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INTRODUCTION

While a case can and must be made for trade and

investment to play a fundamental role in navigating

out of the crisis and achieving inclusive and

sustainable development, it has also become

apparent from the analysis in part I that there is a

need for the Asia-Pacific region to reduce its trade

and investment dependence on the markets of the

developed countries. Full “decoupling” is neither

feasible nor desirable. Nevertheless, given the

diversity of the region in terms of economic

development, resource and skill endowment, and

comparative advantages, the scope to expand trade

and investment flows and relations among Asian

and Pacific developing countries is high.

This chapter explores ways of promoting

intraregional trade and investment, in particular

among developing countries of the region (i.e.

intraregional South-South trade), arguing that such

a process is desirable but feasible only on the basis

of a more profound regional integration process.

The most important building blocks of this process

are the regional trade agreements (RTAs) and

hence, these agreements are the focus of this

chapter. Section A provides an overview of and

rationale for intraregional South-South trade.

Section B provides an overview of the landscape

of (regional and other) trade agreements in Asia

and the Pacific. Section C discusses modalities

to strengthen, deepen and consolidate such

agreements to build long-term resilience to external

shocks and to promote inclusive growth through

deeper regional integration. Section D reveals the

results of ESCAP secretariat research on the
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impacts of several liberalization scenarios in the

region and globally. Section E describes the role of

the Asia-Pacific Trade Agreement (APTA) as one

possible emerging modality for deepening regional

integration. Finally, section F takes the debate

beyond RTAs and trade policy in general to reveal

the need for more wide-ranging trade-related

coordinating mechanisms to achieve regional

integration.

A. PROMOTING INTRAREGIONAL

SOUTH-SOUTH TRADE

1. A brief overview

Intraregional trade flows of Asia-Pacific economies

have been increasing steadily but are still below

their potential (as discussed in section A, part I of

this report). Intraregional trade is easier to

document for merchandise trade than for trade in

services, as statistical data for services trade are

often incomplete and not geographically dis-

aggregated.1  Based on UN Comtrade data, the

share of intraregional exports of Asia-Pacific

developing countries (members and associate

members of ESCAP) for which there are consistent

data, rose from 45% in 1998 to 47.5% in 2008 (see

the annex to this report for more details).

Intraregional exports of Asia and the Pacific are

often compared unfavourably with those of the

EU-27 (on average around 68% for the period

1 There are also many discrepancies between various

sources of data for merchandise trade (i.e. WTO, UN

Comtrade, IMF Direction of Trade Statistics).
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2000-2007) and the North American Free Trade

Agreement (NAFTA) (on average around 55% for

the same period). However, it should be realized

that both EU-27 and NAFTA have one formal

(contractual) framework on intraregional trade and

investment while the economies of Asia and the

Pacific are part of many. Therefore, achieving a rate

of almost 50% intraregional exports2  should be

considered a success. Within Asia and the Pacific,

there are numerous formal preferential trade

agreements (PTAs) (see section B below), but none

of them has reached a level of intraregional trade

higher than Asia and the Pacific as a whole.

Most Asia-Pacific economies are still categorized as

“developing” even though a small number enjoy

high GDP per capita and belong to OECD. Trade

among developing countries, also known as South-

South trade, has been promoted by ESCAP and

other United Nations agencies, led by UNCTAD, on

the ground that such trade “represents an

opportunity for developing countries to diversify

production and to export ‘relatively high skill content’

manufactures with greater ‘developmental effects’ ”

(Klinger, 2009, p. 1). Before discussing the rationale

for intra-regional trade, it is useful to review the

extent of global South-South trade associated with

Asia-Pacific countries. A breakdown of this trade is

given in table 3.1 (Shirotori and Molina, 2009).

Since the mid-1990s, 85% of global South-South

trade has originated in Asia, about 5% in Africa

and about 10% in the Americas. Of this Asian

component, almost all (91% in 1995 and 92% in

2005) is directed to Asia, with the remainder split

between Africa and the Americas (with the African

share increasing slightly). Finally, Asian developing

countries sent about 50% of their exports to other

developing countries in 2005 as compared with

45% back in 1995.

Table 3.1. Exports to the South as a percentage of each region’s total exports to the world

(2005 and 1995)

Exports to        

Total (per cent) RoW South
South

Total
  Africa Americas Asia

RoW
 74.56 25.44 3.12 4.78 17.54 100

 [77.07] [22.93] [2.22] [4.61] [16.10] [100]

South
 54.47 45.53 2.48 4.42 38.63 100

 [59.19] [40.81] [2.53] [4.92] [33.36] [100]

Africa
69.70 30.30 9.48 3.26 17.56 100

 [77.60] [22.40] [10.45] [1.79] [10.16] [100]

Americas
72.53 27.47 1.69 16.97 8.81 100

 [71.75] [28.25] [1.36] [19.28] [7.07] [100]

Asia
49.50 50.50 1.94 2.12 46.44 100

 [54.90] [45.10] [2.02] [2.18] [40.90] [100]

Total
 68.10 31.90 2.91 4.67 24.32 100

 [72.09] [27.91] [2.31] [4.70] [20.91] [100]

Source: Miho Shirotori and Ana Cristina Molina, South-South Trade: The Reality Check: Issues in New Geography of International

Trade, UNCTAD/DITC/TAB/2008/1 (Geneva, UNCTAD), 2009, annex table 1.2, p. 36.

Notes: Figures in [ ] are for 1995; other figures are for 2005.

RoW – rest of the world.

2 Including the three developed economies of the region

(Australia, Japan and New Zealand).

Intraregional trade in Asia and the Pacific

has been the driving force behind

expanding global South-South trade
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2. Rationale for enhancing

intraregional South-South trade

The desirability of expanding intraregional trade

among developing countries, or South-South trade

in general, in the context of promoting development

is not universally acknowledged and arguments

against or in favour of South-South trade are

directly related to ideological considerations on the

role of trade for development in general. However,

most research clearly demonstrates that if

developing countries want to reap the maximum

gains from multilateral trade liberalization, they

need to liberalize their markets and boost trade

among themselves. OECD research indicates that

about half of the gains from future South-South tariff

liberalization would be realized by low and middle

income countries in Asia. Additionally, most of the

gains from South-South liberalization in Asia would

be regional (OECD, 2006a). Already, intra-Asian

trade accounted for about 90% of total South-South

trade in 2006 (UNCTAD/JETRO, 2008 and Shirotori

and Molina, 2009).

Intraregional trade and investment among

developing countries can help countries

utilize their resources better, add value

to their production and expand

productive capacity…

Research undertaken by the International Trade

Centre (ITC) has revealed that the range of tradable

products in developing countries is considerably

more diverse and complementary than believed and

that countries in the South spend large amounts on

importing goods from the North that are available,

under competitive conditions, in other developing

countries, often in the same region (Roelofsen

for ITC, 1999).3  Most studies also conclude that

intraregional trade among developing countries can

have a positive effect on development. For instance,

a UNDP study shows that “South-South trade is

needed to supplement North-South trade for a fuller

utilization of unemployed resources of developing

countries and for the expansion of their productive

capacity and upgrading of their industrial structure”

(UNDP Regional Centre in Colombo, 2008, p. 8).

When there are unemployed (or underemployed)

resources, export expansion does not crowd-out

production for the domestic market unless the

export sector enjoys favourable treatment, for

instance as a result of preferential access to some

exporting markets or domestic support in the

form of export incentives. UNCTAD notes that

intraregional trade plays an important role in export

diversification and upgrading of manufacturing

(UNCTAD, 2007a). Obviously, more is required

to ensure that trade indeed contributes to

development as explained in chapter 1. However,

enhanced intraregional trade and investment could

enable developing countries to establish higher

value-added industries through cooperation among

countries. For this cooperation to work, however,

it would be necessary to eliminate domestic

protection, in particular where economic and

industrial structures among countries are similar

rather than complementary (such as in ASEAN).

The inability of developing countries to develop

high value-added industries is often attributed to

the incidence of tariff escalation in developed

countries which contributes to developing countries’

dependence on exporting commodities.

The opportunities to use expanded intraregional

trade to boost high value-added production is more

manifest but not without obstacles. On the one

hand, developing countries can trade with each

other on a more equal footing than with developed

countries (in particular as technical barriers to trade

tend to be higher in developed countries). On the

other hand, the differences in comparative

advantages and development levels are perhaps

not sufficient enough to trigger (mutually beneficial)

trade. However, it should be kept in mind that

although differences in comparative advantages

among countries still can and do cause trade, the

determinants of trade have shifted and have

become much more focused on differentiated

manufacturing products with or without economies

of scale.

3 Perhaps the reason they are not importing from each other

has to do with the lack of sufficient trade finance and marketing

information, the existence of restrictive licences, etc.
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…although such trade should be promoted

as a complement, not a replacement to

existing trade promoting efforts

The main argument for promoting South-South

trade hinges on the claim that such trade is more

amicable to growth as it drives structural trans-

formation based on upgrading skills and knowledge

embodied in traded goods. This claim, until recently,

was based on stylized facts and preconceptions

that South-South trade contains a higher share of

goods that embody more skilled labour or human

and physical capital than do goods exchanged

between the South and the North. Since production

of such goods with a higher share of human and

physical capital is deemed to be growth-enhancing,

and provides more learning opportunities necessary

for development, developing countries had better

focus on South-South trade. Klinger (2009),

however, finds that this is only partially true. He

shows that in Asia, exports to the North are more

sophisticated and more associated with learning

opportunities than exports to the South. Further-

more, when it applies to trade based on RTAs as

in the case of ASEAN, he also finds that more

sophisticated exports go outside the bloc than

within it. Therefore, the promotion of South-South

trade should be seen as a complement of, and not

as a substitute for, existing policies that promote

North-South trade and cooperation and as a

mechanism to diversify markets and products and

reduce dependence on the North.

3. How to enhance intraregional

South-South trade?

Promoting intraregional trade inevitably requires

liberalization to ensure that the efficiency of

intraregional trade is increased or maximized. In

fact, barriers, visible and hidden, to trade remain

relatively higher among developing countries in

general, and among Asian and Pacific economies in

particular, than those maintained by developed

countries on imports and investment inflows

from developing countries (OECD, 2006a). The

exception might be selected agricultural products

and textiles and clothing. It has been estimated that

about 70% of all tariffs faced by developing

countries are imposed by other developing

countries,4  while non-tariff measures (NTMs) are

also a major obstacle.

Barriers to South-South trade are

relatively high

However, liberalization alone will not be sufficient.

As trade is obviously affected by macroeconomic

policies as well as a host of other policies, as was

demonstrated in chapter 1, a more intensive form of

economic integration and cooperation is required.

This will maximize levels of, and benefits from,

intraregional trade and investment, notably for the

developing and the least developed countries. The

latter have been routinely marginalized in the

regional integration process which is centred in East

Asia, in particular around China and ASEAN. For

them, the issue of supply-side capacity is much

more important than market access.

Experience from the region suggests that promotion

of intraregional trade and investment in Asia and the

Pacific has resulted from interaction of two

processes. The first is led by the market and based

on the spread of international supply chains, or

rather the fragmentation of vertically integrated

supply chains in line with each country’s

comparative advantages (Deardorff, 2001; Ando

and Kimura, 2005). The second process is through

intergovernmental agreements (Sauvé, 2007;

Aminian and others, 2008; Baldwin, 2006). In this

chapter, the second process is explored. The first

process was mentioned in part I with respect to

recent trade developments and will be further

discussed in chapter 5.

From a policy perspective, the most fundamental

building block for economic integration remains the

RTA, to be understood to include bilateral trade

agreements (BTA), and this is where the discussion

of modalities to enhance intraregional trade and

investment must start. While bilateral investment

treaties (BITs) also play a role in the integration

4 As reported, for instance, in a paper by the Department of

Foreign Affairs and Trade, Government of Australia, (2004).
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process, increasingly investment provisions are

included in RTAs and most recently RTAs tend to

replace existing BITs (such as in the case of the

Singapore-Peru BTA). Furthermore, in some cases

RTAs have evolved into comprehensive economic

partnership agreements (EPAs), for instance the

Trans-Pacific Strategic Economic Partnership

Agreement and, in the case of ASEAN, into a

planned economic community. Therefore, a

strengthening and consolidation of those RTAs is

the most fundamental aspect of enhancing

intraregional trade and investment.

B. REGIONAL AND BILATERAL TRADE

AGREEMENTS IN ASIA AND THE

PACIFIC: OVERVIEW AND ISSUES

1. Background and overview

RTAs are by definition discriminatory and therefore

undermine the MFN principle of the multilateral

trading system (MTS) (Bhagwati, 2008). More

generally, they threaten the coherence of the MTS

(UNCTAD, 2007a). They also undermine multilateral

liberalization efforts (Limão, 2006) as well as

unilateral liberalization (Sally, 2006). They are

therefore always a second best policy compared

with multilateral trade liberalization. However,

under WTO rules they are allowed provided that

they meet certain conditions (i.e. GATT Art. XXIV

and GATS Art. V), though these conditions are

somewhat relaxed for RTAs concluded among

developing countries under the Enabling Clause.

Members of WTO who sign RTAs are required to

notify these to the Council for Trade in Goods,

Council for Trade in Services or Committee on

Trade and Development but many fail to do so

quickly or at all (Mikic, 2008).

In addition to undermining the MFN principle, there

are several other inherent problems associated

with RTAs. These are particularly present in RTAs

between a developed and a developing country, and

some of those concerns are comparable with the

concerns associated with GSP schemes, as

discussed in chapter 2.5  First, countries which are

not a member of a particular RTA, i.e. countries not

receiving preferential market access under the RTA,

may lose their relative competitiveness in products

which they used to export to RTA member countries

before the RTAs was concluded (i.e. the trade

diversion effect). These countries are often

developing countries. Second, RTAs through

preferential market access may contribute to

incentives for establishing production in activities

in which countries do not enjoy competitive or

comparative advantages. Such production

structures based on artificially created advantage

may prove difficult to be dismantled in the long run

when the preferences start to erode and production

is lost to countries which in fact have competitive

advantages in those products. Third, the incidence

of preferential treatment may undermine countries’

willingness to innovate and improve productivity in

order to improve on this artificial competitive

advantage since it may not last (ESCAP, 2001).

Fourth, the existence of a preference margin may

create a resistance from countries to push for

further multilateral liberalization as it would reduce

the value of negotiated preferences among the

members of the RTA.

It has been found that only in the case where RTAs

involve deep and wide commitments (typically, but

not always, this implies North-South and North-

North RTAs rather than South-South RTAs) there is

not only a larger trade creation effect but also

a notable impact on intra-RTA FDI flows (Park and

Park, 2008). In the case of North-South RTAs, this

typically means a significant inflow of FDI from the

Northern partner into the Southern partner.6

However, South-South RTAs can have a positive

effect on FDI if it involves regional drivers of

6 Though it is understood that other conditions need to be

met. For instance, after Viet Nam signed an agreement with the

United States to normalize trade relations between the two

countries, FDI from the United States surged, but the United

States still makes up a small share of total inward FDI.

Regional trade agreements are by definition

discriminatory and have generally led to

relatively little new trade

5 Though GSP schemes are non-reciprocal while RTAs are

reciprocal.
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economic growth and builders of regional and

global supply chains such as China and India.

The empirical literature examining the net trade

creation7  and diversion8  effects of Asian RTAs is

not conclusive. Some ESCAP research has found

that generally RTAs in the region have contributed

relatively little to net trade creation.9  In some cases,

however, the trade creation effects have been

significant (see box 3.1 for the case of the India-

Sri Lanka BTA). Tumbarello (2007) has found that

membership in Asian RTAs has not occurred at the

expense of trade with non-members, as most Asian

countries’ integration with the global economy

preceded regional integration. In contrast, Raihan

(2009) finds that an EU-India free trade agreement

(FTA) would cause significant trade diversion effects

for other developing countries and the least

developed countries, as India would replace them

as the main source of imports for the EU under the

implementation of the FTA.

Theory and empirical literature support the

arguments that, in order for RTAs to be net

trade-creating they should be comprehensive,

“substantially cover all the trade” and be open to an

expansion of membership. They should also be

deep in liberalization commitments and have

simple and development-friendly rules of origin.

Furthermore, they should include a comprehensive

programme of integration which goes beyond

Box 3.1. India-Sri Lanka FTA

India and Sri Lanka signed an FTA in December 1998. The FTA became operational in March 2000 and covers 5,112

goods for duty-free or preferential treatment. Products having domestic value addition of 35% will qualify for preferential

market access. Sri Lanka’s exports with a domestic value addition content of 25% also qualify for entry to the Indian

market if they have a minimum 10% Indian content. The FTA entitles Sri Lanka, with effect from 2003, to export more

than 4,000 products to India at zero rate of duty. Sri Lanka was allowed to keep 1,220 products (which cover most

sensitive agricultural and industrial products) without granting any tariff concessions to India while India maintained

only 200 products without granting any concessions for Sri Lanka. The FTA has increased bilateral trade by four times

since 2000, according to a study by the Federation of Indian Chambers of Commerce and Industry (FICCI). The FTA

implementation period for India was from 2000 to 2003 and for Sri Lanka from 2000 to 2008. India’s exports to

Sri Lanka increased from $640 million in 2000/01 to $2.2 billion in 2006/07, with an annual growth rate of 25%.

Sri Lanka’s exports grew from $45 million in 2000/01 to $470 million in 2006/07, with an annual growth rate of 47%.

FICCI noted that Indian investment in Sri Lanka increased to $8.5 million, while Sri Lankan investment in India has

remained relatively very small.

While there are concerns in Sri Lanka that the FTA has resulted in a surge in imports from India, it can be noted that

imports from India were already growing before the FTA was signed. India strengthened its position as Sri Lanka’s main

source of imports. Between 1999 and 2005 imports from India grew almost fourfold, while Sri Lanka’s exports to India

increased tenfold. As a result, the import-export ratio narrowed to less than 3 to 1 even though the trade deficit for

Sri Lanka increased to $880 million (see more details in de Mel, 2008). Notwithstanding this increase in trade flows,

their commodity structure might not have improved. Sri Lanka’s exports to India remain undiversified – around 50% of

exports consisted of copper and “vanaspathi” until 2006 – with low domestic value-added and high import content.

Para-tariffs such as discriminatory state taxes in India have also eroded preferences. Indian port restrictions have

limited Sri Lanka’s exports of tea and “vanaspathi” (de Mel, 2008b).

Still, the two countries are discussing a Comprehensive Economic Partnership Agreement (CEPA) which would

address NTMs and cover trade in services and investment (Kumar, 2007).

7 Defined as trade that occurs between members of a RTA

that replaces what would have been production in the

importing country were it not for the RTA; associated with

welfare improvement for the importing country since it reduces

the cost of the imported goods.
8 Defined as trade that occurs between members of a RTA

that replaces what would have been imports from a country

outside the RTA; associated with welfare reduction for the

importing country since it increases the cost of the imported

goods.
9 For example, Bonapace and Mikic (2007), or ESCAP (2007)

for agricultural trade.
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reducing tariffs, and is aligned with national

economic reforms (World Bank, 2005). They should

lead to benefits to all members, even though the

benefits may be unevenly spread (UNCTAD,

2007a). In such cases, RTAs would also be

attractive to new members and would be more likely

to evolve as building blocks of the MTS.

Many South-South RTAs remain shallow in

liberalization and limited in coverage

and membership

In practice, however, many South-South RTAs are

characterized by relatively weak liberalization

commitments and limited coverage (UNCTAD/

JETRO, 2008). Though many are dubbed “free

trade agreement”, they are actually PTAs and

coverage hardly considers all tradable goods. Many

RTAs exist on paper but are not implemented.

There is also a perception that many RTAs remain

underutilized because business considers that the

margin of preference does not warrant the hassle of

going through the bureaucratic requirements for

application to use the preferences, i.e. transaction

costs are sometimes prohibitively high. In fact,

business is often not even aware that those

preferences exist. As a result, intra-RTA trade

remains relatively small in most cases while other

trade performance indicators show variable results.

A recent ADB study (Kawai and Wignaraja, 2009),

however, has revealed that this perception may not

apply for all business or agreements. Utilization

rates are higher than presumed though there is

certainly room for improvement, including the need

to rationalize rules of origin.

Table 3.2 shows that AFTA has the highest intra-

block share of total RTA exports amounting to

almost 25% in 2006. But in terms of growth, it was

APTA that more than doubled the intra-block trade

share in just over 15 years.

Table 3.3 contains some basic trade performance

indicators for a small group of RTAs in the region.

These indicators capture different aspects of trade

performance of the agreement as a whole. For

example, export-import coverage indicates how

much of imports are paid for by exports in a given

year. Looking across five RTAs, at intra-RTA level,

the ASEAN Free Trade Area (AFTA) and the

Australia-New Zealand Closer Economic Relations

Trade Agreement (ANZCERTA) are earning from

exports to each other more than they need for

paying for their imports from each other, while

the Economic Cooperation Organization Trade

Agreement (ECOTA) pays only a very small

percentage of its intra-RTA imports from earnings

derived from intra-RTA exports. The export

orientation index is expressed as a ratio of exports

destined to three developed markets (European

Union, Japan and the United States) over the

exports to three emerging Asian markets (ASEAN,

China and India) and indicates relative export-

dependency on the developed market of the RTA.

AFTA’s ratio is below 1 indicating larger exports to

emerging markets than to developed ones, in

contrast to ECOTA’s ratio of 2.35 indicating a large

dependency on developed markets. The com-

plementarity index shows the degree to which the

RTA’s members joint supply structure matches their

joint demand structure. For example, in the case of

AFTA 81% of what is jointly supplied in exports by

its members matches their demand. On the other

hand, ANZCERTA’s trade profile is much less

compatible.

These and other indicators featured in the statistical

annex to this report are useful information for

anticipating the potential for further trade creation

(or trade diversion) of a particular RTA. While one

must be careful not to assign more explanatory

power to these indicators than they deserve (they

Table 3.2. Share of intra-RTA exports,

selected Asian RTAs

(Per cent)

Year
1990 1995 2006

RTA

ASEAN/AFTA 18.4 22.2 24.8

APTA 3.9 7.8 10.3

ECOTA 6.3 3.2 8.5

SAFTA 3.3 4.6 5.9

Source: ESCAP, Statistical Yearbook for Asia and the Pacific

2008, 2008.
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are, after all, the reflection of past and present

trade policies), they can be used along with other

quantitative and qualitative analysis tools to

assess the performance and prospects of such

agreements.

2. Features of Asia-Pacific RTAs

In the Asia-Pacific region, subregional trade blocks

such as AFTA, the Bay of Bengal Initiative for

Multi-Sectoral Technical and Economic Cooperation

(BIMSTEC) FTA, ECOTA and South Asia Free

Trade Area (SAFTA) dominate, while inter-

continental RTAs, such as the Singapore-USA FTA,

Republic of Korea-Chile FTA, Japan-Mexico FTA,

Trans-Pacific Strategic Economic Partnership (SEP)

and India-Mercosur FTA are gradually becoming

popular. ESCAP Asia-Pacific Trade and Investment

Agreements Database (APTIAD) shows that there

were 151 RTAs involving an ESCAP member state

either in force, signed or under negotiation at

the end of July 2009. Out of these RTAs, 104

agreements were in force, 75 of those were

bilateral, and 26 of them were among the members

in different regions (see also table 3.4).

All of the Asia-Pacific region’s major trading

countries now belong to one or more preferential

trade arrangements, the majority following a

negative list approach of scheduling goods trade

Table 3.3. Trade performance indicators for selected Asia-Pacific RTAs

Trade intensity
Export Complemen- Export-import Normalized Competitive-

RTA
(%) (2006)

orientation tarity index coverage (%) trade balance ness index

index (2006) (%) (2006) (%) (2006) (2004)

AFTA 4.43 0.95 81.10 128.5 8.03 6.21

APTA NA 1.94 44.54 87.78 7.88 10.87

ECOTA NA 2.35 NA 5.2 -6.40 NA

SAFTA 3.63 1.39 52.4 2.78 -20.34 1.21

ANZCERTA 6.19 1.25 42.6 114.88 4.60 1.22

Source: Asia-Pacific Trade and Investment Agreements Database (APTIAD).

Notes: Indicators are calculated for intraregional trade except the indicator of normalized trade balance which is calculated for total

trade. For definitions of indicators, see APTIAD or annex of this report.

NA – not available.

Table 3.4. Architecture of RTAs in Asia and the Pacific

Bilateral Country-block Regional

Totalwithin cross- within cross- within cross-
Global

region region region region region region
(GSTP)

Customs union 0 0 0 1 1 0 0 2

FTA & EIAa 17 9 0 2 0 2 0 30

Free trade agreement 25 b 12 2 1 4 0 0 44

EIA 1 0 1 0 0 0 0 2

Preferential agreement 4 2 1 0 4 0 1 12

Framework agreement 2 3 2 5 2 0 0 14

Subtotal 49 26 6 9 11 2 1 104

Total 75 15 13 1 104

Source: Compiled from APTIAD, August 2009.

Notes: a “FTA & EIA” stands for Free Trade Agreement and Economic Integration Agreement – a category of agreements that are

notified both under goods and services.
b Includes six agreements between Central Asian countries and members of the Commonwealth of Independent States

(CIS) not in ESCAP.
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liberalization. The ASEAN Free Trade Agreement

(AFTA) has succeeded in moving beyond tentative

efforts, developing an “inclusion list” that covers

more than 85% of traded products. However,

acceptance of a negative list of a country by its

partners remains questionable and sometimes

becomes a stumbling block (such as the size of

India’s negative list for ASEAN) for taking

negotiations further. In the case of India-ASEAN

negotiations, India had stressed the domestic

sensitivity of several products, especially in

agriculture. However, some products such as palm

oil, rubber, pepper, coffee, are major exports of

selected ASEAN countries which would like India to

include these products in the negotiations. In South-

South trade negotiations, especially on agricultural

products, such discussions are common as a large

part of the population is dependent on agriculture

both in exporting and importing countries. The India-

ASEAN FTA was finally signed in August 2009 after

several delays.

Most RTAs with members only from the region aim

at complete elimination of trade barriers after 2010

and some beyond 2015. Relatively poorer

countries, which have unilateral liberalization

policies, are making an effort to reach a balance

between unilateral and regional liberalization policy

and seek a longer time to liberalize completely.

Nevertheless, the coverage of trade in services,

investment and protection of intellectual property

rights (IPR) is on the rise, though commitments in

these areas are often limited to cooperation rather

than liberalization commitments.

Agreements such as AFTA, SAFTA, BIMSTEC-FTA,

Pacific Island Countries Trade Agreement (PICTA)

and APTA provide room for special and differential

treatment (SDT) to the least developed countries

providing longer time to eliminate tariff and offering

safeguard measures and/or concessions regarding

rules of origin. However, it is noticeable that

negotiations regarding rules of origin take longer

and many RTAs display a system of complicated

rules of origin consisting of both value-addition-

based rules and product-specific rules. In isolated

cases, compensation for revenue loss for the least

developed country members of RTAs is provided

for, i.e. under SAFTA.

In addition to the proliferation of RTAs, Asia-Pacific

countries are also party to over a thousand bilateral

investment treaties (BITs) and have been the most

active in concluding such treaties in the last few

years (UNCTAD, 2008a). Pursuance of BITs by

countries is apparently in recognition of the

contribution of FDI to trade and development. The

contribution of BITs to actual investment is a topic of

debate but recent research has indicated that on

the whole these treaties have had positive effects

on FDI to developing countries (in particular on FDI

from developed countries) though (like their RTA

counterparts) they are not the principal determinant

of FDI. In other words, in the absence of macro-

economic growth, political stability, market size,

quality of infrastructure and work force (among

other important determinants), the existence of BITs

would be of little help (Sauvant and Sachs, 2009).10

In any case, as mentioned before, investment-

related provisions are increasingly incorporated into

RTAs. Some studies have indicated that these

provisions have contributed to larger trade and FDI

flows (OECD, 2006b). In Asia and the Pacific, only

ASEAN has a comprehensive framework for

cooperation and integration on investment (see also

box 3.2), though APTA has also made progress in

this area.

C. MAKING SENSE OF THE “NOODLE

BOWL”

1. The need for strengthening and

deepening RTAs

In order to evolve RTAs into building blocks of

regional integration and, indirectly, of the MTS, it is

first of all important to strengthen them in terms of

coverage and commitment, secondly to expand

their membership to limit the discriminatory effect,

and thirdly, to consolidate and integrate them. While

the first two steps appear to be less difficult than the

third step of consolidation, all require time and

political will.

10 See also the online discussion at http://www.investment

treatynews.org/cms/news/archive/2009/04/30/do-bilateral-

investment-treaties-lead.
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Regional trade agreements can be important

building blocks of regional integration but

they require deepening, widening,

expanded membership and,

ultimately, consolidation

To strengthen RTAs, it is important to move beyond

liberalization of trade in goods on a positive list

basis towards negative lists. RTAs should expand

coverage to include reduction of NTMs, and

liberalization of trade in services as a minimum.

Research indicates that the elimination of NTMs in

particular would yield greater benefits for economic

growth than tariff elimination (UNCTAD/JETRO,

2008). In fact, many RTAs already contain

provisions which go beyond trade in goods. Some

RTAs have evolved into Comprehensive Economic

Partnerships (e.g. the India-Singapore CEP at the

bilateral level, and the planned ASEAN Economic

Community at the subregional level). As of end-July

2009, 47 RTAs in force in the region had investment

provisions, while 32 RTAs had provisions on trade

in services. Other areas increasingly emerging in

RTAs are IPR provisions, competition, trade

facilitation and commitments on NTMs. However,

more often than not the commitments refer to

cooperative arrangements, rarely to concrete

liberalization, or they refer to existing commitments

under WTO. Some RTAs involving a developed

country are considered WTO-“plus”, in particular

regarding IPR provisions. In such type of

agreements, the expected benefits from market

access may be compromised by the loss of policy

space (UNCTAD, 2007a). Table 3.5 shows selected

RTAs containing provisions beyond trade in goods.

A good example at the subregional level of

comprehensive investment commitments is the

ASEAN Investment Area (AIA) which was recently

complemented by the ASEAN Comprehensive

Investment Agreement (2009) (see box 3.2 and Lim

and Tay, 2008). APTA members also completed

Table 3.5. RTAs with commitments beyond trade in goods

RTA NTMs Investment Services Competition IPR Trade facilitation

ASEAN-Australia-

New Zealand FTA ✓ ✓ ✓ -*** ✓ ✓

(AANZFTA)

✓ ✓ ✓

ANZCERTA1 ✓* - Separate Separate - Separate

agreement  agreement agreement

APTA2 - In progress In progress - - In progress

✓ ✓

ASEAN (AFTA)2 ✓ Separate Separate ✓ ✓

agreement agreement

✓

ASEAN-China PTA2 -** -** Separate - -*** -

agreement

BIMSTEC-FTA -** -** -** - - -**

India-Singapore BTA1 ✓ ✓ ✓ ✓ -*** ✓

PICTA ✓ - - ✓ - -***

SAFTA - -** - -** - -**

TRANS-PACIFIC SEP1 ✓ In progress ✓ ✓ ✓ ✓

Source: Compiled from APTIAD, September 2009.
1: notified under GATT Art. XXIV (and under GATS Art. V where applicable).
2: notified under Enabling Clause.

✓: commitments exist.

-: no commitments exist.

*: limited to quantitative restrictions; standards covered with different arrangements.

**: expressed commitments to negotiate.

***: limited to one article in the Agreement and/or to cooperation.
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negotiations on a Framework Agreement on the

Promotion, Protection and Liberalization of

Investment (see below).

The expansion of membership is often not a

straightforward affair as RTAs (other than bilaterals)

are frequently established on a geographical basis

comprising contiguous states (APTA and the Trans-

Pacific Strategic Economic Partnership Agreement

are notable exceptions). Theory and empirical

evidence suggest that the benefits from RTAs

increase with expanded membership (UNCTAD/

JETRO, 2008) but there are not many examples in

the region of expansion of membership (in contrast

to the developments in Europe), nor do agreements

usually clearly signal the desirability or conditions

for accession of new members. In recent develop-

ments, Bhutan and Nepal acceded to BIMSTEC in

2004, Afghanistan to SAFTA in 2008, while China

acceded to the Bangkok Agreement in 2001. The

agreement that experienced the largest expansion

in terms of members is ASEAN. APEC adopts the

principle of open regionalism but as APEC does not

have binding commitments, it lacks teeth as a driver

of regional integration (and of course involves

countries outside the Asia-Pacific region). APTA is

also in the process of expanding membership,

but countries are cautious, given the current

commitments they have while potential members

give priority to their accession to or implementation

of WTO commitments.

2. Strengthening the development

dimensions of RTAs

Finally, the impact of RTAs should not be assessed

only on the basis of net trade creation, but also on

what they contribute to development. In this

respect, the track record of RTAs is not very good.

For instance, there is no compelling evidence that

RTAs in the region have contributed significantly to

poverty reduction or have benefited men and

women equally. Of course, this is partly due to the

relative shallowness and low utilization rates of

most RTAs. But it is also probably true because,

even where coverage is comprehensive, products

Box 3.2. The ASEAN Investment Area and Comprehensive Investment Agreement

ASEAN Ministers signed the Framework Agreement on the ASEAN Investment Area (AIA) on 7 October 1998 in

Manila. The AIA aims to make ASEAN a competitive, conducive and liberal investment area through the following

measures: (1) implementing coordinated ASEAN investment cooperation and facilitation programmes; (2) implementing

a coordinated promotion programme and investment awareness activities; (3) immediate opening up of all industries for

investment, with some exceptions as specified in the Temporary Exclusion List (TEL) and the Sensitive List (SL), to

ASEAN investors by 2010 and to all investors by 2020; (4) granting immediate national treatment, with some

exceptions as specified in the Temporary Exclusion List (TEL) and the Sensitive List (SL), to ASEAN investors by 2010

and to all investors by 2020; (5) actively involving the private sector in the AIA development process; (6) promoting

freer flows of capital, skilled labour, professional expertise and technology amongst the member countries; (7) providing

transparency in investment policies, rules, procedures and administrative processes; (8) providing a more streamlined

and simplified investment process; and (9) eliminating investment barriers and liberalizing investment rules and policies

in the sectors covered by the Agreement. A ministerial-level ASEAN Investment Area Council was established to

oversee the implementation of the Framework Agreement.  The Council is assisted by the ASEAN Coordinating

Committee on Investment.  The AIA followed the 1987 ASEAN Agreement on the Promotion and Protection of

Investment.

In 2009, all ASEAN investment provisions were consolidated and strengthened in the ASEAN Comprehensive

Investment Agreement (ACIA) to realize an open and free investment regime in ASEAN in anticipation of the ASEAN

Economic Community to be established in 2015. Unlike the AIA Framework Agreement, the new ACIA adopts a wide

definition of investment (covering portfolio investments) and grants both pre- and post-establishment MFN and national

treatment. It also covers cooperative arrangements among ASEAN member states in the promotion and facilitation of

investment.

Source: ASEAN website: http://www.aseansec.org.
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and services which matter for the poor are either

not, or not sufficiently, covered by RTAs (e.g.

agricultural products – see box 3.3) or face

prohibitive non-tariff barriers, including cumbersome

rules of origin. As in all cases of trade liberalization,

capacity constraints are also an issue.11

The development dimensions of

RTAs need strengthening

Particularly, controversial is the inclusion of labour

and environmental clauses in RTAs. Where

provisions in these areas are included in RTAs in

the region, they comprise areas and modalities

for cooperation rather than market access

commitments. Clearly, such clauses would in

principle enhance the contribution of RTAs to

inclusive and sustainable development, which is the

whole rationale for having RTAs in the first place.

However, developing countries have been

traditionally reluctant to include such provisions as

they fear they may be used as hidden (“murky”)

protectionist measures. This is particularly so in the

case of North-South RTAs where such provisions

are routinely demanded by developed countries.

However, consumers worldwide are also becoming

increasingly demanding with regard to such

provisions, not least because of concerns over

climate change and labour exploitation. While such

provisions could indeed help develop supply-side

capacities (e.g. conformity with international

environmental standards), it is important that

formulations in RTAs covering labour and

environmental issues are clear and development-

oriented and that a proper monitoring system is

put in place to prevent such provisions being used

as protectionism. The availability of a strong dispute

settlement provision which can enforce the provisions

is also important. In the context of North-South

RTAs, technical assistance could be built in but there

is nothing to prevent a middle-income developing

country from providing such assistance to the less

developed partner within the context of an RTA.

The inclusion of SDT provisions for developing and

least developed countries, including temporary

revenue compensation schemes, also goes a long

Box 3.3. Impact of agricultural liberalization in Asia-Pacific RTAs

Despite the importance of agriculture for poverty reduction, this sector is not well covered in RTAs, though there are

exceptions (e.g. AFTA, ASEAN-China FTA, Thailand-China early harvest in fruits and vegetables, etc.). Most provisions

are limited to market access as domestic support and export subsidies are more effectively covered at the multilateral

level. Model-based empirical studies on the impact of agricultural liberalization in RTAs have shown different results.

India and Pakistan would be net winners from agricultural liberalization within the framework of SAFTA but Bangladesh

and Sri Lanka would experience moderate welfare losses. This is not surprising considering the relative share of South

Asian trade in total world trade and the fact that India, for instance, has a high revealed comparative advantage in a

wide variety of agricultural products, while Bangladesh and Sri Lanka are net food importers. But as a result, Sri Lanka

has been reluctant to liberalize agriculture under the India-Sri Lanka FTA. Welfare gains would be high for both

countries under agricultural liberalization in a Japan-Thailand FTA.

Agricultural liberalization in the framework of AFTA would yield moderate welfare benefits for the main agricultural

exporters such as Thailand and Viet Nam. However, for ASEAN+3, the welfare benefits would be much higher for all

participating countries. The welfare benefits are also high for all participating countries when India is included in the

ASEAN+3 scenario. But the welfare effects are the highest when all ESCAP countries are included in a mega-RTA,

even higher than under Doha scenarios. These results clearly make the case for deeper levels of trade integration

among subregions and wider membership of RTAs.

Source: ESCAP, Agricultural Trade – Planting the Seeds of Regional Liberalization in Asia: a study by the Asia-Pacific

Research and Training Network on Trade, Studies in Trade and Investment No. 60, 2007.

11 See, for instance, Overseas Development Institute (ODI)

Briefing Paper on “Regional Integration and Poverty” (London),

March 2005.
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way to ensure that the commitments undertaken

under RTAs are implemented in a sustainable

manner. However, as in the case of the MTS, SDT

should not be an end in itself but contribute to an

inclusive and sustainable reform and liberalization

process. The impact of RTAs on poverty reduction

ultimately depends on the level and nature of

support policies governments put in place, including

both policies which stimulate the supply-side

capacities and competitiveness of the industries

and companies who stand to benefit from the RTAs,

and policies which address the implications for

potential “losers”.

3. Harmonization and consolidation of

RTAs

The third stage, consolidation, in principle could

achieve both geographical widening and functional

consolidation (i.e. RTAs adopted common

frameworks related to rules of origin and other

commitments). Consolidation is necessary as the

proliferation of RTAs and other bilateral and regional

economic agreements depicted in figure 3.1 has

resulted in conflicting and overlapping commitments

which increase implementation and monitoring

costs for governments and transactions costs for

businesses. However, one has to harbour realistic

expectations of the feasibility of such consolidation

and, at best, will take a very long time. However,

given the desirability of consolidation, some

thoughts and guidelines on this issue are presented

below.

Figure 3.1. The Asia-Pacific “noodle bowl”

To evolve RTAs as building blocks for regional

integration and the multilateral trading

system they need to be consolidated

and integrated, both geographically

and functionally
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The success of RTAs and their consolidation

ultimately depend on national policies

Recalling the discussions in chapter 1 on policy

coherence and consistency, the success of RTAs

and their consolidation ultimately depends on the

orientation of national policy, its objectives and its

internal consistency and coherence with other

national policies. It also depends on political will.

A recent study by ADB has highlighted the role of

national policy in regional integration efforts

(Francois and others, 2009). While the study

acknowledges that the process of regionalism is too

complex and sui generis to generate universal

operational rules, it reveals the following lessons

for national policy aimed at regional integration:

(a) integrate with a large neighbouring economy;

(b) emphasize the role of the market in the regional

integration process; (c) tailor the policy mix to fit

national circumstances; and (d) involve the private

sector in developing regional strategy. The study

also presents five lessons from the ASEAN

integration process: (a) establish a clear charter

and develop long-term implementation strategies;

(b) strengthen institutional structures; (c) narrow

development gaps among members; (d) move

towards FTA consolidation; and (e) ensure that

dispute settlement mechanisms are pragmatic. The

last recommendation regarding pragmatic dispute

settlement mechanisms is particularly noteworthy,

not only for the consolidation of FTAs but also for the

consolidation of international investment treaties.

(a) Geographical aspects of consolidation

In the case of geographical consolidation, a first

step may involve an RTA or EPA between two or

more other RTAs/blocs. Ideally, larger RTAs would

absorb smaller ones (including BTAs among the

members of the RTA) or two RTAs would merge

(for example, the Central Asian Cooperation

Organization merged with the Eurasian Economic

Union to form the current Eurasian Economic

Community (EurAsEC).

Efforts towards consolidation are taking place with

ASEAN having emerged as the most active hub,

but APTA is also appearing as a complementary

modality of regional integration (see below). This

consolidation is also spurred by growing trade

among different subregional groups. Pacific island

countries have significant trade with AFTA and

Australia and New Zealand. India, Maldives,

Pakistan and Sri Lanka trade intensively with

countries in AFTA. The Russian Federation and

China, both APEC members, trade actively with the

Central Asian members of ECO. There is an overlap

in membership between ECOTA and SAFTA.

However, ECOTA is a relatively small PTA while

SAFTA lacks effective implementation. The linkage

between RTAs that has been most explored is that

between ASEAN and ANZCERTA and between

ASEAN and China. Of course, ASEAN is about to

implement its FTA with China but also has FTAs

either signed or about to be signed with India, Japan

and the Republic of Korea. These arrangements

may help in consolidating agreements and create

an East Asian trade block which can guide the

direction of Asia-Pacific trade liberalization. The

ASEAN+3 framework has been making steady

progress in regional cooperation in East Asia,

including the development of a durable institutional

framework for region-wide dialogue and cooperation.

ASEAN+3 arrangements, which mainly connect the

region’s more open economies, together with an

expanded APTA would bring new dynamism to the

region.

However, it has to be noted that as yet the ASEAN+

agreements are not consolidating anything, but

rather expanding the number of RTAs (instead of

expanding membership in existing ones). Thus, as

ASEAN is signing a bilateral trade agreement with

India so are individual ASEAN members such as

Singapore and Thailand. Similarly, the ASEAN-

Australia-New Zealand FTA (AANZFTA) does not

replace or absorb the Thailand-Australia, Thailand-

New Zealand and Singapore-Australia, Singapore-

New Zealand FTAs. And while China is engaged in

the comprehensive ASEAN-China FTA, and India

has also signed a framework agreement with

ASEAN, these agreements do not affect trade

relationships between China and India. In other

words, China and India do not become members of

a wider ASEAN + block but instead they become

part of the typical hub-and-spoke kind of RTAs with

ASEAN as the hub. Similarly, the ASEAN-China and
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ASEAN-Republic of Korea FTAs have no direct

implications for bilateral trade relations between

China and the Republic of Korea. Interestingly,

China, India and Republic of Korea are all three

members of APTA.

The situation is even more complicated in South

Asia where various countries are members of

multiple overlapping agreements. For instance,

Bangladesh is a member of SAFTA, BIMSTEC and

APTA and has a BTA with India. Similarly, Sri

Lanka’s trade relations with India are governed by

SAFTA, BIMSTEC, APTA and a comprehensive BTA

between the two countries, while Sri Lanka also has

a BTA with Pakistan. In Central Asia a multitude of

BTAs among countries exist while they are

simultaneously members of the customs union

under EurAsEC.12  These multiple memberships

create confusion on the part of the private sector,

enhance transaction costs and create bureaucracy

and red tape. They may lead to fragmentation rather

than integration of trading relations in the region.

They may also lead to hub-and-spoke arrange-

ments where the integration among the “spokes”

remains absent (turning them into “spikes”).

Another consolidation scenario may position China

as the hub for regional integration based on the fact

that China is the largest country in the region; it is

strategically located and may play the role of

regional locomotive. Already, China has succeeded

Japan as the main force for regional integration

through the establishment of regional supply-chains

(UNCTAD, 2007a). China is forging trade relation-

ships with Central Asia through the Shanghai

Cooperation Organization (though this organization

is focused on security cooperation rather than

economic cooperation) and with ASEAN through the

ASEAN-China FTA. It is engaged with India and the

Republic of Korea through APTA. China also has a

bilateral trade agreement with Pakistan, Singapore

and New Zealand and has almost finished

negotiating an agreement with Australia. However,

to evolve into a hub, China would need to switch

towards negotiating more comprehensive FTAs.

(b) Developing common frameworks for

RTA consolidation

Geographical consolidation, however, requires

functional consolidation. In other words, agree-

ments can only be consolidated if they adopt

common rules of origin and harmonize the other

commitments and provisions under their various

agreements. After all, a larger RTA cannot

encompass smaller RTAs if the smaller RTAs have

deeper commitments. For instance, SAFTA would

not be able to absorb the India-Sri Lanka FTA due

to the larger scope of the latter and the lack of

implementation of the former. But if the larger RTA

deepens its commitments and broadens its scope,

there will be incentives for the members of the RTA

involved in BTAs with lower levels of commitments

among each other to dissolve them in favour of the

larger RTA. The absorption by RTAs of the BTAs

among its individual members is also difficult when

the two members in a particular bilateral agreement

do not want to multilateralize provisions and

preferences among themselves to the other

members of the RTA. Nevertheless, there is a

certain convergence emerging among provisions of

various RTAs which may lead to the adoption of

common frameworks and templates for RTAs.

When that happens, the consolidation of BTAs into

RTAs and RTAs into region-wide economic

cooperation agreements becomes more likely.

Various attempts at developing templates based on

best practices have already been made. The issue

is how to apply and popularize them.

A good starting point in this exercise is the

development of a common region-wide framework

of principles, guidelines and procedures for

preferential rules of origin (Sally, 2006). The APTA

template could play a role in this regard.13  It is

already clear that the current proliferation of

agreements in force, and those under negotiations

are spinning a complex web of rules of origin. Not

only does each agreement have its own rules of

origin; in addition, a bewildering array of product-

specific rules of origin is emerging. Adopting the

12 While this customs union is to be implemented by 2010

(Evgeny Vinokurov, ed., 2008).

13 See, chapter III in ESCAP (2005) and Bonapace and Mikic

(2007).



ASIA-PACIFIC TRADE AND INVESTMENT REPORT 2009

114

least restrictive rules of origin could result in

significant trade deflection and redundancy of a

trade agreement, while adopting the most restrictive

rules of origin may defy the whole purpose of

promoting trade. Attempts to address the issue of

preferential rules of origin in WTO have not been

very successful. GATT Article XXIV also has nothing

to say about the issue. WTO does have an

agreement on non-preferential rules of origin

establishing a programme for international

harmonization of non-preferential rules of origin.

The Agreement also has an annex on preferential

rules of origin which contains a notification

obligation. Under the Agreement, each country is

free to adopt its own preferential rules of origin, or

to adopt different preferential rules of origin for its

different preferential agreements. However, the

harmonization efforts have long passed their

stipulated deadline and have taken a back seat to

the current DDA.

Common templates for the classification of NTMs

could also be developed for information exchange

among RTA members. UNCTAD and ESCAP have

jointly prepared such a format already. Common

formats for the adoption and application of technical

standards and SPS measures also exist as

developed by the relevant global agencies in these

areas. The adoption of these formats would help in

achieving international policy coherence and

consistency as well, as was explained in chapter 1.

Common formats in other areas such as labour and

environmental standard clauses in FTAs could also

be considered. The issue of IPR is a bit trickier. The

TRIPS Agreement provides minimum standards

but countries are free to adopt standards higher

than those contained in that Agreement. Many

developing countries object to TRIPS-“plus”

provisions demanded by developed countries in

FTA negotiations but sometimes go along with

them in expectation of benefits in other areas.

It will therefore be difficult to develop common

frameworks in this area.

Another area is investment. As noted above, most

ESCAP countries are members of many BITs. As

investment is increasingly integrated into RTAs,

there is room to consolidate the BITs either within

the framework of regional investment regimes or

consolidate them within the context of RTAs. For

coherence and consistency sake, the second option

would probably be preferable. The consolidation of

BITs is possible as most of them follow a similar

format which is increasingly based on the

investment chapter of NAFTA. A common format is

particularly important with respect to dispute

settlement for which international mechanisms

exist. However, as UNCTAD (2007b; 2008b) notes,

while international arbitration is an important means

to strengthen the rule of law and to increase legal

stability, a number of conflicting awards have

also led to new uncertainties concerning the

interpretation of core investment provisions. These

concerns resulted in the revision of several model

BITs. UNCTAD also notes that while BITs and other

international investment treaties may look similar at

the core, they can show significant variation at the

periphery.

Moreover, the realm of international investment

treaties is vast, covering BITs, RTAs, and double

taxation treaties. Increasingly, these agreements

are South-South with China in particular very active

concluding BITs with ESCAP member countries.

Like RTAs, these agreements increasingly overlap,

as they are concluded at the bilateral, regional,

interregional, sectoral, plurilateral and multilateral

levels. But as yet, there is no multilateral agreement

on investment. Attempts to negotiate one failed

both at OECD and WTO as developing countries

feared a developed country-dominated agenda

emphasizing investor rights. There are pros and

cons to formulating a multilateral agreement on

investment. The current global investment regime

seems to work and the need for a multilateral

investment agreement does not seem to be urgent.

Still, consolidation and harmonization of these

agreements, especially in the context of RTAs,

would create more transparency and promote policy

coherence and consistency, not only with regard to

trade and investment but also with regard to other

areas such as services, IPR and competition and, in

the final analysis, with development as a whole.

And this is where complications arise. Common

frameworks and templates would serve the purpose
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of clarity and transparency, but it is never possible

nor often desirable to strive for a one-size-fits-all

model. After all, countries are widely divergent in

terms of development levels, and, hence, needs

and capacity. A NAFTA-style investment chapter or

BIT or a TRIPS-“plus” FTA would not be appropriate

for many developing countries and severely limit

their policy space, i.e. their ability to regulate FDI or

IPR in such a way that it meets their development

objectives. The recently concluded ASEAN

Comprehensive Agreement on Investment may

provide a useful template for the purpose of

developing countries. Again, it is a matter of

balance. The current regime of many overlapping

RTAs and BITs is not transparent, efficient and

stable. Nor is the application of a single model RTA

or BIT workable. The best solution therefore may be

to develop various templates or models for different

groups of developing countries. Understandably,

this recommendation is difficult to put into practice,

which explains why attempts have rarely passed the

stage of lip service. Nevertheless the effort is

worthwhile and must be made.

D. THE ASIA-PACIFIC TRADE

AGREEMENT (APTA)

As the only non-contiguous RTA encompassing

member states from various subregions in the Asia-

Pacific region, the Asia-Pacific Trade Agreement

(APTA) has great potential to evolve into a pan-

Asia-Pacific trade agreement. APTA was signed in

1975 under the name of Bangkok Agreement. It is

the oldest preferential trade agreement between

developing countries in the Asia-Pacific region and

aims at promoting economic development by

a continuous process of trade expansion and

furthering international economic cooperation

through the adoption of mutually beneficial trade

liberalization measures. The current members

include Bangladesh, China, India, Lao People’s

Democratic Republic, Republic of Korea and Sri

Lanka. China acceded to the Agreement in 2001.

Under a revitalization package, the Agreement was

revised and renamed APTA in 2005 by the First

Session of the APTA Ministerial Council. That

session also adopted the results of the Third Round

of tariff negotiations. APTA is open to membership

from all ESCAP developing countries and has SDT

for the least developed countries. ESCAP is the

secretariat of the Agreement. APTA was notified to

WTO in 2007.

APTA has simple, common Rules of Origin with a

minimum local value content requirement of 45%

f.o.b. (35% for the least developed countries) that

compare favourably with other RTAs, although

currently APTA members are in the process of

slightly revising the rules of origin in order to

increase the utilization of preferences. A set of

operational procedures for the certification and

verification of the origin of goods was adopted in

October 2007, the first time such a common

agreement was reached among developing

countries in the region. As such, the APTA rules of

origin could serve as a template for other RTAs

among developing countries.

APTA is still a preferential trade agreement adopting

a positive list approach. However, the coverage is

steadily increasing. The Third Round, entering into

force on 1 September 2006, led to tariff concessions

on more than 4,000 items (table 3.6). The Fourth

Round, launched in October 2007, is scheduled to

be concluded by the Third Session of the Ministerial

Council in December 2009. This Round aims to

widen the coverage of preferences to at least 50%

of the number of tariff lines of each member, and at

least 20-25% the value of bilateral trade. It also

aims to provide a tariff concession averaging at

least 50%.

Table 3.6. Results of the Third Round

under APTA

Before After

3rd Round 3rd Round

Number of products
1,721 (112) 4,270 (587)

under concession

Margin of preference
21.6  (32.2) 26.8 (58.8)

(MOP) (%)

Note: Numbers in parentheses refer to the least developed

countries.

The Asia-Pacific Trade Agreement is

emerging as a potential force for

regional integration
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At the Third Round negotiations the adopted

modality was the margin of preference. This

modality has also been adopted for the Fourth

Round negotiations. This means that in the event of

MFN tariff reductions as a result of the conclusion of

the Doha Round, the preferential margin is

maintained. APTA, as an agreement among

developing countries, was notified to WTO under

the Enabling Clause. It cannot yet be considered

compliant with GATT Article XXIV. As a result, the

level of trade integration among APTA members is

still relatively small. For that reason, the utilization

rates of the Agreement are also relatively small,

although rising, in particular in China-Republic of

Korea trade. However, APTA’s development has

been very swift in recent years. In particular, under

the Fourth Round, the scope of the negotiations

was extended and framework agreements

concluded for investment, trade facilitation and

trade in services. These framework agreements are

important in forging coordination of trade and

investment policies of the respective APTA

members and can serve as templates for similar

RTAs among other developing countries.

APTA has a unique opportunity to emerge as a

second axis of geographical consolidation of RTAs

as well, due to its scattered membership across

subregions. It is the only Agreement linking China

Figure 3.2a. APTA as a bridge between other

RTAs in the region-1

Figure 3.2b. APTA as a bridge between other RTAs in the region-2

with India and China with the Republic of Korea. As

APTA is a fully functioning Agreement, i.e. its

provisions and commitments are fully operational

and implemented, APTA may well emerge as a

stronger force of integration than SAFTA or

BIMSTEC in South Asia (see figures 3.2a and

3.2b). Its role will only increase with expanded

membership. Understandably, ASEAN members

a Membership is pending subject to ratification by all current SAFTA members.
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are reluctant to become members of APTA due to

their current commitments under ASEAN. However,

if common approaches to economic cooperation

can be found under both regional integration

frameworks (for instance, the framework agreement

on investment under APTA was based to a large

extent on the text of the AIA), a merger of APTA and

ASEAN in the future cannot be entirely ruled out.

Such a merger would make an Asian Economic

Community no longer a mere figment of the mind.

The Third Session of the Ministerial Council of APTA

is to be held in December 2009 in Seoul with a view

to adopting the results of the Fourth Round.

Ministers also pledged to continue the deepening

and strengthening of APTA as a force for regional

cooperation and integration.

E. SIMULATING IMPACTS OF

INTRAREGIONAL LIBERALIZATION

If consolidation worked, one could envisage an

Asia-Pacific-wide block as the result of a liberali-

zation process which would enhance intraregional

trade, in particular among developing countries of

the region. Four different liberalization scenarios

were modeled to compare the impact, and therefore

the desirability, of promoting intraregional trade.

These scenarios are summarized as:14

Scenario 1 Asia-Pacific-wide 25% tariff

reductions

Scenario 2 Asia-Pacific-wide tariff

elimination

Scenario 3 ASEAN+6 tariff elimination

Scenario 4 WTO-wide 25% tariff reductions

The first scenario reflects a shallow level of

integration which aims for a reduction of applied

MFN tariffs on goods only among a large number of

economies in the Asia-Pacific region.15  The second

scenario envisages that this group of economies

eliminates all tariffs on goods traded intraregionally.

The third scenario replicates full elimination of tariffs

but only for the intra-trade among ASEAN+6

countries (ASEAN, Australia, China, India, Japan,

New Zealand and the Republic of Korea). The

fourth scenario extends the small reduction of

goods’ tariffs by 25% to the whole WTO membership.

The results obtained showed that all economies and

subregions participating in the various liberalization

scenarios would experience increased real GDP

growth (box 3.4). As expected, the more ambitious

the liberalization scenarios, the greater the increase

in exports and imports. For example, the formation

of an FTA with full tariff elimination covering all

Asia-Pacific economies (scenario 2) increases trade

flows much more than a liberalization scenario with

limited tariffs cuts (scenario 1), or involving a limited

number of countries (scenario 3). Specifically, when

tariffs are completely eliminated under Asia-Pacific-

wide full liberalization, intraregional exports

increase by 17.7%.16  A partial tariff cut (only 25%

reduction from the current levels) corresponds to an

increase in intraregional exports at the Asia-Pacific

level of only 3.6%. When tariffs are fully eliminated

but only among the ASEAN+6 countries, their exports

rise by 15.5%, while Asia-Pacific-wide intraregional

exports increase by 12%.

ESCAP research also finds that full liberalization of

trade among Asia-Pacific economies could help

substantially reduce poverty in the region. Using the

elasticity of poverty with respect to trade openness,

Asia-Pacific-wide full tariff elimination would reduce

the number of people currently living on less than

$1 a day to by 42.9 million.17  This includes around

18 million less poor in India, 10 million in China, 6.8

million in Bangladesh, 3.6 million in Viet Nam, and

1.6 million in Pakistan.

14 See details in Strutt (2009).
15 Table 1A in the annex to this chapter lists the economies

included in the scenarios. The inclusion was limited to Asia-

Pacific economies which are also covered in the GTAP

Database version 7.

16 As also discussed in part I of the report, applied tariffs

imposed and faced by Asia-Pacific economies vary a lot;

ranges for averages on all goods are from 0% (Singapore;

Hong Kong, China) to 12.6% (South Asia) while the highest

tariffs are imposed on crops and other foods, motor vehicles

and textile, clothing and leather.
17 Elasticity coefficient is 0.71 (ESCAP-ADB-UNDP, 2008,

p. 41).
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Box 3.4. How beneficial would greater intraregional trade in Asia and the Pacific be?

It has been argued that more intraregional trade is better. ESCAP has undertaken research to determine what would be

the effect of increased intraregional trade on the output, trade flows and welfare of individual countries and subregions.

These impacts have been calculated by using the Global Trade Analysis Project (GTAP) model and database.18

In a nutshell, the variant of the model used here is a comparative, static model based on the standard set of

assumptions with regard to the behaviour of private individuals, firms and governments. When the various trade

liberalization scenarios are simulated, changes in welfare, real GDP, and trade are all endogenously determined.

A number of different liberalization scenarios are modelled, including variations of South-South trade liberalization

among a large number of members of ESCAP; liberalization of ASEAN+6 and multilateral WTO liberalization. These

scenarios are designed to explore some of the potential gains of switching from the Asian “noodle bowl” type of

intraregional trade to intraregional trade driven by a single tariff-reducing/eliminating trade agreement. A brief summary

of the impacts is provided below.

Impact on trade flows

Removal of tariffs causes trade to increase as expected, especially for those economies where tariffs are still relatively

high (see also annex tables to this report). The more ambitious the liberalization, the greater the increase in exports

and imports. For example, intraregional exports of Asia-Pacific developing economies increase the most when tariffs on

trade among them are fully eliminated.19  Intraregional exports and imports increase by over 7% and 8%, respectively,

for China, 17% and 13% for India, and 17% and 14% for rest of South Asia, while exports and imports of ASEAN

economies as a group increase by 2% and 8%, respectively. In comparison, full elimination of tariffs within ASEAN+6

brings smaller increases in exports and imports for the individual economies of the ASEAN+6 group. Nevertheless,

they are considerably larger than in the case when liberalization is only partial (as under scenarios 1 or 4 where tariffs

are cut by 25% only), irrespective of whether it is limited to Asia-Pacific or WTO-wide. Thus, from the perspective of

developing counties, including transition economies, the largest increase in exports and imports come from full

liberalization covering the whole region of Asia and the Pacific, followed by full liberalization in the ASEAN+6 area,

WTO-wide partial liberalization and, lastly, Asia-Pacific-wide partial tariff liberalization. Table 3.7 reports changes in

intraregional exports aggregated for regions and the world. With the WTO-wide 25% reduction of tariffs, world exports

increase by just over 1%, more than three times the result of when similar liberalization is limited to Asia and the

Pacific. However, Asia-Pacific economies are expected to capture almost two thirds of these gains if they implement

similar liberalization measures among themselves.

Impact on aggregate output and welfare

All economies and (sub)regions that participate in the liberalization effort are found to benefit through an increase in

real GDP. Not surprisingly, economies involved in full liberalization at the Asia-Pacific-wide level experience the largest

increase in real GDP (ranging from 0.06% for China to almost 0.7% for high-income Asia and 0.6% for ASEAN).

Compared with this scenario, WTO-wide but limited reduction of tariffs on goods contributes less to real GDP increases

of these economies, except for China. Free trade among ASEAN+6 economies causes a contraction in real GDP of

China, the rest of South Asia as well as real GDP of the Russian Federation and Central Asia.

The experience of economies and subregions is more varied when it comes to the impact on welfare, measured as an

equivalent variation of income. This results from the fact that the chosen measure of impact on welfare combines

effects from improved allocative efficiency and changed terms of trade. The impacts on China and India of all

region-limited liberalization efforts are either welfare-reducing or increase welfare by a very small amount. However,

WTO-wide liberalization contributes to an increase of almost $3.5 billion in China and $1.3 billion in India. This is

dwarfed by increases in welfare that ASEAN, high-income Asia, Japan, Australia and New Zealand are expected to

gain from an Asia-Pacific-wide full elimination of tariffs ($15 billion for ASEAN). China and India lose under this

region-wide liberalization scenario, because their terms of trade deteriorate much more than their allocative efficiency is

improved. This deterioration is driven in the case of China by a sharp increase in their import prices (e.g. electronics,

machinery and chemicals) while in the case of India there is a decline in prices of manufacturing exports

(e.g. chemicals, rubber and plastic and similar).

18 See also http://www.gtap.org for detailed information on the model and database. This research aggregates version 7 of the GTAP

database to 24 sectors and 40 economies/subregions (table 1A in the chapter annex) but results are reported on even more

aggregated levels.
19 It is also plausible to expect that the removal of behind-the-border barriers in trade among these economies would contribute even

more to the increase in their intraregional trade. Research to explore these impacts is still ongoing.
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F. MOVING BEYOND RTAs:

INTERNATIONAL AND REGIONAL

DIMENSIONS OF POLICY

COHERENCE AND COORDINATION

The strengthening, deepening and ultimately

consolidation of RTAs requires regional policy

coherence and coordination, which are fundamental

aspects of deepening regional integration. In the

words of OECD (2008): “Global interdependence

means that there are hardly any issues that can or

should be treated in isolation.” The need for

countries to work together was also recognized in

the adoption of internationally agreed development

goals, including the Millennium Development Goals

(MDGs) and in particular goal 8 for building a global

partnership for development.

If the trade policy objective of country A is to

increase exports to country B while the trade policy

objective of country B is to reduce imports from

country A, obviously there is a mismatch. This

problem is particularly acute in the area of

agriculture. As the WTO World Trade Report

2004 notes: “international cooperation reduces

transaction costs, provides economic agents and

governments with a greater flow of information, and

in some cases lessens the risks of regulatory

failure” (WTO, 2004). International cooperation

Table 3.7. Change in intraregional exports

(Per cent)

 To
Asia-Pacific ASEAN+6 WTO Total

From

Scenario 1

•  Asia-Pacific 3.57 3.52 0.83 0.97

•  ASEAN+6 3.77 3.75 0.89 1.04

•  WTO 1.52 1.69 0.32 0.33

•  Total 1.57 1.71 0.33 0.34

Scenario 2

•  Asia-Pacific 17.69 17.29 4.72 5.39

•  ASEAN+6 18.55 18.28 5.03 5.78

•  WTO 7.86 8.55 1.79 1.86

•  Total 8.08 8.68 1.82 1.90

Scenario 3

•  Asia-Pacific 11.67 15.49 3.75 3.62

•  ASEAN+6 15.73 20.91 5.03 4.87

•  WTO 5.84 7.90 1.44 1.39

•  Total 5.60 7.61 1.39 1.34

Scenario 4

•  Asia-Pacific 1.69 1.98 1.46 1.40

•  ASEAN+6 1.91 2.23 1.73 1.67

•  WTO 2.23 2.62 1.12 1.09

•  Total 2.09 2.48 1.08 1.04

Enhancing intraregional trade and regional

integration requires deeper and wider levels of

regional policy coherence and consistency

and regional cooperation

beyond RTAs

can also play a valuable role in augmenting

infrastructure and human capital in low-income

countries, thereby assisting the latter to take greater

advantage of opportunities offered by the

international community. Trade and investment

coordination at the regional and international

levels basically takes place through subregional
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organizations such as APEC, ASEAN, SAARC,

ECO and the Pacific Forum Secretariat, but such

coordination is often of an ad hoc nature and does

not, in most cases, carry legal enforcement status

(see box 3.5).

Besides, such coordination refers to trade and

investment matters within an organization, but not

necessarily to coordination of trade and investment

policy formulation of its individual members. Where

trade and investment policies are discussed, actual

Box 3.5. Trade and investment coordination mechanisms in subregional organizations

Various subregional organizations in Asia and the Pacific have coordination mechanisms for trade and investment.

APEC has a Committee on Trade and Investment (CTI) which coordinates its work in trade and investment

liberalization and facilitation. It also discusses trade and investment policy with the aim of reducing impediments to

business in selected areas. There are 9 subgroups – Business Mobility Group, Electronic Commerce Steering Group,

Government Procurement Experts’ Group, Group on Services, Intellectual Property Experts Group, Investment Experts

Group, Market Access Group, Sub-Committee on Customs Procedures, and Sub-Committee on Standards

Conformance. It also has three industry dialogues – Automotive Dialogue, Chemical Dialogue and a Life Sciences

Innovation Forum, as well as numerous other working groups, such as the working group on SMEs. APEC also has an

Economic Committee which addresses wider policy issues and coordination affecting business. APEC has issued

principles for trade facilitation and transparency standards.

In ASEAN, the strongest form of coordination is through the commitments undertaken under AFTA, the framework

agreement on services and the ASEAN Comprehensive Investment Agreement, following the AIA. However, various

platforms and mechanisms exist to coordinate trade and investment policies of members, often on a sectoral basis. For

instance, there is an ASEAN Framework on Intellectual Property Cooperation and various agreements to promote

intra-ASEAN investment, such as the ASEAN Industrial Projects and ASEAN Joint Ventures schemes. ASEAN also has

a Consultative Committee on Standards and Quality and sectoral mutual recognition agreements. An SME network

exists and ASEAN is in the process of establishing a subregion-wide single window for customs clearance. In finance,

ASEAN countries have issued a common understanding on the reform of the international financial system while they

are forging an ASEAN bond market. The Chiang Mai initiative of currency swaps also originates from ASEAN. There

are agreements and action plans for cooperation in areas such as transport, tourism, ICT and telecommunications,

minerals and energy. All these mechanisms basically start from and support ASEAN’s original agreements on trade.

The strongest commitment towards policy coordination across the board is the intention to establish the ASEAN

Economic Union by 2015 along the lines of the European Union.

The Economic Cooperation Organization (ECO), apart from monitoring and overseeing the implementation of the ECO

Trade Agreement and the Agreement on Promotion and Protection of Investments among ECO member states,

operates a coordination body of its members’ trade promotion agencies, has a Trade and Development Bank,

a Technology Transfer Centre and a transit transport framework. It also has an action plan for coordinating transport

and communications and an agreement on transit trade.

The South Asian Association for Regional Cooperation (SAARC) monitors the implementation of the SAARC Free

Trade Area (SAFTA) and has a Regional Integrated Programme of Action which is implemented through a number of

technical committees and high level working groups in areas such as IPR, ICT, tourism and energy. However, no such

committee or working group exists for investment, although a Committee on Economic Cooperation coordinates all

issues related to economic and trade policies. Cooperation mechanisms also exist in the areas of finance, customs and

standards.

The Pacific Islands Forum (PIF) operates an Economic Governance Work Programme under which the implementation

of the Pacific Island Countries Trade Agreement (PICTA) and the Pacific Agreement on Closer Economic Relations

(PACER) are monitored. The PIF also has a Regional Trade Facilitation Programme linked to PACER.

Various organizations also have coordination frameworks for business and operate platforms for dialogue with the

business sector, such as the APEC Business Council, ASEAN Business Advisory Council (which organizes the annual

ASEAN Business and Investment Summit featuring a public-private sector dialogue) and the ECO Chambers of

Commerce.

Source: Respective organizations’ websites.
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coordination may not be forthcoming. Effective

coordination therefore is achieved through multi-

lateral, regional and bilateral agreements in trade

and investment, where reciprocal commitments,

including mechanisms for proper coordination and

dispute settlement, are enforced and have legal

status.

However, effective coordination goes beyond

commitments contained in those agreements and,

as shown above, involves a wide spectrum of

policies. Most RTAs are confined to market access

commitments and do not extend to cooperation in

supply-side capacity-building. ASEAN is a notable

exception but the cooperation mechanisms this

organization has evolved over time are outside

the scope of AFTA and have had mixed results

(box 3.6).

With regard to other trade-related policies and as

part of wider regional integration efforts, countries

should be encouraged to adhere to international

standards and principles, such as labour standards

issued by ILO, financial standards issued by

the Bank of International Settlements, product

standards issued by the International Standards

Organization (ISO) and other specialized agencies.

Accession to multilateral agreements and institu-

tions such as WTO ensures a greater level of

coordination and harmonization of policies,

particularly as WTO agreements cut across many

policies beyond trade.

Although there are no multilateral agreements on

investment and competition, the formation of such

agreements may be considered, either as new

initiatives or as an exercise to harmonize the

existing international legal frameworks in these

areas. Developing countries have traditionally

voiced concern over the conclusion of such

agreements, but they promote transparency and

predictability of trade, competition and investment

provided they are negotiated with due consideration

of the legitimate concerns of all countries,

developed and developing. In the meantime, there

are various international frameworks on investment

Box 3.6. Cooperative mechanisms in ASEAN for supply-side capacity-building

ASEAN cooperation aimed at supply-side capacity-building has taken the form of various industrial cooperation

schemes: the ASEAN Industrial Projects (AIPs), the ASEAN Industrial Complementations (AICs) (including a Brand-to-

Brand complementation (BBC) scheme) and the ASEAN Industrial Joint Ventures (AIJVs). AIPs are large-scale

government-to-government projects while AICs are designed to avoid duplication in industry by assigning specific

industrial processes or components to each ASEAN country on a time-bound, exclusive basis with a preferential regime

in the entire ASEAN market. AIJVs are government-approved private sector ventures, designed as an improvement of

the AIPs. Some specific incentives such as margin or tariff preferences as well as provisions on the equity participation

favourable to encourage intraregional joint ventures are also built into these ASEAN Industrial Cooperation (AICO)

programmes. However, the schemes encountered problems, including a lack of government commitment and private

sector interest. While the AIPs basically focused on public investment projects aimed at import substitution, the other

schemes were more private sector-oriented but suffered from disagreements on product packages and private sector

indifference.

The most successful scheme is the AICO programme which was launched in 1996. AICO aimed at improving the

availability of intermediate inputs and components within ASEAN by offering accelerated Common Effective

Preferential Tariff (CEPT) treatment to qualifying products. The AICO agreement replaces the ASEAN Industrial Joint

Venture (AIJV) and BBC agreements. Equity provisions in AICO ventures are not as strict as under AIJVs.

The ASEAN experience demonstrates that efforts by governments to attempt to direct industrial production or

production-sharing arrangements are not very successful. Amid ongoing trade and investment liberalization, efforts to

pick winners are counter-productive. Governments play a more conducive role by providing an enabling environment

for business and helping them to build supply-side capacities through facilitating technology transfer, boosting skills

development and education, and helping SMEs to access finance and link up with regional and global supply chains.
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standards: the OECD Policy Framework for

Investment; United Nations Global Compact; OECD

Guidelines for Multinational Enterprises; and the

many international investment agreements which

follow a similar template.

WTO is currently conducting negotiations on

harmonizing multilateral trade agreements with

multilateral environmental agreements (MEAs). And

in the area of finance, the current crisis has

revealed that national regulation and prudential

supervision are not sufficient to deal with the

complexity of international financial flows and that

a new system of international regulation and

supervision is needed to enhance the efficiency and

stability of these flows. Such a system would have

to fit with the WTO agreements and other

multilateral agreements.

Finally, regional level agreements would have to be

harmonized and made compatible with multilateral

ones. Few people would argue against the

desirability of promoting intraregional trade, in

particular to reduce dependence of Asian and

Pacific developing countries on the markets of

developed countries. Harmonizing and possibly

consolidating regional and bilateral trade

agreements into coherent region-wide trade

cooperation frameworks which could form the basis

of more comprehensive economic cooperation

agreements, is therefore necessary but difficult.

ASEAN+3 is taking the level of cooperation beyond

trade to include financial and monetary cooperation.

For example, the Chiang Mai Initiative (CMI) has

been put in place since the 1997 Asian financial

crisis. The CMI consists of an expanded ASEAN

Swap Arrangement (ASA) and a network of bilateral

swap arrangements (BSAs) among ASEAN

member countries, China, Japan and the Republic

of Korea. In the wake of the economic crisis, the

CMI has been further strengthened and as part of

monetary and finance cooperation, substantive

progress has been made in the development of the

Asian Bond Market Initiative (ABMI). ASEAN+3

countries are undertaking efforts to modify existing

regulations to facilitate the issuance of, and

investment in, local currency-denominated bonds

under the ABMI. The Asian Bonds Online Website

(ABW) was launched in May 2004. Efforts to

establish an Asian Monetary Fund are also

intensifying. Integration efforts in finance are

essential as they provide support to trade and

investment. Trade and investment both constitute

financial flows and without cooperation to make

these flows more stable and efficient, the mere

reduction of tariffs and some NTMs will not be

sufficient.

Other policy areas need to be coordinated in

support of trade and investment. A Free Trade Area

of the Asia-Pacific (FTAAP), involving all APEC

countries, or an Asia-Pacific single market with free

movement of goods, services, capital and labour, is

still far off, let alone an Asian Monetary Union or

Economic Union with a common currency and

central bank. ASEAN is currently the only regional

organization in Asia and the Pacific which

envisages the formation of an ASEAN Economic

Community by 2015, but much remains to be done

before this idea can be realized. The formation of

economic unions is politically sensitive as it

inevitably involves the surrender of a significant

degree of national sovereignty but they make

perfect sense from an economic point of view and

provide an efficient means of achieving social and

economic policy objectives.

For the moment, the most pressing issue is to

enhance international policy coordination as a first

step towards higher levels of regional integration.

However, while lip service is paid to the idea of

international policy coordination, it remains

haphazard in many cases and absent in practice.

Agencies such as ESCAP have an important role to

play in forging international policy coordination

where it is desirable and feasible through

publications such as this report and by organizing

meetings for policymakers such as the Committee

on Trade and Investment. In addition, regional

platforms such as the Asia-Pacific Business Forum

(APBF) help in forging regional level coordination

and dialogue between government and business for

more effective trade and investment policies.
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Annex

Economies/regions covered by the liberalization scenarios

Aggregated regions Economy/Region Description

China *China China

Japan *Japan Japan

High-income Asia *Hong Kong, China Hong Kong, China

*Taiwan Province of China Taiwan Province of China

* Republic of Korea Republic of Korea

ASEAN *Cambodia Cambodia

*Indonesia Indonesia

*Lao PDR Lao People’s Democratic Republic

*Malaysia Malaysia

*Myanmar Myanmar

*Philippines Philippines

*Singapore Singapore

*Thailand Thailand

*Viet Nam Viet Nam

*Rest of South-East Asia Brunei Darussalam, Timor-Leste

India *India India

Rest of South Asia *Bangladesh Bangladesh

*Pakistan Pakistan

*Sri Lanka Sri Lanka

*Rest of South Asia Afghanistan, Bhutan, Maldives, Nepal

US US United States of America

EU-27 EU-27 European Union 27 members

Russian Federation *Russian Federation Russian Federation

Central Asia *Kazakhstan Kazakhstan

*Kyrgyzstan Kyrgyzstan

*Armenia Armenia

*Azerbaijan Azerbaijan

*Georgia Georgia

*Rest of the former Soviet Union Tajikistan, Turkmenistan, Uzbekistan

ROW (rest of the world) Rest of Europe Rest of Europe

*Australia Australia

*NZ New Zealand

*Oceania Rest of Oceania

Rest of North America Rest of North America

Latin America Latin America

*Rest of East Asia Macao, China; Mongolia; Democratic People’s Republic

of Korea

*Islamic Republic of Iran Islamic Republic of Iran

*Turkey Turkey

MENA Middle East and North Africa

SSA Sub-Saharan Africa

Note: Economies with an asterisk (*) are included in Asia-Pacific FTA (APFTA).




