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Structure

@ Multilateralism vrs. Regionalism
@ Legal framework
® Replacement of tariff protection

® Rules of origin and the cost of
compliance

@ Effects of overlapping FTAs
® Effects to business sector

® The loss of tariff revenue and adjustment
costs







The Conceptual Basis

® Broad Trends

OMOMOMONO,

®

e Growth in Number of RTAs
e Intra-Regional Trade of Major RTAs
e Types of RTAs

RTAs: Economics of their own

RTAs: Self-propelling force

Regional Cooperation and Multilateralism
Level Playing Field vs. Efficiency Concerns
Trade-Development Relationship

o Two-way Causality

o Trade Creation and Diversion
o Distribution of Trade Gains

o Rules of Origin

Trade-Investment Linkages
Static and Dynamic Gains
Need for Safeguards



Regional Trading Arrangements : Economic rationale

®

OMOMONNO

A desire to obtain more secure, quick and
preferential access to major markets.

The pressures of globalisation, forcing firms and
countries to seek efficiency through larger markets,
Increased competition, and access to foreign
technologies and investment.

Material management
e Cheaper imports —domestic prices in control
e Better quality products at competitive price

Investments flow — JVs
Coverage of Services
Mutual recognition of standards & laboratories

Trade facilitation, Harmonisation of Customs
procedures etc.
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Other Reasons
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Governments’ desire to maintain sovereignty by {)ooling
It with others in areas of economic management where
most nation-states are too small to act alone.

Governments’ wish to bind themselves to better policies
and tto signal such bindings to domestic and foreign
investors.

A desire to jog the multilateral system into faster and
deeper action in selected areas by showing that the
GATT/WTO was not the only game in town and by
creatln% more powerful blocs that would operate within
the GATT/WTO system.

A desire to help neighbouring countries stabilizes and
prospers, both for altruistic reasons and to avoid
spillovers of unrest and population growth.

The fear of being left out while the rest of the world
swept into regionalism, either because this would be
actually harmful to the excluded countries or just
because “if everyone else is doing it, shouldn’t we?
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BASIC GATT PRINCIPLES

® MFEN (Most Favoured Nation

Treatment)

@ TRADE TO BE REGULATED BY
CUSTOMS DUTY ONLY

@ DUTIES TO BE BOUND
® NATIONAL TREATMENT



MFN

® Non — discriminating clause

@ All WTO members to be treated at par
for:
e Export control/policy
e Import control/policy

@ If give any preference to non-WTO
member — it should be extended
automatically and unconditionally to
all members of WTO.
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GATT RULES

® Permitted under Article XXIV of GATT
1994.

® Exception to MFN treatment within the
Rules subject to fulfillment of conditions:

e items on which there is substantial trade to be
covered

e the phase out of duties should be within a
reasonable length of time

e it should not have trade distorting effect to
non-RTA Parties.

@ Enabling Clause Decision — flexibility
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WTO RULES

® The text of Article XXIV became part of
WTO Agreement.

@ During Uruguay Round an understanding
was reached on duties & other
regulations of commerce, reasonable
length of time, and procedure for RTA
notification to WTO.

® Services: Article V of GATS allows for
Economic Integration.
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Services in RTAs

® Article V of GATS

e substantial sectoral coverage (12 sectors — 155
subsectors);

e Elimination of existing discriminatory measures,
and/or prohibition of new or more discriminatory
measures either at the entry into force or on the
basis of reasonable time-frame.

® Flexibility for developing countries

@ Facilitate trade between parties and to to raise the
overall level of barriers to trade In services within
the respective sectors or sub-sectors compared to
the level applicable prior to such an agreement.
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SAT - Test

@ Para 8(a) of Article XXIV of GATT.
® Trade value?
® Tariff lines?

® Both?
® Being discussed and debated in WTO but
no clarity — no decision — neither In

Uruguay Round nor in Doha Round.
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Reasonable Length

® The reasonable length of time [para 5
(c)] should exceed 10 years only In
exceptional cases.

@ In cases where members believe that
10 years Is insufficient, they shall
provide a full explanation to the
Commission for Trade in Goods of
the need for alonger period.
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RTAS notification

When entering an RTA containing provisions on goods, a
WTO Member should invoke one of the following provisions,
and comply with the relevant conditions:

RTA parties
Categories | Developed . Developing &
Developing only
only developed
' GATT XXIV
fradein | Gart xxiv | GATT XXIV
goods Enabling Clause
fradein | cargy GATS V GATS V
services
GATT
GATT XXIV XXIV/Enabling GATT XXIV
EPAs
GATS V & GATS V
GATS V




Doha Round - Rules negotiations

® RTA transparency part of Doha Round
negotiations.

® A decision was taken on 14t December
2006 on Transparency mechanism for RTAs

which was adopted by the General Councill.
It involved Issues relating to:

e Early announcement
e Notification

e Procedures to enhance transparency, etc.

Rajan Ratna
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Transparency mechanism

GATT Art. XXIV

Enabling Clause - Para.

GATS Art. V 2(c)

Transparency Mechanism for RTAs

General Council’s Decision of 14 December 2006 (WT/L/671)
(Provisional application pending conclusion of the Doha Round)

O]

Improves existing RTA transparency provisions
Outlines specific guidelines for the provision of RTA data

Charges the Secretariat with the preparation of a factual
presentation of all RTAs notified to the WTO

Requires the establishment of a public database on RTAs
(paragraph 21).
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Types of trade agreements

Trade ce Trade St ommon Economic
* Partial  Elimination of all +« Common level of <« Free movement < Integration of
preferences to tariffs, trade barriers of factors of national
trading partners guantitative vis-a-vis non- productions economic
restrictions and members policies;
NTBs currency union

“shallow” integration “deep” integration



Goods - other elements

@ Anti Dumping
® Safeguard

e Global
e Bilateral

@ Duty drawback
@ Rules of Origin
@ Export taxes/licenses
@ Import licenses



|ssues covered




Asia-Pacific RTAs

@ As of July 2016, there were 260 RTAS In
Asia-Pacific region which are either In
force, signed or being negotiated.

@ Globally 267 “physical” RTAs In force,
and 169 (63%) are from AP

® 12 - signed but not implemented

® /8 - under different stages of
negotiations.



Areas of liberalization pursued by Asia-
Pacific PTAs

Exceptions, general or for security

Dispute settlement

Rules of origin

Customs-related procedures

Safeguard measures

Intellectual property rights

Technical regulations, standards, technical barriers to trade
Anti-dumping measures

Sanitary and phyto-sanitary measures

Countervailing measures

Exportrestrictions

Balance of payments measures
Competition

Subsidies

Investment

MMutual recognition (services)
Domestic regulation
Government procurement
Denial of benefits

Tariff-rate quotas
Environment

Accession

Labour







Discussion Point: What Is the

difference between WTO

nhegotiations and RTA
hegotiations



Comparison
WTO

Tariff = bound

Services

Trade Defence Measures
Subsidies

Agriculture

Disputes

S&D

Technical assistance
AfT

Trade Facilitation
Government Procurement
Investments
Competition Policy

Tariff — applied
Services

Trade Defence Measures —
Only Preferential SG

Subsidies - no
Agriculture = DS and EC no
Disputes
Investments

Trade Facilitation
S&D

Technical Assistance
MRAS

Environment

Labour

Singapore Issues




Tariff effect
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Rules of Origin

® Rules of origin are criteria used to determine the
“nationality” of a product i.e. where the product
was ‘made’.

@ A product’s raw materials or components might
come from a number of countries, but customs
officials must determine the product’s origin to
decide how to treat it, including what tariff to
charge, as the product enters their jurisdiction.

@ Issue of origin is also important in determining
the anti-dumping or safeguard duties, regulate
guotas and capturing trade statistics.

@ Since the preferential treatment provided for In
a FTA is normally granted only to products
originating from members to that FTA, rules of
origin are therefore an important part of any
FTA.
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Case study - overlapping RoO

INDIA

e
L

BILATERAL - CTH + 35%

SAFTA — CTH + 35%

SRI LANKA

e Sri Lankan exporter enjoys benefits of harmonization for exports to India

under the bilateral agreement as well as SAFTA as the RoO is same. Have
disadvantage for exporting under APTA.
e India exporter has to meet different RoO to export to Sri Lanka under all
the agreements, i.e. APTA, SAFTA and bilateral.
e Due to different thresholds in value added, its sourcing opportunities and
strategic investment decisions could be affected.
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Evolution of Regional Trade Agreements in the world, 1948-2015

Cumulative number
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= Cumulative Notifications of RTAs in force and inactive RTAs
— Cumulative Notifications of RTAs in force
B Notifications of Inactive RTAs — Cumulative Number of Physical RTAs in force

B Motifications of RTAs in force

Note: Notifications of RTAs: goods, services & accessions to an RTA are counted separately. Physical RTAs: goods, services & accessions to an RTA are counted together.
Source: WTO Secretanat.

Source: WTO Secretariat




Cumulative number of PTAs (notified and non-notified to WTO) put into
force by Asia-Pacific economies, by level of development of parties, 1971-
July 2016

" Developing-Developing  u Developing-Developed = Developed-Developed

Source: ESCAP APTIAD Brief, August 2016, calculation based on APTIAD data



Morocco Mauritius Egypt

e ~<. . — = —= Hong Kong, China
o . . - S =
<< << S - -7 i~ < S
Ve Sso = - _ - 1 H ~ - H
SA TA]SA:HS Maldivel s’ apal L \‘fi-nka < _J-- Macao, China
P i S R e ngtadesh’ =+~
: ~ —Z------"-37~ Tt~ Tee - ;
akistapae== o T U & R ST [\ <<\ Taiwan POC
/ P S CMdig T T A "=~ Rep
e Afghan K & "=t SoRfe. e T N
--" ‘ -~ /1! Sia - T =-__ g g
,,,,, /== i = D == Mongolia
~: 70 1 ‘~\~ ~ s -
Ira.n, IR e==——"Turk ; :\\~ G\‘U BIMS ”l ',I|| A\ \‘ ~. - <. . \\ ~ /
- .- AN ~. __ = ﬂa-@-ﬁ!g!ﬁl
I " B N
Uzbekistah Qfgi‘,__ 17 N e s
ARSI ’ - =32
Turkmenist 5Th SRR A |\ - o . RCEP
S N \\\\\ ~\:/]L’--~~" ’IT‘l | \ g‘mbOdla. - i AN |
1 S Mo N ISsY Th; \'I d 3 S / ! N N t tb |
o X N R . a3 aiillaingd, - - by '\, \Negotiatlans
Tajikistan ' /b AING IR 44 ~4 A1 S N\ Japan-
aQ RN ATARANSEN TS , \ AN IShinaRep. I SACU
Kyrgyzstan NN N SN X (GASTEEER | A\ W oo 1/ Botswana
\ 1 ~ Vi YtV I 1 ‘ ~ Noac ] A \ S~ o N
Kazakhstan b 1 cex [N, P SanialeX N7 /ZI0donesiayl
Ru33|anBFel. n Y. Ukraine [\ S8 ! y A7 wdh NIV | T Namibia
elar ! v sS4 UG oN 1 9 / SN ;
: 4\ i e A }\; N A p e : WY \‘,\\4 I South Africa
1 1 \ N S~ UEENEARAN SR AT R I 1SS X IS i
EAEU @/--i//. Armenis S TA 7~ IIJI R0 \\Phlllpprm’es < 4 7 LS QRS J Swaziland
1 /el q--——__ S SR ) k \/(\ + o S S :’ Az 4 > S
: l: \\‘\ -\‘{ ‘\\ '—II_ 7/;/- -/_;{\_ \- v\-ll '- > N T :E:;Ei’ LS ,l, Il |‘| ‘\
| W) \/\ b ’ Sor\ 3 S 7 ~RA = [ ===
Serbia | Wb SAL e N A D7 p Vet Name® = oese 7 .
Vs ’ 7 o XS o ’ N 7 =
. AR\ 7 (550 el i \V ' ‘ LA ---+--X ] Canada
hd /, de=" e ey P S A v =R _
Other Other Turkey’s | U'\ [ B T TN e -\ -===%Malaysia e A%\ :
. . \ i~ f__-___ ,-:— .= ~7 - ~ 4=-=-" -
Turkey’s negotiations W NG AT RIS A - Bronsi 70\ %
\ v Aba B 4 % RUNEi \
PTAS: or PTAs V1o I Z AR T \!
X L \ 47 TS _a v 27 = S I |
* Albania aWa|t|ng \\ : ,I,I'/ ,:/_V\ ”‘:,:5 _,—y¥ /- \Ing?ip@re < 1 > US
* Bosnia- ratification: W A = < - T\ 3
Herzegovina || *+ Cameroon N . N g
« FYROM « Dem. Rep. EFTA* \\\\\ S \
1 AY Y
. Montehegro of Congo e ./ L N \: : \\ ‘ S
« Palestine y ::?m(cel Norway ® . SN > 2 \
* Syria** slands ) N\ o\ N :
Syn_a_ Switzerland # A\ Trans-Pacific SER Chlle MeXico ) TPP
« Tunisia * Ghana I S . \
** Suspended || ¢ Kosovo SPARTECA® ) N >
+ Lebanon PNG Fiji o %ntral America*
o Libya PAC PIUS* ] MERCOSUR Costa Rica
:’ +  Seychelles TA* MSG* Argentina-Brazi- | Colombia e Panama
Paraguay-Uruguay

APTIAD
; e——= Bjoc-to-bloc or bloc-to-country e——o (Country-to-country ®----- ® Under negotiation, awaiting ratification
* Not all members shown / The following plurilateral PTAs are not represented: GSTP, D-8 PTA and PTN (in force) and TPS/OIC (under negotiation)



East and North-East

Asia

China

DPR Korea

Hong Kong, China
Japan

Macao, China
Mongolia
Republic of Korea

East and North-East Asia

DPR Korea

.Hong Korg, China
lapan

.Macao, China

China

South-East Asia

Mengolia
Republic of Korea
Brunei Darussalam
Cambodia
Indonesia

Lao PDR
Malaysia
Myanmar
Philippines
Singapore
Thailand
Timor-Leste

Viet Nam

South-East Asia

Brunei Darussalam
Cambodia
Indonesia
Lao PDR
Malaysia
Myanmar
Philippines
Singapore
Thailand
Timor-Leste
Viet Nam

South and South-West Asia

Afghanistan
Bangladesh
Bhutan
India

Islamic Republic of Iran

Maldives
Nepal
Pakistan
sri Lanka
Turkey

North and Central Asia

Armenia
Azerbaijan
Georgia
Kazakhstan
Kyrgyzstan

Russian Federation
Tajikistan
Turkmenistan
Uzbekistan

Afghanistan

.Bangladesh

South and South-West Asia

Islamic Republic of Iran

Bhutan
Maldives
Pakistan
SriLanka

. .India

Nepal

Turkey

Armenia

North and Central Asia

Russian Federation

Azerbaijan
Georgia
Kazakhstan
Kyrgyzstan
Tajikistan

Turkmenistan

Uzbekistan

Armerican Samoa

Cook Islands

French Polynesia

Guam

Kiribati

Marshall Islands

Micronesia (F. 5.}

Mauru

a
c
o

=

a2

S
&

=

=
f=
o
[
~
F
-

@
2
=

Northern Mariana ls.

Palau

Papua New Guinea
Sclemen Islands
Vanuatu

Samoa
Tonga
Tuvalu

Pacific

American Samoa
Australia

Cook Islands

Fiji

French Polynesia
Guam

Kiribati

Marshall Islands
Micronesia (F. 5.)
MNauru

New Caledonia
New Zealand
Niue

Northern Mariana Is.
Palau

Papua New Guinea
Samoa

Solomon Islands
Tonga

Tuvalu

Vanuatu

I N B

_ 1 B




East and North-East
Asia

China

DPR Korea

Hong Kong, China
Japan

Macao, China
Mongolia
Republic of Korea

East and North-East Asia South-East Asia

Brunei Darussalam

DPR Korea
Republic of Korea
Timor-Leste
Afghanistan

.Hong Korg, China
Cambodia

lapan
Mengolia
Indonesia

.Macao, China

China

South and South-West Asia

Islamic Republic of Iran

Bangladesh
Bhutan
India
Maldives
Nepal

c
]
B
=
©
o

SriLanka

Turkey

Armenia

North and Central Asia

Russian Federation

Azerbaijan
Georgia
Kazakhstan
Kyrgyzstan
Tajikistan
Turkmenistan
Uzbekistan

Armerican Samoa

Cook Islands

French Polynesia

Guam

Kiribati

Marshall Islands

Micronesia (F. 5.}

Mauru

a
c
o

=

a2

S
&

=

=
f=
o
[
~
F
-

@
2
=

Northern Mariana ls.

Palau

Papua New Guinea
Sclemen Islands
Vanuatu

Samoa
Tonga
Tuvalu

South-East Asia

Brunei Darussalam
Cambodia
Indonesia
Lao PDR
Malaysia
Myanmar
Philippines
Singapore
Thailand
Timor-Leste
Viet Nam

South and South-West Asia

Afghanistan
Bangladesh

Bhutan

India

Islamic Republic of Iran
Maldives

Nepal

Pakistan

sri Lanka

Turkey

T N

North and Central Asia

Armenia
Azerbaijan
Georgia
Kazakhstan
Kyrgyzstan

Russian Federation
Tajikistan
Turkmenistan
Uzbekistan

Pacific

American Samoa
Australia

Cook Islands

Fiji

French Polynesia
Guam

Kiribati

Marshall Islands
Micronesia (F. 5.)
MNauru

New Caledonia
New Zealand
Niue

Northern Mariana Is.
Palau

Papua New Guinea
Samoa

Solomon Islands
Tonga

Tuvalu

Vanuatu

e .







Effects to business sector

® Gains
e Market access
e Cheaper raw materials
e Create employments
e Globally competitive
e Part of regional or global supply chains

® Losses
e Competition
e Employment loss
e Displacement of industry

@ Integration
e |nvestment flows
e MRASs



Effects (2)

® Four main effects

e Trade creation: Import from partner what was
previously produced at home

e Trade diversion: Import from partner what was
oreviously imported from 3" country

e Preference erosion: Loss of a preference when a
orevious partner forms FTA with a 3" country

e Trade reversion: Import from new partner what
had been diverted to a partner in prior FTA
(Deardorff, 2014)




Effects (3)

@ Overlapping and uncoordinated rules

® The complex rules and variable tariffs
Increase transaction costs

@ Deter the use of FTA preference,
particularly by small- and medium-sized
enterprises (SMEs)

@ One way to solve the problem is having
an over-arching set of free-trade
principles.



Usage of FTAs signed by named country
(% respondents)

M Average 4P Most used
100

Total Australia China  HongKong  India Indonesia  Malaysia  Singapore  Vietnam

Source: EIU Report “FTAS: fantastic, fine or futile?




Firms reporting increasein exports as a result of FTAs used
(% respondents)

B Increased signifiantly [ Increased moderately
100

52%
71% QM 68% 78% 65% I 53% M 63%
55%

34%
o, l20% 24% M21% 23%

8%

Australia China  HongKeng  India  Indonesia  Malaysia  Singapore  Vietnam Total

16% 18

Source: EIU Report “FTAS: fantastic, fine or futile?



Reasons for limited understanding of FTAs
(% respondents)

Would Like to know more but not
sufficiently publiaised

My compary lacks the resources to keep
track of the details

The agreements apply to markets where we do not
have business and have no plansto expand into

My company does not actively follow trade issues

Ido not see that it is relevant to my business IE%

NB: Totaks do notaddto 100 since respondents could select more than one answer

Source: EIU Report “FTAS: fantastic, fine or futile?
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How to minimize the cost?

= Revenue cost

= Adjustment cost

3) How to
minimize
the cost?

The role of
evidence

2)H
1) Is the ) How to

do the
PTA worth? \ negotiation
‘ ?



Mitigating revenue costs

® Revenue loss an unavoidable effect of cutting tariffs
* An economic model should help estimate the scale

@ Falling average MFN duties have already reduced the
Impact
e What is the tariff share of total revenue collected?

@ Mitigation may not be necessary but...
* Progressive implementation will discount revenue losses

® Alternative revenue sources should be considered In
the context of the overall PTA strategy

o Moving from a production to consumption tax base
o Restructuring and re-balancing existing excise, stamp-duties



Minimizing trade adjustment costs

® Economic specialization is not a “free lunch”

e Employment and investment returns industries whose
assistance is cut as part of the PTA (a tariff, a services
barrier) may fall

e Freeing these resources for other more valuable uses

@ To help firms, households minimize the impact

e Involve stakeholders early in a transparent process with
clearly defined goals and scope (sector coverage)
o Investors, workers who anticipate changes will adapt more
quickly and at least cost
e Provide for and publish progressive liberalization schedules

e Use temporary safeguards
o In combination with adjustment, retraining assistance
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