the Summit “noted” the report and commented that the “EAFTA

and Comprehensive Economic Partnership in East Asia (CEPEA) could be examined and considered in

parallel”. The Ministry of Foreign Affairs, Government of Japan. 2010. Chairman’s Statement of the 12th

ASEAN Plus Three Summit (24 October 2009). Ministry of Foreign Affairs of Japan 2009 [cited 10 April

2010]. Available at www.mofa.go.jp/region/asia-paci/asean/conference/asean3/state0910-1.pdf. ASEAN

Secretariat (2009) “The Twelfth AEM Plus Three Consultation, 15 August 2009, Bangkok, Thailand, Joint

Media Statement”. Jakarta: ASEAN Secretariat, 15 August 2009, www.asean.org/JMS-12th-AEM-Plus-

Three.pdf.
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The Trans-Pacific Strategic Economic Partnership Agreement (TPSEP) is one of the

rare PTAs in which membership has already been extended beyond that of its three

founders – Chile, New Zealand and Singapore – with the addition of Brunei Darussalam.

(The ASEAN Free Trade Area is another example, with the accession of Cambodia, the Lao

People’s Democratic Republic and Myanmar to ASEAN membership).4  The decision by the

former Bush Administration in September 2008 to join the TPSEP, (relabelled as

Trans-Pacific Partnership, TPP) followed by the announcements from Australia, Peru and

Viet Nam that they also intended to participate, provides a good context for examining

the key political economy questions on the multilateralisation of PTAs identified by Pascal

Lamy in the quote at the beginning of this chapter: what are the forces that may promote

or inhibit multilateralisation? The focus of this chapter, therefore, is less on the TPP itself,

its strengths and weaknesses being comprehensively explored in Chapters VI and V by

Ann Capling and Henry Gao in this publication, than on the political economy of

multilateralisation in the Asia-Pacific region.

Baldwin (2006) provided the most theoretically sophisticated argument for why

multilateralisation might arise “naturally” from the present proliferation of PTAs – or, in his

terminology, why it may become politically optimal for governments to remove trade barriers

that they had previously found politically optimal to impose (or retain). The essence of the

argument is that once significant PTAs are established, they impose costs on business in

non-participating states and, indeed, on business in participating States, which causes them

to lobby governments to take action to remove those costs.

The first of these effects, the “domino” effect in Baldwin’s (1995) terminology, is

generated once exporting interests that are disadvantaged by an agreement – signed by the

government of the country in which their principal competitors are located – demand that

their own government level the playing field by negotiating an equivalent agreement. A

proliferation of agreements will then follow.

The second effect reflects a world of “fragmented” production in which transnational

companies seek to locate particular stages in the value chain in the most cost-effective

location. For such firms, the proliferation of PTAs, and the presence within them of

restrictive ROO, prevents companies from optimizing their value chains. The problems

generated by the PTA will push firms to pressure governments to remove discriminatory

provisions in their trade agreements (for example, by permitting “diagonal” accumulation for

value-added purposes in PTAs).

Underlying these developments is a powerful political economy development, which

Baldwin (2006) referred to as a “juggernaut” effect. This effect sees export-oriented interests

that are strengthened by trade liberalization becoming empowered and mobilized to argue

4 Negotiations for the TPSEP were launched by the Governments of Chile, New Zealand and

Singapore at the APEC leaders’ meeting in 2002. Brunei Darussalam attended several of the negotiating

rounds as an observer and joined the TPSEP as a “founding member”, even though the agreement was

initially applied by Brunei Darussalam a provisional basis. Brunei Darussalam did not negotiate its

services and government procurement schedules until 2008, and did not complete its ratification of the

agreement until July 2009.
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for additional trade liberalization against protectionist interests that have been progressively

weakened as trade is liberalized.

A straightforward explanation for the proliferation of trade agreements involving

Asian governments follows from Baldwin’s arguments; it simply reflects a rational response

on the part of business groups to their being disadvantaged by preferential arrangements

afforded their competitors. However, is this an accurate presentation of what has driven

PTAs in Asia? To what extent do the pro-multilateralisation effects that Baldwin identified

apply in the Asia-Pacific region?

A.  What has driven Asia’s preferential trade agreements?5

The “domino effect” rests on several implicit assumptions regarding the advantages

created by PTAs, the responses of businesses to them and, in turn, the responsiveness of

governments to business lobbying. To argue persuasively that the “domino effect” has

played a significant role in the proliferation of PTAs in Asia would necessitate demonstrating

that:

(a) PTAs have created significant advantages/disadvantages for businesses, for

which the appeal of PTAs is two-fold. They can provide a “positional good” if

they afford an advantage that is not available to competitors. Second, PTAs

may be regarded as essential for removing disadvantages generated by PTAs

that are enjoyed by competitors. In the first instance, business lobbying to

preserve any advantage that PTAs have created would be expected. In the

second instance, lobbying would be prompted by a desire to level the playing

field.

(b) Businesses, accordingly, have been motivated to lobby for changes in policies

of governments on PTAs;

(c) Effective transmission belts exist through which business demands are

transformed into government policy.

However, considerable doubt exists on all counts.

1. Limited advantages/disadvantages generated by Asian preferential
trade agreements

For governments, the great attraction of PTAs is that they enable “liberalization

without political pain” (Ravenhill, 2003), i.e., they afford governments the opportunity to

exclude sensitive sectors from liberalization by exploiting the lack of specificity of WTO rules

on PTAs. Regional trade arrangements were legitimized first under Article XXIV of the

original GATT Treaty and subsequently (for arrangements solely involving less developed

economies) under the 1979 Enabling Clause, and for services under Article V of GATS.

WTO members have failed to agree on implementing the requirements of Article XXIV that

PTAs should cover “substantially all trade” among their signatories – with the consequence

5 This issue is explored in more detail in Ravenhill, 2010.
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that PTAs have largely escaped effective scrutiny by the international community. The

Enabling Clause, meanwhile, does not require even the loose disciplines of Article XXIV,

providing only (in its third paragraph) that preferential arrangements involving less

developed economies should not “raise barriers to or create undue difficulties for the trade

of any other contracting parties” and must not constitute an impediment to the reduction or

elimination of tariffs and other barriers on a most-favoured nation (MFN) basis.

Taking advantage of the lack of specificity of the Enabling Clause requirements, the

agreements entered into by ASEAN, China and India are vague in their provisions,

frequently failing to specify clearly the products that will be included and the specific tariff

rates that will apply. (ASEAN’s definition of “free” trade is tariffs that fall in the range from

zero to 5 per cent). Moreover, agreements involving these countries typically have lengthy

timetables for implementation. India is particularly notorious for seeking to carve out

substantial sectors of its economy from its PTAs. In its agreement with Singapore, for

example, only 4.3 per cent of products were granted duty-free access when the agreement

was initially implemented while 56 per cent of the total was completely excluded from the

agreement (Institute of South Asian Studies, 2006).

Few of the agreements involving the region’s less developed economies are “WTO

Plus” in scope. They fail to address issues of “deeper integration” such as intellectual

property rights, investment and competition policies, government procurement, the

environment and labour standards. On services, the region’s developing economies have

seldom gone beyond a restatement of their existing commitments under GATS. However, in

their lack of ambition they are not unique. Although the agreements involving industrialized

economies (Australia, Japan, New Zealand and the United States) do attempt to extend

coverage of trade in services, and include provisions on government procurement,

competition policy and environment, unlike NAFTA they do not include provisions related to

the environment and labour standards. In addition, their references to intellectual property

rights are typically no more than re-statements of the governments’ commitments under

existing international agreements. Even on services, industrialized countries have failed to

extract substantial concessions from the region’s developing economies (Ravenhill, 2008).

Some of the region’s more advanced economies have also taken advantage of the lax

disciplines of WTO to carve out sensitive sectors – most notably agriculture, but also key

service industries – from their liberalization schedules.

The potential lack of impact generated by the shallowness of many of the region’s

PTAs is compounded by several other factors:

(a) Overall tariff levels in the region are low, even for many less-developed

economies, so that a PTA may provide a partner with limited preferential

advantages. Moreover, given the extended period afforded to countries for

phasing in reduced tariffs under PTAs, situations may arise where the

preferential tariff is actually higher than the MFN tariff. In his study of Japan’s

PTA with Mexico, Ando (2007) found that in January 2007 about one half

(close to 10,000) of Mexico’s MFN tariff lines on manufacturing and mining

commodities were lower than those that Japanese exporters enjoyed through

the provisions of the PTA;
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(b) Various mechanisms (duty-drawback arrangements, export-free zones and

sectoral trade arrangements – especially the Information Technology

Agreement) already provide duty-free access for components to many

economies in the region;

(c) In a world of floating exchange rates, any advantage provided by a PTA may

be more than offset by currency realignments;

(d) Restrictive ROO together with other limitations on liberalization, such as tariff

rate quotas and seasonal limitations, may constitute significant non-tariff

barriers that limit the benefits from an agreement.

2.  Estimates of the effects of PTAs

The proliferation of PTAs within the region has created regular work for economic

modellers. Most of the negotiations for PTAs have been preceded by the creation of study

groups that, in turn, have commissioned (either from private consultancies, think tanks or

academic economists) economic modelling exercises to gauge the potential welfare gains

from the proposed agreements. These exercises, because they involve ex ante estimation

of the impact of PTAs, typically apply a computable general equilibrium (CGE) model.

Although a core component of the contemporary economist’s toolkit, CGE models have

a number of significant limitations, especially when applied in the context of PTAs.

The results generated by CGE models are dictated by the parameters chosen, which

inevitably rest on a number of simplifying assumptions on how economies work and on how

they will be affected by a PTA. As noted by the lead economists of a major World Bank

project on regional trade arrangements, in CGE modelling “critical relationships are often

specified with no empirical justification; many crucial variables cannot be measured

satisfactorily; the level of sectoral detail is often rather low...and the specification of the

behavioural relationships is usually very simple” (Schiff and Winters, 2003). Even

economists sympathetic to CGE modelling acknowledge that the record of assumptions

regarding the substitution elasticities governing trade flows, critical to the modelling of trade

agreements, is “chequered at best” (Hertel and others, 2004).

The most important assumption that CGE models make regarding PTAs is that they

will be “clean”, i.e., they will involve a complete removal of tariff barriers, and that potentially

restrictive non-tariff barriers such as the ROO that are an inevitable component of free trade

agreements will generate no significant distortions. As already noted, however, the lax

disciplines imposed by WTO on PTAs has meant that such assumptions are not reflected in

the agreements negotiated by Asian governments. Other problematic common assumptions

found in CGE models, and utilized in the most comprehensive modelling of Asian PTAs

published to date (Scollay and Gilbert, 2001), are that:

(a) Industrial sectors are under perfect competition (no returns to scale etc.);

(b) National and foreign goods are imperfect substitutes for one another (the

“Armington assumption”, which discounts the possibility, for example, that

a Honda produced in Thailand will be identical to the same model

manufactured in Japan);
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(c) No factor mobility occurs across national borders. Further unrealistic

assumptions are introduced in the various “closure rules” that the models use,

e.g., employment is constant and the wage endogenous. (For further

discussion see Kimura, 2006 and Taylor and Amim, 2007.)

Even with the assumption of a comprehensive liberalization of trade between

parties, CGE models predict very low aggregate welfare gains from PTAs – typically less

than 0.1 per cent of GDP for an industrialized economy with low tariffs (Kimura, 2006).

Although the assumption of clean implementation of PTAs may lead CGE modellers to

overestimate their benefits, many economists believe that the static nature of the models

fails to capture some of the potentially important effects of PTAs, e.g., stimulation of foreign

investment. Consequently, Kimura (2006) noted, “researchers face strong temptations to

enlarge the estimated effects by introducing model settings that include accumulation,

technological progress and FDI”. He warned that such extensions were entirely “ad hoc”.

The outcome can be a modelling process based on assumptions divorced from reality.

An egregious example occurred in the context of the negotiation of a PTA between

Australia and the United States. A consulting firm’s original modelling of the agreement

assumed a clean implementation of a comprehensive agreement. The anticipated welfare

gains to Australia were driven primarily by increased exports of sugar and dairy products,

which were estimated to contribute 60 per cent of the total increase in Australian exports

projected for the PTA (Centre for International Economics, 2001). When an agreement was

reached that excluded sugar and severely limited the potential for expansion of Australian

exports of dairy products, the Government of Australia commissioned a second report from

the same consulting firm. The second study attempted to measure the potential dynamic

effects of the agreement, suggesting that investment liberalization and “dynamic productivity

improvement” resulting from the agreement would contribute a welfare gain four times the

magnitude of that derived from trade liberalization, and that the total welfare gain would be

more than double that estimated in the original study (Centre for International Economics,

2004). One of Australia’s leading economists, Garnaut (2004) suggested that the

assumptions would not survive a “laugh test” – “can someone who knows the real world,

that’s meant to be described by the modelling exercise, look at the results and not laugh”

(for a discussion of the flaws in the Australia-United States agreement see Capling, 2005).

Economic modelling of PTAs, then, gives little confidence that these arrangements

will result in any substantial aggregate welfare gains for participating States; it follows that

for firms in the aggregate, these agreements will not create any substantial advantages/

disadvantages. This is not to assert that individual firms will not be advantaged/

disadvantaged by the proliferation of PTAs. However, the fundamental political economy

logic that is likely to limit the effects of the agreements is that governments maintain high

levels of tariffs for political reasons and are no more willing to expose protected sectors to

international competition through PTAs than through global agreements.

Detailed studies of trade in products, where agreements have created preferences,

will be required before definitive judgments are reached on the impact of PTAs on welfare.

However, preliminary indications support intuitive a priori reasoning about their limited

potential. Consider, for example, the much-vaunted “Early Harvest” provisions of the
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China-ASEAN Free Trade Area, which covered trade of a total value of less than

US$ 1 million (Munakata, 2006b). PTAs with Singapore, given its zero tariffs on all except

a handful of merchandise products, will only generate benefits of any significance in

services trade – and while these may be of import to individual financial services firms or

law firms, they will not have a noticeable impact on aggregate bilateral trade. Similarly,

agreements on merchandise trade with Japan, given its low levels of tariffs on manufactures

as well as Tokyo’s unwillingness to impose any significant concessions on the heavily

protected agricultural sector, are unlikely to generate major welfare gains. Following the

implementation of its Uruguay Round commitments, more than half of Japan’s tariff lines

were bound at zero; in fact, Japan’s average tariff on manufactures was 3.5 per cent.

Ex post evaluations of the impact of PTAs in East Asia are likely to be particularly

prone to error, given the relatively brief period that many of the agreements have been in

force, the extended timetables for their complete implementation and the intervention of

other variables. The most important of the latter will often be changes in exchange rates –

but other unanticipated developments may have significant consequences on bilateral trade

for reasons that have little or nothing to do with a preferential trade agreement. For

example, there was a substantial increase in Mexican exports of beef to Japan after the

implementation of the Japan-Mexico agreement (the largest post-PTA increase for any

commodity exported by Mexico). This was caused not by the preferences created by the

agreement (which allowed for a duty-free quota of only 10 metric tons for the first two years)

but by the BSE outbreak in the United States, which led to Japan banning imports from this

source (Ando, 2007). Moreover, examinations of aggregate trade data can be misleading

because changes in bilateral trade may be driven by products where the MFN tariff was

zero or where, for other reasons such as previous duty drawback arrangements, the PTA

did not create any preferential advantage.

3.  Insignificant partners

Beyond the shallow provisions of existing arrangements, another important

consideration comes into play in estimating the extent to which they will advantage/

disadvantage business, i.e., the question of whether agreements are negotiated with

significant trading partners. On this issue, the Asian record is divided, with substantial

differences existing between the smaller and larger economies. For the largest economies –

China, India, Japan, the Republic of Korea and Taiwan Province of China – the share of

overall exports covered by PTAs negotiated to date is very small (even if the dubious

assumption is made that agreements cover 100 per cent of current trade). Japan has

negotiated PTAs only with ASEAN collectively, the larger ASEAN economies individually and

with Mexico – countries that collectively account for only 14 per cent of Japan’s exports

(table 1). China has a larger number of PTAs; however, excluding that with Hong Kong,

China (a treaty that China regards as a “domestic” economic agreement), its PTA partners

account for less than 9 per cent of its total exports (Ravenhill and Jiang, 2009). For the

Republic of Korea, the share of total exports covered by PTAs is 13 per cent (this figure

doubles if the agreement with the United States, not ratified by either party at the time of

writing, is included). The extreme case is Taiwan Province of China, whose participation in

PTAs has been limited by Beijing’s frequently expressed hostility to countries entering
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agreements with Taiwan Province of China (despite the fact that Taiwan Province of China is

a member of WTO). Taiwan Province of China’s four PTAs collectively cover less than one

quarter of 1 per cent of its total exports.6

It is not surprising, therefore, that there are numerous reports of businesses in the

larger East Asian economies either not being aware of, or being indifferent to, many of the

PTAs that their governments have signed. For example, the Government of Japanese is

reported to have had difficulty in generating enthusiasm in the business community for its

PTAs with South-East Asian economies. Similarly, studies of China’s agreements report that

(with the exception of agreements with resource-rich partners where state-owned

companies are keen to increase their activities) the country’s businesses have displayed

little interest in its PTAs.

6 Author’s calculations, based on the International Monetary Fund’s data and, in the case of Taiwan

Province of China, Bureau of Foreign Trade data available at http://cus93.trade.gov.tw/bftweb/english/

FSCE/FSC0011E.ASP.

Table 1. Bilateral/minilateral PTAs involving Asian countries

Share of total
PTA partners (figures in parenthesis are

Country exports covered
partners’ shares in total exports)

by PTAsa

ASEAN 53.5 AFTA (25.2), Australia-New Zealand (2.9),

China (8.7), India (2.5), Japan (10.8)

and the Republic of Korea (3.4)

Brunei Darussalam 62.8 AFTA (24.8), Chile (0)-New Zealand (1.2)-

Singapore (2.4),b and Japan (36.8)

Cambodia 6.7 AFTA (6.7)

China 25.3 ASEAN (7.3), Chile (0.3), Hong Kong,

China (16.3), Macao, China (0.2),

New Zealand (0.2), Pakistan (0.5),

SACU (0.5), Singapore (2.2) and

Thailand (1.0)

Hong Kong, China 45.0 China (45.0)

India 13.1 Afghanistan (0.15), Bhutan (0.10),

Chile (0.14), MERCOSUR (1.24),

Singapore (5.29), Sri Lanka (1.90),

Thailand (1.04), Nepal (0.84) and South Asia

FTA [Bhutan, Maldives (0.06), Nepal,

Pakistan (0.65), Sri Lanka, Bangladesh (1.67),

Afghanistan].

Indonesia 39.4 AFTA (18.3), Japan (21.1)

Japan 14.0 ASEAN (12.8), Indonesia (1.6), Malaysia (2.1),

Mexico (1.2), Philippines (1.5),

Singapore (3.1), Thailand (3.8) and

Viet Nam (0.6)
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4.  Does business take advantage of current PTAs?

CGE modelling of the welfare effects of PTAs assumes not only that the agreements

will have comprehensive coverage and be cleanly implemented, but also that traders will

take advantage of their provisions – which, in reality, is another problematic assumption.

The incomplete coverage of trade afforded by PTAs creates uncertainty for business. ROO

generate costs that firms must incur if they are to gain access to the preferential tariffs. The

cost of complying with ROO is estimated to vary from 4 per cent to 8 per cent of the overall

cost of a consignment (Estevadeordal Harris and Suominen, 2007), which may not be

substantially less than the advantage afforded by a preferential tariff given the relatively low

levels of MFN tariffs. Consequently, the share of total trade that takes advantage of

preferential tariffs created by PTAs may be relatively small.

Republic of Korea 13.0c ASEAN (9.6), Chile (0.4), EFTA (0.4),

Singapore (2.6) and the United States (14.6)

Lao People’s Democratic 72.0 AFTA (72.0), Thailand (29.4)

  Republic

Malaysia 36.0 AFTA (26.1), Japan (9.4), Pakistan (0.5)

Myanmar 61.2 AFTA (61.2)

Philippines 34.8 AFTA (17.3), Japan (17.5)

Singapore 70.6 AFTA (30.9), Australia (4.0), China (9.5),

EFTA (0.4), India (2.8), Japan (6.0),

Jordan (0.02), Republic of Korea (3.9),

New Zealand (0.6), Panama (0.9), Peru (0.01),

US (11.5) and Brunei Darussalam-Chile (0.02)-

New Zealandb

Taiwan Province of China 0.1 El Salvador-Honduras (0.03),

Guatemala (0.03), Nicaragua (0.01)

and Panama (0.07)

Thailand 35.3 AFTA (22.2), Australia (2.9), China (8.3),

India (1.4), Lao People’s Democratic

Republic (0.7) and New Zealand (0.5)

Viet Nam 30.4 AFTA (16.8), Japan (13.6)

Source: Data are for 2005, calculated from the International Monetary Fund Direction of Trade
database. For ASEAN collectively, data are from the ASEAN Secretariat website at
www.aseansec.org. For Taiwan Province of China, data are from the Bureau of Foreign Trade
website at http://cus93.trade.gov.tw/bftweb/english/FSCE/FSC0011E.ASP).
a Assumes that agreements cover 100 per cent of exports to FTA partners; figure is

cumulative, i.e., no double counting where countries are joined by more than one FTA.
b Trans-Pacific Strategic Economic Partnership.
c The figure rises to 27.6 per cent if the agreement with the United States (signed but not

ratified by either party) is included.

Table 1. (continued)

Share of total
PTA partners (figures in parenthesis are

Country exports covered
partners’ shares in total exports)

by PTAsa
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Estimating the extent to which traders take advantage of PTAs is complicated by the

failure of most Asian customs offices to collect specific information on the value of trade that

takes advantage of preferential tariffs. Only Malaysia and Thailand regularly publish this

information. Other studies have examined customs documentation. The results are

summarized in table 2.

These figures are higher than the notorious estimate that less than 5 per cent of

intra-ASEAN trade was conducted under the preferential rules established by the ASEAN

Free Trade Area (McKinsey and Company, 2003); the overall ASEAN usage of preferences

is dragged down, however, by the lower income economies. Cambodia issued only 23

certificates of origin for AFTA in 2005, for trade with a total value of under US$ 500,000

(Kakada and Hach, 2007).

Nonetheless, preliminary evidence suggests that these AFTA utilization rates may be

higher than for other ASEAN countries, and for many of the other agreements involving

Asian countries. Thai customs data indicate that only 11 per cent of Thai exports took

advantage of the ASEAN-China FTA in 2007 (Hiratsuka and others, 2008). Case studies

based on the issue of the appropriate ROO documentation suggest even lower rates of

utilization in other countries. Anas (2007) estimated that only 2 per cent of Indonesian

exports were using the preferential provisions of this agreement. For Cambodia, only six

certificates of origin were issued in 2005 for exports to China, for a total value of less than

US$ 100,000 (Kakada and Hach, 2007). Chinese exporters similarly failed to make use of

the agreement: in 2005; the value of trade covered by Form E, required for certification of

ROO compliance under CAFTA, amounted to less than one-third of 1 per cent of China’s

exports to ASEAN (Zeui, 2007).

The relatively recent (and phased implementation) of CAFTA may have contributed

to the low utilization of its preferential arrangements. However, the continuing small take-up

of AFTA preferences suggests that there are broader factors at work in the Asian region.

Even if a more relevant but more complex calculation were to be attempted – the

percentage of trade in products with non-zero MFN tariffs that takes advantage of the

Table 2. Share of ASEAN country exports to other

ASEAN economies making use of AFT

(Unit: Per cent)

Indonesia <4.0

Lao People’s Democratic Republic <0.1

Malaysia 19.1

Philippines 14.0

Thailand 30.9

Viet Nam <8.0

Source: Data reported in Hiratsuka and others, 2008, citing an
unreferenced JETRO study; Avila and Manzano, 2007;
Anas, 2007; Phetmany and Rio, 2007; and Van, 2007).
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preferential arrangements – it is clear that the figure would still be very small. The utilization

of AFTA preferences is exceptionally low by international standards (and contrasts with, for

example, the more than 60 per cent of the total value of Mexican and Chilean exports to the

United States that takes advantage of preferential arrangements, and similar figures being

reported for many European agreements).

In the absence of customs data for most of the countries in the region, estimates of

the utilization of PTAs have depended on surveys of firms. Such studies have numerous

problems, not least issues related to the representativeness of the sample of firms that take

the trouble to respond to the surveys. In addition, no inferences can be drawn from the

percentage of firms that report that they utilize PTAs to the actual percentage of trade that

takes advantage of these agreements. The percentage of firms that report that they have

used PTAs has increased over the years but nonetheless remains relatively low (figure 1).

Figure 1. Percentage share of surveyed exporting firms utilizing PTAs

Similarly, 23 per cent of firms taking advantage of PTA provisions were reported for

607 Japanese affiliates in ASEAN, India and Oceania by Hiratsuka and others (2008).

Takahashi and Urata (2009) reported that, from a survey of 1,688 Japanese companies,

utilization rates of Japan’s FTAs ranged from 12.2 per cent for the Malaysian agreement to

23.7 for the Chile agreement and 32.9 per cent for that with Mexico.

Of particular interest in the survey reports are the reasons companies gave for not

taking advantage of PTAs, as they provide strong support for the a priori reasoning above

about the likely effects of the agreements. Reasons commonly cited included negligible

preferential margins (with specific reference sometimes given to concessions enjoyed

through the Information Technology Agreement, export-processing zones and/or the

removal of tariffs by investment incentives), and the costs (and delays) incurred by firms

when attempting to obtain relevant documentation required by the agreements.

Source: Data given in Kawaii and Wignaraja, 2009.
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Hiratsuka and others (2008) calculated that the average tariff value at which

Japanese firms would make use of PTAs was 5.3 per cent, a figure consistent with

calculations of the cost of compliance with ROO cited above. For the China-ASEAN FTA,

Prasert (2007) reported that the average preferential margin for Thai exports was only

1.03 per cent, a strong factor in the very low usage of the scheme. Well under 10 per cent of

the Japanese firms surveyed by Takahashi and Urata (2009) said that the FTAs had led to

an increase in exports.

5.  Business and political action

The limited effects of existing PTAs, coupled with business indifference to them,

have significant implications for their likely impact on the domestic political economy

equation. Contrary to assumptions in Baldwin’s model, it is unlikely that PTAs will

significantly strengthen exporting interests. With little overall impact on trade, PTAs are

unlikely to bestow any substantial economic gain on exporting interests. Moreover, the

success of protectionist interests in maintaining the exclusion of their sectors from trade

liberalization arguably will strengthen them – both economically and politically.

Such doubts are reinforced by another problematic assumption underlying the

applicability of the multilateralisation model to Asia, i.e., that business has been a significant

force in driving PTAs in the region.

In recent years, many international political economy theorists have borrowed

heavily from economics in their efforts to explain the growth of regionalism. The starting

assumption in the literature on the political economy of trade policy is that governments are

rational actors whose primary concern is to maximize their utility, which in this instance

means re-election to office. Exporting interests will lobby their government for improved

access to foreign markets. Yet, why would governments that respond to their pressures, and

exporters themselves, choose a regional (preferential) approach to trade liberalization rather

than a non-discriminatory global agreement, which all economic modelling suggests would

bring larger aggregate economic gains?

The literature predicts that exporting interests are more likely to lobby for regional

rather than global liberalization when they are competitive within the proposed regional

market but not at the global level. A variant of this argument suggests that a regional trade

agreement will be particularly attractive to companies that either depend or could depend on

a regional market to realize economies of scale (Milner, 1997; Chase, 2005). Although

attractive as a theoretical proposition, little empirical support has been offered for arguments

based on scale economies. In many industrial sectors, the introduction of numerically-

controlled machine tools has facilitated more flexible manufacturing, making shorter

production runs more viable. Similarly, economies of scope have substituted for economies

of scale. The relatively small additional markets provided by the current PTAs involving

Asian economies render such arguments implausible as an explanation for the new Asian

regionalism. An intuitively more persuasive explanation views the support exporting interests

give to PTAs as being driven primarily by defensive concerns, captured by Baldwin’s

“domino effect”.
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Regionalism is indeed the product of purposive action by state elites. However,

where does the initiative for trade policy originate? Most of the writing on the political

economy of trade policy has been developed in the context of the United States political

system where the legislature, especially in a context of weak party discipline, enjoys a more

central role in trade policymaking than its counterparts in other industrialized economies.

Also, the central assumption of arguably the most influential political economy model of

regional trade agreements (Grossman and Helpman, 1995) is that trade policy is driven by

governments’ calculations of the likely impact on campaign contributions. Despite the United

States-centric character of the premises, the expectation is that the propositions are of

universal applicability; economic and political rationality knows no geographical bounds.

Yet, institutional configurations matter. The extensive literature on Asian political

economy suggests that the logic of political action may be different in that part of the world.

In particular, researchers have asserted that the State has been both a relatively

autonomous actor and the lead player in formulating economic policies – whether of

a “developmental” type as in North-East Asia (Johnson, 1982; Deyo, 1987; Amsden, 1989;

Wade, 1990; Woo-Cumings, 1999) or those facilitating patrimonial rent-seeking as in many

South-East Asian countries (Mackie, 1988; MacIntyre, 1991). This literature not only

proposes that the State enjoys substantial autonomy from domestic interests in formulating

foreign economic policies, but also that models of economic policymaking that depend on

predictions of the behaviour of the median voter are unlikely to have much purchase in East

Asia’s authoritarian and quasi-democratic polities.

In Singapore, government-linked corporations dominate the local economy,

providing an opportunity (Lee, 2006) for the State to impose its trade policy priorities with

little domestic resistance. In Taiwan Province of China, Hseuh (2006) asserted that

a different logic of state action applied because of the relative political weakness of sectoral

interests and the Government’s pre-occupation with the cross-straits relationship. Hseuh

noted that “the Taiwanese Government’s trade policy is often made in response not to

domestic economic interests, but rather to the international political economic environment

of threat under which Taiwan is forced to operate” (see also Dent, 2005). In Thailand, where

the administration of fugitive former Prime Minister Thaksin Shinawatra embarked on an

active policy of simultaneously negotiating multiple PTAs with partners as diverse as Croatia

and Peru, Nagai (2003) stated bluntly that “the private sector does not play an important role

in forming FTA policy”. Similarly, Chirathivat and Mallikamas (2004) noted that under

Thaksin, “academia, policymakers and even the business sector have difficulties monitoring

the longer-term development and progress of this FTA strategy”. Hoadley (2008) contended

that some of Thailand’s PTAs “seemed impulsive, the result of tourism by Thai leaders, for

which the preparatory staff work had not been done”.

In South-East Asia in particular, the configuration of economic actors may be very

different from that in Western industrialized economies, with consequences for both policy

preferences and the policymaking process itself. In Malaysia and in Singapore, for example

subsidiaries of multinational corporations are responsible for more than 80 per cent of the

value of domestic exports. The regional production networks they operate often import

components from a number of countries for local assembly, for ultimate export to markets
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outside East Asia. Their interests in trade agreements within the region, therefore, may lie

less in securing tariff reductions in other countries’ markets than in ensuring low domestic

barriers to the components they wish to import.

The one example that is often cited in the literature in support of arguments that

domestic business interests were the primary driving force in the new regionalism is the PTA

between Japan and Mexico. In the negotiation of a PTA with Mexico, a domino effect is said

to have occurred with Japanese business interests, led by Keidanren, the peak organization

of large Japanese business firms, scrambling to level a playing field that had been tilted

against them by: (a) the implementation of NAFTA (particularly by the changes it required in

Mexico’s treatment of maquiladora industries); and (b) the negotiation of a PTA between

Mexico and the European Union (Solis, 2003). Manger (2005) uses the Mexican case to

argue that lobbying by firms was “crucial in motivating Japanese policymakers to pursue

FTA”.

The evidence is more equivocal than acknowledged by such arguments, however.

Keidanren did publish strong statements in support of the Government’s concluding a PTA

with Mexico after negotiations were under way. However, several dimensions of the case

are inconvenient for those who see the negotiations for a PTA as being driven primarily by

Japanese business interests that were responding to their disadvantaged position in an

important export market. First, the initiative for the PTA came not from Japan but from

Mexico. Second, the initial response of the Government of Japanese was not to pursue

a PTA but to offer the counter-proposal of a bilateral investment treaty. Third, a Japan

External Trade Organization (JETRO) survey conducted among Japanese subsidiaries in

Mexico in the second half of 1999, after the initiative had been launched, found no company

stating that it required a PTA to sustain its Mexican operations (Ogita, 2003). Fourth, even

though the public position adopted by Keidanren favoured a PTA, the business sector in

Japan was by no means unified on the issue.

Japan’s Ministry of Economy and Industry had been reconsidering its approach to

trade policy even before the invitation from the Government of Mexico to negotiate a PTA.

Elements within the ministry had been disappointed at the Government’s failure to back the

proposal from Malaysia’s Prime Minister Mahathir Mohamed for an East Asian Economic

Group; the financial crisis and subsequent unhelpful response from Western governments

and existing regional institutions alike reinforced the case for strengthening regional

cooperation and opened a window for policy change (Munakata, 2006b, provides the most

detailed discussion on this issue. See also Krauss, 2003 and Ogita, 2003). The policy

appeared to be driven more by geo-political concerns and a desire to enhance the

effectiveness of Japan’s economic diplomacy both within East Asia and globally, rather than

by efforts to level the playing field for Japanese businesses, which did not face significant

economic competition in South-East Asia in particular (where there were no PTAs that

benefited competitors, and where they were able to take advantage of various duty

draw-back arrangements to import components duty-free for products destined for export to

third country markets). Hence, the first PTA that Japan negotiated was with Singapore,

essentially a free port, where Japanese exporters faced tariffs on only four product lines.
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The Government of Japan reportedly sought support from the business community for the

agreement but failed to gain an enthusiastic response (Ogita, 2003).

A subsequent decision to negotiate with ASEAN as a whole was prompted by

China’s proposal of a PTA to ASEAN (which itself was a response to Singapore’s

undertaking negotiations for PTAs with the United States and Australia). Again, this was

primarily a reflection of defensive diplomatic-strategic concerns rather than economic issues

or lobbying by the business community (Munakata, 2006b).

No commentator would be so naïve as to suggest that governments in their foreign

economic policymaking do not give consideration to the interests of domestic firms. Yet, little

evidence can be drawn from the Mexican negotiations to support the argument that lobbying

by business interests was “critical” for the switch in Japan’s policy away from multilateralism

towards the negotiation of PTAs. Rather, the change in policy was largely government-

driven, in an attempt to stimulate East Asian cooperation in the wake of the financial crisis

and to ensure Japan’s centrality within the emerging regional architecture. Even if it is

conceded that business lobbies had a role in driving the PTAs, this evidently was offset to

a considerable extent by the concern of the Government of Japan for other domestic

economic interests that opposed the domestic liberalization they feared would accompany

PTAs.

A similar government-led process is evident across the region. Interviews conducted

by the author in the Republic of Korea, for example, indicated that the Government

determined the choice of partners with which to negotiate FTAs. Government officials

reported that many businesses were either ill-informed about, and/or indifferent to, the

Government’s strategy.

The Asian experience does provide strong support for one political economy

argument, i.e., in negotiating PTAs, governments have been preoccupied with balancing, on

the one hand, the potential economic gains from liberalization (and possible increased

political support from exporting interests) with, on the other, the potential loss of support

from domestic interests hurt by liberalization. Given the autonomy from societal interests, as

discussed above, that many Asian States are said to enjoy, it might be anticipated that

governments would be able to resist domestic pressures in their design of PTAs. However,

protectionist interests have frequently triumphed. They have often been aided by electoral

systems that over-represent the countryside. In its choice of partners for PTAs, the

Government of Japan has appeared to be motivated as much by a concern to minimize

domestic economic adjustment as to maximize gains in foreign markets (hence the choice

of relatively minor economic partners and the exclusion of most agricultural products that

competed with domestic production. See, for example, Mulgan, 2008 and Solis, 2003).

The opportunity that PTAs afford to pursue trade policies that maximize domestic

political advantage (or minimize domestic political costs) is one source of their

attractiveness to Asian governments. However, much of the explanation for the new

enthusiasm for PTAs lies not in economics but in governments’ political-strategic

considerations. The explosion of PTAs in the region has been driven by a “political domino

effect”, with governments’ primary concern being their potential exclusion from a new
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dimension of regional economic diplomacy. Choi and Lee (2005) noted, for example, that

the Government of the Republic of Korea expressed increasing concern in the early years of

the new millennium at being isolated as the only WTO member besides Mongolia that had

not entered into a PTA. With the economy in disarray in the immediate post-financial crisis

period, the Republic of Korea had experienced difficulties in finding potential partners willing

to negotiate with it (Park and Koo, 2007).

Once the PTA bandwagon started rolling, competitive regionalism became the name

of the game. As Munakata (2006a) noted, competing conceptions of the region rather than

a desire to reduce transaction costs have been the principal driving force. Of particular

significance in this regard has been the rivalry between China and Japan for leadership in

East Asia. China’s offer of a PTA to ASEAN was a diplomatic masterstroke. It was designed

to assuage ASEAN fears (reinforced by contemporaneous econometric studies) that

low-income South-East Asian economies would be the principal losers from China’s

accession to WTO (Ravenhill, 2007). Yet, it also served to place Japan on the defensive

because of the domestic problems that country faced in negotiating comprehensive

agreements with ASEAN economies that were significant exporters of agricultural products.

Moreover, its status as a “framework” agreement not only was in keeping with ASEAN’s own

poorly-specified approach to trade liberalization, but also was likely to impose few domestic

costs on the Chinese economy.

With governments unhappy at the prospect of missing out on new diplomatic

opportunities, they clamoured to enter agreements. Recipients of requests for negotiations

faced a dilemma as a negative response would have been regarded as undiplomatic in

a region where “face” is of great importance. Governments frequently found themselves

under pressure to sign on to negotiations with relatively minor partners (or with partners in

whose capacity or commitment to implement effective arrangements they had little

confidence). The proliferation of PTAs has been driven more by a political domino than an

economic domino effect. A survey of elite opinion in eight Asia-Pacific States (Dent, 2006)

provides support for this conclusion; Dent found that “strengthening diplomatic relations with

key trade partners” was the reason most frequently cited for the negotiation of PTAs.

In sum, the primacy of the political over the economic in Asia’s new regionalism is

reflected in the characteristics of current PTAs that are shallow in their content and typically

link countries with relatively unimportant trading partners.

B.  Implications for multilateralisation of TPP

The characteristics of current PTAs in Asia noted above suggest that they will not

generate momentum towards multilateralisation along the lines predicted by Baldwin’s

“domino” and “juggernaut” effects. The agreements have been pursued by governments

primarily for political rather than economic reasons. Their shallowness, coupled with the

existing lack of impediments to the operation of supply chains in the region, ensure that they

create few advantages for firms in partner countries (and concomitantly, few disadvantages

for companies in countries not party to agreements). Consequently, there is little evidence of

business having lobbied governments to preserve the advantages that the agreements have
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created, and surprisingly few instances of businesses having lobbied governments to create

equal opportunities when they are disadvantaged.

The failure of businesses to make significant use of most of the agreements (there

are a few exceptions such as the Thai auto industry’s utilization of the country’s PTA with

Australia) suggests substantial indifference on the part of the business community to this

new dimension of commercial diplomacy. The notable exception to private sector

indifference is the strong lobbying by protectionist interests to preserve sectoral carve-outs.

To what extent does the TPP correspond to these stylized facts about regional

PTAs? As the chapters in this publication by Capling and Gao demonstrate, the current TPP

is not atypical. First, it is an agreement among small countries that are relatively insignificant

trading partners of one another. Second, the agreement provides remarkably little additional

liberalization compared to the status quo. This is particularly the case for tariff barriers,

which were already low (zero for almost all of Singapore’s imports) and/or covered by

existing bilateral or minilateral PTAs (AFTA, New Zealand-Singapore) (see the discussion in

the chapter by Gao). Turning the calculations of the Government of New Zealand on the

effects of the agreement (as cited by Gao) into tabular form (table 3) produces a striking

portrayal of the trivial effects of the tariff reductions produced by the current TPP. Moreover,

tariff cuts will be phased in over a lengthy period.

Table 3. Gains from abolition of tariffs under TPP (New Zealand dollars)

Brunei
Chile Singapore

Darussalam

Customs duties saved 52 000 2 200 000 0

Tariff revenue foregone 1 800 300 000 0

Third, the agreement is shallow in its other provisions on services, dispute resolution

etc. Fourth, the partner governments have permitted protectionist interests, particularly in

Chile, to carve out sensitive sectors from the agreement.

Therefore, TPP in its current form provides little for the business community to

become excited about. Such an argument might be something of a two-edged sword. On

one hand, the lack of tangible benefits from the existing agreement may produce an

indifference on the part of the business community to any effort to extend it. On the other

hand, disappointment with the current agreement may cause business to push not just for

widening (in the sense of geographical scope) but also deepening the agreement. Given the

disappointment that business groups in many countries have expressed over the results of

PTAs,7  generating enthusiasm for a new agreement may be very much a case of

anticipating the triumph of hope over experience.

7 See, for example, “Business seeks better returns from Free Trade Agreements”. Australian Industry

Group. Corporation. Retrieved 6 February 6, 2010, from www.aigroup.com.
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A broader question arises in this context – does it matter whether the initiative for

PTAs comes from business or from governments as long as an agreement is eventually

delivered? In the author’s view, the answer is “yes”, because in negotiations that are

primarily politically motivated governments will place emphasis on reaching an agreement

even if this objective is achieved at the expense of quality (seen, for example, in the

Australia-United States PTA). Moreover, if political motivations are in the ascendancy, the

political economy equation is likely to be tilted in favour of domestic protectionist interests.

The interest of the proposed parties to an expanded TPP in reaching an agreement

will vary significantly. An enlarged TPP would duplicate a number of existing PTAs – most

notably in the Australia-United States, Chile-United States and Singapore-United States

agreements. Singapore’s relations with Australia and New Zealand are already covered by

two other agreements – bilateral treaties and the ANZCERTA-ASEAN Agreement. Australia

and New Zealand have their own bilateral agreement. Brunei Darussalam’s relations with

Singapore and Viet Nam are subject to AFTA, and those with Australia are covered by the

ANZCERTA-ASEAN Agreement. The same agreement also covers relations between

Viet Nam and Australia/New Zealand. Australia and Chile have a bilateral PTA. Chile and

Peru signed a bilateral PTA in August 2006. Peru negotiated a bilateral agreement with

Singapore in July 2009. The United States-Peru Trade Promotion Agreement was signed

into law by President Bush in December 2007, making permanent the concessions the

United States had granted under the Andean Trade Preference Act in 1991. Therefore, of

the total of 28 bilateral preferential arrangements (8x7/2) that an expanded TPP would

create, only the eight listed below are not already covered by existing preferential trade

agreements (including the current TPP): Australia-Peru; Brunei Darussalam-United States;

Brunei Darussalam-Peru; Chile-Viet Nam; New Zealand-Peru; New Zealand-United States;

Peru-Viet Nam and Viet Nam-United States.

It is difficult to see business interests being excited by or significant welfare gains

being generated by most of these potential new trade partnerships. For instance, in the

most recent year (2007-2008) for which data are available, New Zealand’s annual exports to

Peru totalled only $NZ 54.6 million, while imports from Peru in the same period amounted to

only slightly over $NZ 20 million.8  Bilateral trade between Viet Nam and Peru was of the

same magnitude, amounting to US$ 51 millions in 2006.9  Viet Nam’s exports to Chile

amounted to US$ 55 million in 2007-2008 while imports from Chile reached US$ 107

million.10

8 New Zealand Embassy, Santiago, “New Zealand Relations with Chile, Peru and Colombia”,

www.nzembassy.com/info.cfm?CFID=864&CFTOKEN=72629816&l=100&p=60916&s=bu&c=16,

Accessed on 24 August 2009.

9 Bo Ngoai Giao Viet Nam, Ministry of Foreign Affairs, “Viet Nam-Peru Relations”, www.mofa.gov.vn/

en/cn_vakv/america/nr040820155812/ns071219141635. Accessed on 24 August 2009.

10 Bo Ngoai Giao Viet Nam, Ministry of Foreign Affairs, “Vietnam Increases Exports to Chile”,

www.mofa.gov.vn/en/nr040807104143/nr040807105039/ns080910162808. Accessed on 24 August

2009.
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The big prize in an expanded TPP would be preferential access to the United States

market for those countries that have not already signed a PTA with the United States. But

the potential impact will vary significantly between countries, depending on the composition

of their exports, and whether or not these products already enter the United States market

duty-free and/or are likely to be included within a revamped TPP.

The United States and Brunei Darussalam signed a TIFA in December 2002. United

States bilateral trade with Brunei Darussalam amounted to only US$ 225 million in 2008,

very evenly balanced between imports and exports.11  Most of Brunei Darussalam’s exports

to the United States historically have been dominated by oil (except for 2008 when these

exports fell by 90 per cent). The other major export (worth US$ 70 million in 2008) has been

cotton apparel. Neither is likely to be affected by an expanded TPP.

Viet Nam would be likely to gain far more from the TPP. United States-Viet Nam

trade relations expanded rapidly after the United States lifted its trade and investment

embargo against Viet Nam in 1994. The two countries signed a trade and investment

facilitation agreement in June 2007, which built on a bilateral trade agreement ratified in

December 2001. In 2008, Viet Nam’s exports to the United States amounted to more than

US$ 12 billion, of which roughly one half consisted of apparel and footwear (including

sporting footwear).12

The website of the New Zealand Ministry of Foreign Affairs and Trade notes that

“securing a free trade agreement negotiation with the United States has been a key New

Zealand trade objective for more than a decade”.13  New Zealand’s efforts to sign a PTA with

the United States have been repeatedly rebuffed, primarily for foreign policy reasons (New

Zealand’s ban on harbour visits by nuclear-powered and armed warships, and more recently

its criticism of United States policies in Iraq). The composition of New Zealand exports to the

United States has also been a barrier to negotiating an agreement. Roughly one half of the

US$ 3.5 billion in exports comprises agricultural products – primarily beef, lamb and dairy

products – which are particularly sensitive items in the United States market, as Australia

found to its cost in the negotiations on its PTA with the United States. In March 2010,

30 United States Senators signed a letter sent to the United States Trade Representative,

Ron Kirk, warning of the potentially harmful effects of a TPP on the United States dairy

industry.14

The actual benefits that the TPP will generate will depend largely on the willingness

of the United States to open its market further to imports from countries with which it does

11 United States Census Bureau, “FTD-Statistics-Country Data-US Trade Balance with Brunei”,

www.census.gov/foreign-trade/balance/c5610.html#questions. Accessed on 24 August 2009.

12 All United States trade data from the United States Census Bureau at www.census.gov/foreign-

trade/statistics/product/enduse/imports.

13 New Zealand Ministry of Foreign Affairs and Trade, “United States of America: Country Information

Paper”, www.mfat.govt.nz/Countries/North-America/United-States.php. Accessed on 24 August 2009.

14 “Thirty US Senators warn US Trade Representative Ron Kirk about dairy provisions in TPP”,

www.citizenstrade.org/pdf/20100311_senatorsletterkirk.pdf.
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not currently have a trade agreement. There is also the possibility that TPP negotiations will

offer an opportunity to revisit existing PTAs and expand their coverage. However, such an

outcome seems highly unlikely; faith in its eventuating rests on a very naive reading of the

political economy of United States trade policy.

All the potential members of the TPP are relatively minor trading partners of the

United States. Although these are atypical bilateral trade relations for the United States,

in that it runs trade surpluses with all of the TPP partners except for New Zealand and

Viet Nam, nonetheless all potential TPP partners combined currently provide a market for

only 5 per cent of total United States exports. Also, in the context of the preoccupation of the

United States Congress with bilateral trade imbalances, it is notable that the only two

potential TPP partners with which the United States currently runs trade deficits are the two

countries that are most likely to benefit from improved access under the TPP to the United

States market – New Zealand and Viet Nam.

The relevant question here is what potential gains the United States may expect to

make that would offset such “concessions”. Even though the TPP is being hailed by the

Obama Administration as a symbol of the “return” of the United States to Asia, to expect the

United States Congress to sign off on a comprehensive TPP for reasons of being a good

international citizen, or as a means of improving relations with these relatively insignificant

partners, would again seem to be naive in the context for trade policy in Washington. A

substantial number of Congressional representatives are calling for a revamp of United

States trade policy; 106 members of Congress have signed the Trade, Reform,

Accountability, Development and Empowerment Act introduced on 24 June 2009 by Sen.

Sherrod Brown (D-OH) and Rep. Mike Michaud (D-ME). In a letter to the President,

organized by Rep. Michaud, 54 members of Congress called for a reform of trade policy

“to remedy the negative consequences on the American economy, environment, and public

health and safety that have resulted from aspects of the current trade and globalization

model”.15  Civil society groups have already urged that the TPP, seen as a legacy of the

Bush administration’s approach to trade, be abandoned; failing this, the agreement must be

of a “platinum” standard incorporating comprehensive provisions on labour standards and

the environment.16

Does the TPP have the potential to generate gains for United States businesses that

will lead them to invest the resources to lobby to counteract that from civil society and

protectionist interests? The potential gains from trade agreements with Viet Nam and New

Zealand appear slim. With the partial exception of Viet Nam, to whose market Japanese and

Chinese exporters have preferential access by virtue of the China-ASEAN and Japan-

ASEAN partnership agreements, United States exporters do not face any substantial

15 The Online Office of Congressman Mike Michaud, “54 members send letter to President Obama”,

www.michaud.house.gov, 26 February 2009 (accessed on 20 August 2009).

16 Public Citizen, “Testimony regarding the proposed United States-Trans-Pacific Partnership Free

Trade Agreement”, Docket Number USTR-2009-0002, 4 March 2009, www.citizen.org/documents/

TPPFTACommentsFinal.pdf; and Citizens Trade Campaign, “CTC letter to President Obama”,

www.citizenstrade.org/pdf/TPP_CTC_President.pdf, 25 January 2010 (accesed on 10 April 2010).
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discrimination. To take advantage of Viet Nam’s accession to WTO, the United States

granted permanent normal trade relations status to Viet Nam in December 2006. At the

time, the Congressional Budget Office estimated that PNTR would increase United States

revenues by less than US$ 20 million per year. Ninety-four per cent of United States exports

of manufactured goods face duties of less than 15 per cent. Industrial tariffs on United

States priority products including construction equipment, pharmaceuticals, aircraft parts,

chemicals and IT products for the most part are subject to low duties in the zero to 5 per

cent range. Despite these very modest figures, Viet Nam is a larger market than New

Zealand where total United States exports in 2008 amounted to only US$ 2.5 billion, the

largest single category of which was aircraft parts – again a product unlikely to benefit

substantially from the provisions of a PTA.

A key question for multilateralisation of the TPP is on what terms it will proceed? The

United States template for FTAs is generally regarded as high quality, having more WTO

Plus provisions than those of other countries/economic groupings (although not liberal in its

provisions on ROO, selective in its coverage of agricultural products, and including

provisions on TRIPs that many economists feel provide excessive protection to owners of

intellectual property) (Ravenhill, 2008). The United States typically adopts a “one size fits

all” approach to FTAs; unless its current trade policy review forces a change in approach,

the United States can be expected to push for the use of its existing template for an

expanded TPP. This would force liberalization on some of its partners and would result in

a higher-quality TPP than the present agreement. However, the United States has been

guilty of double standards in its FTAs, not demanding the same “concessions” of itself as it

has of its partners – particularly in the case of sensitive agricultural products. Consequently,

New Zealand is like to see only limited liberalization of market access for many of its most

important agricultural exports.

C.  Conclusion

The proliferation of PTAs in Asia in the past decade has been driven primarily by

governments who have seized on these agreements as another instrument for pursuing

foreign policy objectives. Private sector involvement in trade policymaking in most countries

has been minimal. The consequence has been agreements that are shallow in their

coverage and which seldom create any significant advantage for participants, and,

concomitantly, any significant disadvantage from those who do not have access to them.

Private sector actors have shown little interest in many of the agreements. Factors that

might sustain a positive momentum towards multilateralisation of the current “noodle bowl”

effect consequently have been significantly constrained in Asia.

The TPP is no exception to this generalization. Although it is not as poor an

agreement in terms of quality as many of those that ASEAN, China and India have entered

into, it falls far short of a model of international best practice. It joins small players who are

not significant trading partners. Although the current ineffectiveness of the TPP might be

expected to generate a demand for the negotiation of a more comprehensive agreement,

several political economy factors weigh against any optimism regarding the likely outcome

of efforts to extend it to the proposed eight-country grouping.
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An extended TPP would create new preferences in only eight bilateral relations, the

majority of which are between parties that are very minor trading partners with one another.

The key addition to the TPP would be the United States. However, little enthusiasm can be

expected from exporting interests in the United States for the agreement, making it unlikely

that the domestic political economy balance will be swung away from the protectionist forces

that will block any substantial concessions on “sensitive products”, unless some larger Asian

economies opt to join the proposed partners.
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